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DIGEST OF TESTIMONY 


JANUARY 28, 1958 


Opening statement by Senator Estes Kefauver, chairman of the Sub- 
committee on Antitrust and Monopoly. 

Cost of living is at an all-time high, while production and employment 
are decreasing. The solution of these problems is most important. 
“Increased concentration in our basic industries is making it more 
difficult for new enterprises to be energized in America. The effects of 
these problems are not only domestic but are far reaching and materially 
affect our foreign policy. * * * The relationship between concentration 
and administered prices, the effects of administered prices upon the 
economy, and the causes of high and rising prices must be understood.” 

“If the steel industry is the largest basic industrial underpinning, the 
automobile industry is its greatest single direct source of jobs and pur- 
chasing power * * * It is normally the largest single consumer of such 
basic commodities as steel, rubber, flat glass, nickel and lead. It is the 
main support of our great petroleum industry. An economic decline in 
the automobile industry is a matter of the gravest economic concern. 
Recently, reports emanating from Detroit have consistently indicated 
that automobile sales have been lagging and thereby bringing unem- 
ployment to an ever-increasing number in the industry.” 

This decline “has been accompanied by an increase in automobile 
prices. On December 20, the Bureau of Labor Statistics announced that 
the increased prices of the 1958 automobiles were responsible for three- 
quarters of the rise in the Consumer Price Index in November. This was 
the biggest 1-month jump since last July * * *.” 

The subcommittee is not concerned with negotiation of new union 
contracts but it is “fully aware of the many claims that high wage costs 
are responsible for high prices. The subcommittee is likewise aware of 
the many claims that profits in some industries are exorbitant and the 
result of excessively high prices.’ 

Senator Dirksen expressed “doubts about jurisdiction with respect to 
certain matters that come within the purview of this committee.” 

Senator O’ Mahoney said the figures submitted by the union showing 
the number of people employed by the companies were ‘“‘very illuminat- 
ing.”’ Said they illustrate “in dramatic terms the concentration which 
has taken place in the automobile industry in the United States.” 

“Farm receipts have been declining. Industrial and corporate profits 
have been increasing.” 

The hearings deal ‘‘with a fundamental question of the American 
economy,’’ Senator O’Mahoney said. “I have in my own mind no case 
that I want to prove except that I believe, as I did 10 years ago, that 
where a few corporations secure the power to produce more than a very 
large percent of any commodity, before they raise prices they should 
report their intent and prove their case to some proper agency of the 
Government.”’ 
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Statement of Walter P. Reuther, president, United Automobile, Aircraft, 
and Agricultural Implement Workers of America; accompanied by 
Nat Weinberg, director, special projects department 

Introductory statement. 

They have for 2% years urged the Congress “‘to take a good look at 
the wage-price-profit equation in the automotive industry and espe- 
cially on the part of the Big Three—General Motors, Ford, and Chrys- 
ler—who dominate this industry and who represent 97 percent of the 
production of the passenger-car industry. We believe that the impact 
of their administered prices, the fact that they can in the exercise of 
their monopoly position in this industry set aside the laws of supply and 
demand and rig their prices at a level which we believe shortchanges the 
American consumers, American farmers, and American workers, and 
that this rigging of prices in the automotive industry since the automo- 
tive industry does have a tremendous impact upon the whole economy, 
is a very important and contributing factor in the creation of the grow- 
ing imbalance in the American economy.” 

lieves “freemen working together in a free economy under a free 

Government are superior in every way to any kind of totalitarianism.” 

—- labor does not want to take over direction of American in- 
ustry. 

It is not true the union prefers to deal with the large companies rather 
than the smaller ones. They “have given a great deal of time and care- 
ful thought trying to figure out what we can dv to try to check the 
growing concentration of economic power and control in the hands of 
the Big Three.”” They have tried to devise a wage-policy approach 
that would help the small companies. 

The American economy “gets into trouble because of the imbalance 
that develops between expanded productive power and the lag in pur- 
chasing power.”’ 

Believes we are making the same mistakes now that we made in the 
years prior to 1929. Large corporations “‘are able to rig the price and 
set aside the law of supply and demand,” thus “getting a dispropor- 
tionately large share of the gross national product.” 

Profits, interest, and dividends are all up more than wages and sala- 
ries and farm income. 

Comparing profit figures for first 9 months of 1952 and 1957, he said 
profits had risen 79.1 percent while wages went up 19.2 percent. 

In the period 1947 through 1956 the rate of profits on net worth for 
all manufacturing corporations was 23.5 percent; rate of profit in the 
automotive industry was 44.1 percent. he profits are figured before 
taxes. 

For the year 1956 and the first 9 months of 1957 the Big Three profit 
rate on investment after taxes increased while in the case of all manu- 
facturing corporations the profit rate declined. 

The Big Three have 9.2 percent of all income of all corporations be- 
fore taxes, out of a total of 115,000 manufacturing corporations. 

General Motors’ profits before taxes for period 1947 to first half of 
1957 were up 260 percent while wages were up 72 percent. Ford’s 
profits from 1948 to first half of 1957 were up 329 percent while wages 
were up 70 percent. The wage figures include most of the fringe benefits. 

“«“* * * For every dollar in wage increase during that period, they 
raised prices $5. 

“Our union has been very much concerned about this, not just as 
wage earners, but as consumers, as American citizens, because we believe 
that this kind of selfish pricing policy, which takes more and more out of 
the purchasing power stream that people need, workers and farmers and 
consumers generally, that if this goes on, ges ype will increase, the 
idle capacity will get greater and the position of America to meet the chal- 
lenge in the wonl and to meet the unfilled needs of people at home will 
get worse and worse and worse, and we are in trouble. * * *”’ 

In 1945 the union had asked for more purchasing power, but not “at 
the expense of the American consumers.’’ They were concerned with 
high prices even then. 

Said in 1945 that if they could not have wage increases without price 
increase they would reduce their demands. They offered to submit to 
arbitration but ‘got nowhere.” 
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“* * * we do not want to make progress at the expense of our 
neighbor. We do not want higher wages out of hicher prices. We 
want higher wages, more purchasing power out of the fruits of our advanc- 
ing technology, out of automation, out of new science, out of new 
tools of economic abundance.” 

Overall unemployment in Detroit “rises generally in relation to the 
reduction in production of passenger cars.’”” When automobile produc- 
tion declines many other industries are also affected. 

Believe price-increase policy of automotive industry “is a very 
significant factor in creating the unemployment and the idle capacity 
not only in autos but in the steel industry and other related industries.” 

Mr. Weinberg explained how they reached the conclusion that when 
wages are increased $1 prices are increased $5. 

Referring to the Big Three of the auto industry, Senator O’ Mahone 
said it seemed clear to him “that to have 3 companies controlling so muc 
of 1 industry is unsound for the economy and a condition that ought to 
be altered.” 

Believes the automobile industry has priced “several million Ameri- 
cans” out of the market. 

Mr. Reuther thinks “it would be a healthy thing for the American 
economy if we had more companies and more competition in the auto- 
motive industry. Now, it is much easier to say that than it is to bring 
it about.”” Has never accused the companies of being inefficient, but 
has accused them of being selfish. 

‘“* * * if every major corporation in America, and all the minor 
corporations, had applied in the American economy the administered 
price policy which has characterized the automotive industry, and if they 
had gotten profits out of the American consumers by shortchanging them 
the way the auto industry has, the American economy now would be ina 
complete major depression, because the imbalance would be that much 
further exaggerated.” 

He would like his members to make more money so they could buy 
more stock in the companies. 

Has no desire to sit on a board of directors. There are 20,000 com- 
panies in America with profit-sharing plans, which shows this is not a 
new idea. 

If there are no profits, the workers do not share in them; ‘‘therefore, it 
is not inflationary.” 

Does not know exactly how many people in the industry are unem- 
ployed because of automation. Discussed some of the effects of auto- 
mation. 

Between 1947 and 1957, production in the industry increased by 50.5 
percent, while employment went up only one-half of 1 percent. 

Although the companies have expanded greatly since 1947, most of 
this expansion has been financed out of ‘“‘current income’”’ instead of re- 
sorting to the money market. 

The reason for the independents’ trouble is that “they are trying to 
survive in a contracting market, in a contracting economy.” He said 
another problem of the independents “‘is that they do not have access to 
the kind of capital necessary to expand and buy the most modern tools 
of technology, and General Motors, for example, has this tremendous 
self-financed capital, financed by the American consumers in high 

rices.’ 

° Another problem of the small manufacturer is that capacity has out- 
run demand. | 

Classical inflation results from ‘fan economic situation in which the 
demand for goods exceeds the ability of the economy to satisfy that 
demand,” but, in the current inflation, “the price of automobiles has 
been raised year after year after year, despite the fact that the capacity 
 promuce cars far outran the demand for the cars.” 

he automobile dealer should not have to ‘‘subsidize by a loss on his 
part the extra price that the company has factored into the basic price 
of the car.” Although the dealer is forced into cutting prices some- 
times, ‘‘he cannot cut enovgh to overcome the added costs that General 
Motors has factored into the price.” 
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Ford set the prices on its 1957 models about 3 weeks ahead of General 
Motors. When GM annomnced prices higher than Ford’s, Ford revised 
prices upward. “This is the first time in the history of a free-enterprise 
economy where a company raised the price of their products in order to 
be competitive.” 

Other basic industries ‘‘also have administered-price systems, where 
again they rig the price unrelated to the law of supply and demand or 
their basic costs.” 

Mr. Reuther does not believe farmers and workers ‘‘ought to be penal- 
ized because they create abundance.’”’ There should be a better balance 
between greater prodctive power and greater consuming power. 

Farmers have a “two-way squeeze on them,” as the things they must 
buy have increased in price while the prices they receive for the com- 
modities they produce have declined. The price-support program 
gives them some small protection, to which they are entitled. 

It is his belief ‘‘that the American farmers, the American economy, 
and the American consumers would be better off if we had a production- 
support approach rather than a farm-price-support approach.”’ 

Underdeveloped countries of the world could benefit greatly from the 
production we are losing in the United States. This, in turn, would 
help the free world’s fight against communism. 

“* * * unless free management and free labor, working together, 
can mobilize the productive power of this great and wonderful free 
country of ours, neither can survive * * * the survival of our country 
is at stake, and the economy is the key to our survival.”’ 

Senator O’ Mahoney pointed out that automobile dealers “are not in 
the same category as the automobile manufacturers. As a matter of 
fact, they are in a very different situation from the local businessman 
who distributes other products of industry. 

“When the automobile dealer buys his cars to sell in the locality in 
which he lives, he has to pay cash on the barrelhead for them. With 
respect to most other commodities, the sales are made on time, just as 
the automobile dealer has to sell a good part of his cars on time * * *” 

Senator Wiley expressed the belief that the country needs “greater 
consumption * * * better distribution, and * * * further utilization”’ 
of the things we produce, 

Mr. Reuther said if the national economy had developed as it should 
over the past 4 years “our gross national product could have been 
increased, in the 4-year period combined, by $96 billions.” 

Discussed the proposal the union made to the Big Three for reducing 
prices of the 1958 models, and for a profit-sharing plan. 

The companies’ profits drop faster than the volume of production. 
‘‘* * * volume is the key to getting unit costs down and profits up.” 

Productivity in the automobile industry ‘“‘increases considerably 
faster than the increase in productivity in the economy as a whole,” 
but their wage demands are predicated on the growth of productivity 
in the economy as a whole, not that of the automotive industry. 

In discussing the union’s proposal to return a portion of a company’s 
profits to purchasers of its cars, Senator Kefauver asked if this would not 
drive customers to the company that seemed to have the largest profits— 
probably GM. Mr. Reuther replied: 

“T think that that would have some impact upon the market condi- 
tions. But if you say that you are opposed to a rebate because some 
people might buy this car because they get a bigger rebate, then, in 
effect, that is an admission that there are administered prices. The 
prices ought to reflect the lower unit cost of the more efficient producer, 
and, at the point where the prices do not reflect the lower unit costs of 
the more efficient producer, you have got rigged pricing. That is the 
problem here. You have got an administered price. 

“I think, as a practical matter, what we are proposing to do will 
help the independents * * *” Believes the independents would have 
a better chance to get capital needed for expansion and modernization. 
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There are about 20,000 different profit-sharing plans in the country, 
but they all have the same basic principle: “Jf Mr. Curtice, as president 
of General Motors Corp., has a right to share in the excess profits as an . 
employee—not as a stockholder, he gets additional moneys as a stock- 
holder—if he has the right to share in the excess profits as an employee, 
in an executive-bonus plan, then J maintain that the same principle ought 
to be applied to the hourly workers and the salaried workers who are 
excluded from the executive payment plan * * *” 

Their profit-sharing proposal is different in that it includes consumers 
as well as workers. 

Replying to questions as to whether this profit-sharing plan would 
deprive the Government of tax revenue, Mr. Reuther said: “You just 
can’t get economic wealth out of idle factories and idle workers, and the 
only way you can get more income for the Government is to give the 
peoplc more income, and the only way the people can have more income 
is to have full employment and full production.” 

Defined an administered price as ‘‘a price that is arbitrarily determined 
by the producer and is not the product of the forces of the free market 
place in terms of the normal things that ought to regulate the price of a 
commodity.’”’ Wages are not admiaistered—they are bargained. 

Does not favor the Government’s fixing wages or prices. Favors legis- 
lation similar to that proposed by Senator O’ Mahoney in 1948 which 
would set up an agency to conduct public hearings when a corporation 
“producing 20 to 25 percent or more than that of the given products of 
an industry * * * contemplated a price increase.’’ This would also 
bring in the unions. 

He believes this to be the “only way you can get things done so that 
the public can exert some moral influence in a situation when one party 
is wrong.” Jf both labor and management are wrong, “‘then the public 
ought to put the pressure on both of them.” 

If a corporation makes ‘‘20 to 25 percent of the total product of a given 
industry, then we think they are getting so powerful that they ought to 
operate in a goldfish bowl as far as their economics are concerned.” 

Is not recommending that this agency should have injunctive powers. 
They are not proposing “any governmental compulsion.” 

Senator Kefauver asked if the profit-sharing plan would not “give you 
an incentive to keep prices higher and raise prices.’”” Mr. Reuther replied 
that it would not. 

JANUARY 29, 1958 


Statement of Walter P. Reuther, president of the United Automobile, Air- 
craft and Agricultural Implement Workers of America; accompanied by 
Nat Weinberg, director, special projects department—Resumed 


Summarized the points he had made the day before. 

The chief statistician for the McGraw-Hill Publications had told the 
Joint Economie Committee that about 75-percent of the country’s total 
productive capacity is being utilized at this time. 

“My point is that we are underutilizing both our manpower and our 
productive capacity primarily because of the growing imbalance between 
the expansion of our productive power and the lagging purchasing power 
in the hands of the American people * * *” 

The figure given previously of approximately 4 million unemployed 
“does not in any way reflect accurately the true level of unemployment.” 
Millions of people are working a short workweek, but are not listed as 
unemployed. — 

Purchasing power can be expanded by raising wages and cutting 
eee Caras into profits. He realizes that “doing it with Generai 
Motors, Ford, and Chrysler is not going to solve the problems of the 
whole economy, but if we can get General Motors, Chrysler, and Ford 
to do it, maybe we can get United States Steel and Bethlehem and 
Republic Steel, maybe we can get the other big corporations to do it,’’ 
thus getting the “ball rolling in the right direction.” 

If their plan had been in effect from 1947 to 1956, the stockholders 
and executives of GM would have shared $9.3 billion, the consumers 
and workers would have had $5.6 billion in additional purchasing power. 
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“This is high-velocity money. This does not get put in salt brine. 
When you give the average farmer $500 more cash or the average worker 
more income, he doesn’t go down in the basement where he has a 
big salt brine and salt that away. He spends it. But when you give 
that money to people who already have more than they need, they 
have already built idle capacity, so they do not need it to build new 
factories, what do they do with it? * * *’ When they have all they need 
or want already, you do not create more demand. 
person who bought 1,003 shares of GM stock in 1947, at cost of 
$52,000, would have received approximately $284,000 in dividends and 
capital gains in the 10-year period, while the average GM worker would 
have earned $46,000 in the same period, assuming he had worked a full 
year every year. 

Mr. Reuther asked, “How can a corporation which gave a worker 
$46,000 for 10 years’ work and gave a stockholder who put $52,000 into 
the business for those 10 years an equity of $284,000—how can that 
company say that it was what the worker got that is responsible for 
high prices? This is the question.” 

r. Weinberg said that General Motors has an investment in real 
estate, plant, and equipment of about $5,000 per employee. 

The idea of giving the customer a rebate will not be part of the collec- 
tive-bargaining demand. 

He realizes that there must be incentives to obtain capital and to get 
people “like Harlowe Curtice to run these big corporations. 

“But what we are trying to say is that this incentive is not something 
that sought to be monopolized by a few people on top.” 

“General Motors profits in 1955 were $2,542,000,000—almost equal to 
their total net worth.’’ If the union’s plan had been in effect at that 
time, stockholders and executives would have received $1,554,000,000; 
consumers would have had a rebate or price reduction of $494,000,000; 
and employees would also have share in $494,000,000. This would have 
amounted to a rebate of $81 per car and 43 cents more per hour in pay. 

Ford Motor Co.’s profits in 1955 were $968,400,000, before taxes. 
If the plan had been in effect at that time, stockholders and executives 
would have received $563,800,000; purchasers would have received 
$202,300,000; and employees would also have received $202,300,000. 

Chrysler, in 1955, had profits of $233,600,000. If the plan had been 
in effect at that time, stockholders and executives would have received 
$150,800,000; consumers would have had $41,400,000; and employees 
would also have had $41,400,000. 

“Now, 1955 was, obviously, our best year. We were within 4 percent 
of utilizing what we considered our full productive capacity, and that is 
the sort of thing that we ought to be doing.” 

1956 was not as good a year as 1955, 27 percent of capacity being idle, 
but there would have been sizable profits to share in that year, also. 

Senator Kefauver asked whether the UAW would be interested in a 
proposal like this if the companies were not making profits. 

Mr. Reuther replied that, at the convention held to consider the 
union’s proposals for the 1958 contract, representatives of workers at 
piants that are not as prosperous as the Big Three supported the plan 
“because they, too, understand that only as we can get high-velocity 
purchasing power into the American economy by siphoning off some of 
these tremendous profits of the big corporations can we expand the 
economy, can we create the kind of climate in which the little companies 
can hope to survive.” 

Predicted “if the situation ever comes about in America that General 
Motors Corp. does not make a profit, that will mark the beginning of the 
end of the profit system in America.’”” GM made money even during 
the worst of. the depression. 

Senator O’ Mahoney pointed out that there is pending in United States 
district court in Detroit a suit by the Department of Justice against 
General Motors to restrict sales of GM buses to their four largest 
customers. 
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He also told the subcommittee that the President’s economic report 
supported Mr. Reuther’s contention that more production was needed, 
as the report showed “the rate of gain in industrial production in the 
free world outside of the United States of America was greater than it 
has been in this country in the years from 1953 down through 1957.” 

In addition to the proposed agency before which corporations and 
unions would appear when there were price or wage hikes in the offing, 
Mr. Reuther also suggested setting up, separate and apart from the 
agency, “an office of consumer counsel, and the person directing such 
a department would be the advocate and the champion and the defender 
of the American consumers.’”’ In no way, however, would the Govern- 
ment interfere in the free operation of the economy. It would be only 
“an agency to get the facts before the public, and then the public, know- 
ing the facts, can exert a powerful, constructive, restraining moral 
influence upon both labor and management at the point they are making 
private economic decisions in the areas of their activity which have a 
serious impact upon the well-being of the whole economy.”’ 

Senator O’Mahoney read into the record a section of the bill he had 
introduced in 1948 on which Mr. Reuther has based his plan. Said it 
still “‘seems to fit the times in which we now live.” 

Mr. Reuther’s belief that a price reduction of $100 per car would 
increase sales by 1 million cars per year is based on a statement by a 
former head of the Automobile Dealers Association. 

The Bureau of Labor Statistics has indexes of labor productivity for 
other industries but not for the automobile industry. The union has 
tried to get the Bureau to calculate this data but has been unsuccessful 
“because of the continued resistance to such efforts by the automobile 
companies,’’ 

Although the union has made no efforts to influence styling or design 
of cars, as an individual, Mr. Reuther thinks there is much unnecessary 
change. 

The auto workers average wages are higher than the average of all 
manufacturing wages, but not the highest in the country. 

Discussion centering on Senator Dirksen’s question as to whether it 
would be proper for the union, manufacturers, and the subcommittee 
members to sit around “the same table for the purpose of determining 
whether or not there could be something done about rolling back motor 
prices in accord with the suggestions which you made last fall.’’ 

Mr. Reuther said, “The great tragedy of America is that free labor 
and free management only sit down at the table together when they 
have something to fight about, and maybe they ought to work together 
on broad problems in the absence of the haggling under pressures of the 
bargaining table * * *’ However, he opposes their “getting together 
in a back room.’’ 

Discussed the staff members available to Mr. Reuther and his union. 

Senator Dirksen questioned the validity of some of the figures used 
by Mr. Reuther. 

Mr. Reuther believes the sincerity of their proposal concerning rebates 
to automobile purchasers is that it has been incorporated in their 
collective-bargaining demand. 

In further discussing the union’s contract proposals, he said they “‘say 
very simply that what we want is a wage increase that essentially reflects 
the increase in productivity in the whole economy. That is much short 
of what the increase in productivity is in General Motors or Ford or 
Chrysler. It is based upon the whole economy, because we think that 
represents that measure of improvement, of economic progress, that 
every worker in the country is entitled to, and that is what we say.” 
Also discussed supplementary unemployment benefits and pensions. 

In their contract negotiations the union does not “want to force any 
price increases or do anything that would mean that we were getting a 
greater economic concession at the bargaining table that a company 
could provide without that affecting their price structure.” 
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Senator Dirksen expressed some doubts about the information Mr. 
Reuther had given regarding increases in productivity in the industry 
and in the country ‘‘as related to wage increases.’’ There are differing 
opinions on the matter. 

Mr. Reuther replied that their information came from the Government 
and industry sources. 

The present negotiating plans will not affect the independent manu- 
facturers to the same degree as the Big Three. The union has made 
concessions to the independents in the past, also, recognizing ‘‘that these 
smaller companies have a different kind of problem.’’ 

In industries where technological improvement is not rapid, “the 
workers should get their equity even though the price had to be increased 
because in industries where the product was much greater they could 
cut the price and you would wind up having a stable price situation 
while at the same time providing an opportunity for every worker to 
get his equity.” 

Although they have tried to be flexible with companies like Kaiser, 
when they were trying to keep the company alive, “it is Just almost 
impossible to break into the automobile business.’’ American Motors, 
for instance, ‘“‘is small compared to companies like General Motors, 
Ford, and Chrysler.’’ The union is concerned about keeping the smaller 
companies in bisiness. 

He wants General Motors and ‘‘everybody”’ to make a profit. ‘But 
at the point they make more and more and more, and then don’t give 
the other fellow his share of the fruits of our developing technology, 
the economy gets in trouble, and ultimately their profits are in 
jeopardy.” 

“‘Away back, our union expressed a point of view which was in opposi- 
tion to profit-sharing plans which were instituted on a paternalistic 
basis in order to try to block the organization of factories * * *.”’ 

They have also switched their position on industrywide bargaining- 
they formerly favored it, but do not now. 

A shorter workweek will be discussed this year but it will not be a 
“prime demand.”’ 

‘“* * * The drive for higher wages is perhaps the most powerful 
motivation that accelerates technological progress * * *” 

Rather than fighting advances in technology labor should welcome 
them. 

Mr. Reuther read from an article written by Charles E. Wilson, former 
president of GM, as follows: 

“T contend that we should not say the wage-price spiral; we should 
say the price-wage spiral, for it is not primarily wages that push up 
prices, it is primarily prices that pull up wages.”’ 

Discussion on union proposal that an agency be set up to hear from 
certain businesses before they raise prices and from certain unions before 
increasing wage demands. 

The union’s proposal for profit sharing would use the same base as is 
now used by General Motors for its bonus payments. Discussion of 
proposal followed. 

Mr. Reuther’s prepared statement inserted at this point in the record. 


Statement of Dr. Ruby Turner Norris, professor of economics, Connecticut 


College 


Introductory statement. She is an “economic theorist particularly 
interested in product behavior, and therefore my comments will par- 
ticularly concern administered product.” 

Dr. Norris agrees with Dr. Arthur Burns contention that “it appears 
that companies prefer to compete in product and quality and advertising 
terms, rather than in price terms.” She also believes “that firms, 
especially in oligopolistic industries such as the automobile industry is, 
interact. They have a group equilibrium in product.” 

Does not intend to attack the automobile industry, but has made a 
study of the buying habits of 100 buyers of cars in New London. Sum- 
marized the major conclusions. She was ‘astounded to lean how casually 
some people make their automobile purchases.”’ 
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Buyers had been particularly interested in the economy of their 
purchases. 

Generally, those interviewed like their cars, ‘‘but there is a vast 
amount of latent dissatisfaction with the level of expensiveness of cars, 
a very great amount of such dissatisfaction, and a considerable lack of 
real enthusiasm for many of the particular fancy traits of cars.” 

Summarized her four main points as follows: 

“First, the automobile is subject to more and more fancification. 

“Second, I see a dearth, a very disturbing and striking dearth, of 
stripped models * * * 

“Third, I see a wasteful and costiy proliferation of models especially 
in the * * * deluxe end of the spectrum * * * 

“And fourth, I very strongly feel that there is clear evidence from 
industry-given facts that models are changed much too frequently for 
the public interest.” 

Believes it is ‘harmful to all seetors of society.” 

Manufacturers are not wholly at fault. ‘‘There has evolved, as a 
sociologist might say, a culture of the automobile in which each and 
every firm must put out a new model each year to hold its competitive 
position.’”” Probably many times they wish they did not have to make 
new models. 

Sees no “strong tendency”’ toward price cutting by major producers. 

Amplified the four major points set forth previously. It is difficult for 
the manufacturers to know how to use the new inventions and improve- 
ments that are devised each year. 

“Some ‘improvements’ are weighed and found lacking. Some are 
made optional; but some are inserted every year. The product there- 
fore grows more fancy, more costly, and higher priced * * *,” 

Dr. Norris believes in her book she ‘‘developed for the first time the 
theory that under monopolistic competition the more expensive the good, 
the more unresponsive to price increases demand is likely to be.”’ Inter- 
est rates are not of as much importance to the buyer as the arrangements 
for repayment. Extra cost of accessories ‘‘is spread over such a long 
time, it is so involved with interest charges and other things that the 
typical buyer does not have a clear impression of the costliness of the 
extra features.”’ 

Said she wished to “‘give the greatest emphasis to this point. In price 
theory, oligopolists have, ever since Chamberlin’s original great work, 
been held to interact. Indeed, this noncollusive interaction has defeated 
the antitrust laws, in my opinion.” 

She believes automobile manufacturers “‘are beginning to price them- 
selves out of the American market.’’ Noted newspaper stories shoring 
up her belief. 

Solutions to problems involved ‘‘are not easy to come by.”’ Although 
she raises the question she is not sure she has the answer. 

There are probably very few who want to buy a really stripped car. 
Therefore, ‘‘Society is caught in a dilemma. If producers yield to the 
wishes of the minority and accord more options on more fancifications, 
they would probably run up to an unascertainable and varying extent 
the cost of the production for the majority.” 

If a major producer adds new gadets the smaller ones tend to follow 
after, to the detriment of the smaller companies. 

She has made many conclusions in her study, but feels ‘‘very strongly, 
indeed, that almost all the trends that I discern in product behavior are 
of the nature of making it easier for the big to become bigger and harder 
for the little to survive.” 

Noted two possible reasons for manufacturers not competing with 
foreign cars like the Volkswagen. One, the fear sales would not justify 
mass production. Second, they may figure they will make more profit 
by not putting it out. 

“The question that we have to ask is this: If the economy is constantly 
giving us fancier cars and costlier cars, could the industry, by limiting 
somewhat the number of models it produces * * * gain so much greater 


volume in the lower priced cars * * * that their prices could be cut 
materially?” 
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Dr. Norris made two points with regard to frequency of model changes. 
First, ‘‘the more years you can keep your model constant, the greater the 
spreading of the overhead costs through time, so the lower the cost per 
ear.” Second, the longer a car is kept in production the greater the 
delay in incorporating “important new inventions’ such as directional 
signals. Many of these changes, however, are of no real value—‘are 
superficial.” 

‘Now here we run again into the difficult matter of sales volume 
competition. 

“One concern, Ford, in 1956 did not change its model, the Ford Co. 
eee * * * that the failure to shift models cost them 200,000 in 
sales.” 

Senator Kefauver questioned whether Ford might not have been able 
to gain volume in that year by cutting the price, inasmuch as they saved 
by using old dies. 

Dr. Norris said they undoubtedly made profits in that year, as “‘they 
made very sizable sales in spite of this failure to change models.”’ 

It is her contention that “if the entire industry would get together 
and agree to freeze models for a year or two, however long, until such 
time as important social inventions have been made which they feel 
oz must insert into the product, the composite savings would be colos- 
sal.’ 

The public’s desire for annual model change “‘is not instinctive—it 
has been brought about by industry interaction.” 

In addition to its other undesirable features, this annual change is 
‘“‘wasteful of our natural resources.” 

“Finally, I want to insist with the greatest vehemence at my command 
that this sort of annual change is going to doom the little companies in 
the industry * * *” 

She does not believe the consumers insist on so much change. ‘‘This 
insistence has been a developed insistence as the result of sales promotion 
activities. The American public can be untaught to demand an annual 
model change just as we have been taught to demand one.” This is 
“one of the major wastes of our system.” 

There is in existence machinery and precedent “for industry planning 
in the public interest.” 

If the industry would pass on to the consumer the many economies it 
could make, Dr. Norris believes ‘‘the American industry could offer a 
car, fully competitive if not cheaper than the Volkswagen. If it did so, 
it would find such a growth of volume, and employment in the automobile 
industry as have never been witnessed before.” 

Less model changes and de luxe model proliferation would release 
engineers for other more important work. 


January 30, 1958 


Statement of Harlow H. Curtice, president and chief executive officer, General 
Motors Corp., accompanied by Frederic G. Donner, executive vice 
president and chairman of financial policy committee, Aloysius F. 
Power, assistant general counsel, and Henry Hogan, general counsel 


Introductory statement, with brief biography of Mr. Curtice. 

Propose to show that steel-cost increases were only small part of the 
cost increases that necessitated a price rise in automobiles. Intends to 
show “that the cost of a composite 1958 car is up $125 over the cost of 
its 1957 counterpart, whereas the wholesale price increase of this com- 
posite car has been only $74.” 

Will comment on the manufacturers’ rejection of Walter Reuther’s 
price-reduction proposal and ‘‘on the belief expressed by some that wages 
and prices in a free economy can be fixed by formula.” 

There are two factors other than cost that enter into the pricing 
picture. One is the market demand for new cars. Mr. Curtice elabo- 
rated on this factor. 

“Tt should be emphasized again that competition in the automobile 
industry is much broader than price * * *.” 
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The second of the two factors is ‘‘cost of production—the individual 
manufacturer can remain in business only if he is able to keep his unit 
costs below the price that he can get for his automobile in a highly com- 
petitive market. 

“A price that may seem desirable from the cost point of view is not 
necessarily the price that customers will pay or the price that will prove 
to be competitive with values offered by other manufacturers * * *.” 

Steel is only one of many cost items in a car, and has been “‘only one of 
many items contributing to cost increases.” 

The $125 cost increase of the 1958 model does not make allowance 
for any cost increases that micht occur during 1958 model run. 

Steel increases since the 1957 model amount to an additional cost of 
more than $18 per car. “In addition, there was a further increase of 
$9 in the steel cost of the 1958 composite car as a result of added refine- 
ments and design changes which increased its size and weight. This 
brought the total steel cost increase to $27 per car.” 

“Other material costs, including increased freizht costs, showed a net 
increase of $8, after allowing for lower prices for nonferrous metals in 
the amount of $9 per car. These costs too were affected by design 
changes and added refinements. 

“The total increase in all material costs amounted to $35 per unit for 
the 1958 composite car. 

“Payroll and related employment costs represent the largest single 
item of cost increase during the past year. They have accounted for an 
increase in cost of $52, which is 42 percent of the total cost increase of 
$125 per composite car.” 

Increased tooling costs amounted to about $24 per car over 1957. 
“Other items, including local taxes, depreciation and miscellaneous costs 
have accounted for increases totaling approximately $14.” 

Savings resulting from technological advances and increased produc- 
tivity “have been absorbed by improvements in the product which 
customers have indicated they want,” 

Senator O’ Mahoney noted Mr. Curtice’s remark that 1958 Chevrolets 
are better because they are “lower, wider, longer, and heavier,” and asked 
if he did not think current cars are too big. Mr. Curtice said he did 
not—that current models “‘have attained their present dimensions as a 
result of the popular demand on the part of the public.”” He acknowl- 
edged there is an increasing demand for smaller cars. Discussed produc- 
tion of the Opel, GM overseas-produced small car. 

Although they have studied the idea of building small cars here to 
compete with foreign cars—‘‘it has not been practical from the stand- 
point of the economics to offer the small car, on the basis that because 
you take the value out so much more rapidly than you can take the cost 
out.’ 

Senator O’Mahoney said he had been told most automobile dealers 
operated ‘‘on a margin considerable less than 2-percent profit”? in 1957. 
Mr. Curtice said that might be true of some dealers, but GM dealers 
“are doing very well.”’” Many improvements in current car models 
“have involved higher material and manufacturing costs.” 

‘* * * Since World War II General Motors has expended in the 
United States alone over $4 billion to improve and expand its facili- 
ties * * * These heavy capital expenditures reflect the greatly increased 
costs of new construction, machinery and equipment. For example, 
today the factory construction cost index is 24 times its immediate post- 
war level, while the machinery cost index is up almost as much. As we 
spend more for new plants and facilities, there results a corresponding 
increase in depreciation costs.” 

Employment in the United States has increased from 340,000 in 1948 to 
475,000 now. ‘Furthermore, we have made possible additional thous- 
ands of jobs in the plants of our 26,000 suppliers who sell us goods and 
services.””’ The 18,000 dealers have also added thousands of jobs. 

The prices entering into costs “are largely beyond the control of the 
manufacturer.” 
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Mr. Curtice said: ‘Substantially all cost increases are the result of an 
upward trend in wage rates and fringe benefits since most of the cost of 
any product, raw material or service represents labor costs.” 

Commenting on “administered prices,” he said it is not true that 
pricing practices in the automobile industry differ from those of most 
other industries. ‘The facts are, of course, that the prices of most 
manufactured goods sold in this country are set ahead of time and do not 
change with each individual transaction.” Neither is it true that 
“prizes in the automoile industry are in some way insulated from the 
forces of competition.” 

Mr. Reuther’s proposal that the manufacturers cut 1958 car prices by 
at least $100 was “‘vague and indefinite’ and ‘“‘completely unrealistic.”’ 

“The point that was apparently missed by many was that, while 
Mr. Reuther was asking virtually immediate concessions from the 
companies, he offered no concessions of his own, but merely ‘considera- 
tion’ 9 months later when wage negotiations are scheduled and the bulk 
of the 1958 model run will have been produced. 

“At best his offer can be interpreted only to mean that he might make 
his 1958 demands somewhat less excessive than UAW publicity has 
indicated they will be.” 

Discussion of earlier negotiations with the union, including the 
cost-of-living formula and improvement factor, and President Truman’s 
1945 Factfinding Committee. GM had withdrawn from the proceedings, 
before the committee before making any statement, as they refused to 
negotiate on the company’s ability to pay wage increases. 

Speaking only for General Motors, Mr. Curtice said they ‘‘have never 
considered that ability to pay was a matter for collective bargaining.”’ 

They would not open their books for the President’s Factfinding 
Committee: ‘There is a great deal of information in our records that 
is not for the benefit of the public. It is private information.” 

They have supplied such information when records were subpenaed 
by courts. 

Mr. Curtice said: “It is clear from a study of the influence of com- 
petitive factors on costs and prices that there can be no automatic 
‘wage-and-price formula’—short of arbitrarily enforced wage and price 
controls—that can be applied to the problem of inflation.” 

There has been very little change in GM’s market position since 
1940-41. In 1940-41 they had 48 percent of the market; in 1957, 46 
percent. That was exceeded in 1954, 1955, and 1956. 

He regards the present situation, with GM having the largest share 
of the automobile market, ‘‘as a healthy situation for the country and 
the industry in general’’; believes they have gained “public preference”’ 
by “offering to the public outstanding values for the dollar.” 

Does not believe the large size of the company has anything to do 
with their market position. 

In 1950, the latest figures available to the subcommittee, GM had 
67.2 percent of the locomotive market; 46.9 percent of the switching 
locomotives market; 46 percent of the passenger car market; motor 
coaches, about 45 or 46 percent; and trucks, 38 percent. Mr. Curtice 
did not have with him the current percentages. 

Dr. John Blair listed GM’s 1950 share of total value of shipments 
of products other than transportation vehicles. Mr. Curtice pointed out 
that many of the items listed were for their own consumption, but 
Dr. Blair explained the figures represented General Motors Corp.’s 
total output. 

Senator Kefauver asked if GM’s manufacturing many different prod- 
ucts did not enable them to make up losses in one division by profits of 
another. Mr. Curtice expressed the belief that ‘all of our products sell 
on their own merits.” 

Does not believe having their own financing company enables them 
to stay in business while other companies fall by the wayside. 

When Senator Kefauver asked if cus!omers caused design changes or 
“‘do you educate the customer?” Mr. Curtice replied: “It is a question 
in the early days which came first, but I would say that the customer 
now has the pressure on us to make change * * *'’ 
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Model changeover costs about $500 million for all GM lines. Senator 
Kefauver suggested that if other manufacturers did not also make 
annual model changes they would lose volume. Also, might not be as 
well able to afford changeovers as GM is. 

They put out 1 stripped model of the Chevrolet line, but this model 
accounts for only about 10 percent of sales, indicating ‘‘there is very 
little demand for just bare transportation.’”’ Senator Kefauver said 
perhaps purchasers would like less frills on their cars but not stripped 
models. 

Mr. Curtice believes there is price competition in the automobile 
industry. 

Senator Kefauver pointed out that an article in Business Week listing 
prices of 1958 cars showed that comparable models put out by the Big 
Three were priced within $15 or $20 of each other. Mr. Curtice said 
he knew nothing about the other companies’ pricing practices or profits. 

Read a statement on the standard volume concept which is the basis 
for determining costs which, in turn, determine prices. 

Discussion of the standard volume concept. 

When they operate at less than 80 percent of capacity (figures used as 
basis for standard volume) they make less profit. However—‘‘It would 
be very questionable if you would develop through a price reduction 
additional volume under those circumstances that would be commen- 
surate with the costs involved.” 

Even used ears are selling slowly at this time. 

The company’s aim is to make a profit of 15 percent after taxes on 
capital used in the business. In some years they do better, but Mr. 
Curtice believes ‘‘the area of the objective is pretty well in line.” 

Tables inserted in the record show that for every year since 1940, 
excluding the war years, GM has had profits of more than 15 percent— 
sometimes double. Does not believe these profits are too high, or that 
they indicate dominance or Jack of competition in the industry. 

Mr. Donner told the committee how they compute the composite car. 

Senator O’ Mahoney asked if their prices ‘‘are the product of competi- 
tion in the industry”’ or if they are a “‘result of a formula to make a cer- 
tain percentage on the net worth of the corporation.” 

Mr. Curtice replied: ‘Well, that is one of the factors. We use that 
to arrive at our eests and the indicated desirable return on the standard 
volume basis.’’ Competitive factors of the market place are also taken 
into consideration. 

Senator -0’ Mahoney said statements have been made that GM sets 
the prices and other manufacturers follow them, so he was attempting to 
determine how GM takes competition into consideration when pricing 
their cars. 

Mr. Curtice replied he did not know who made those statements; that 
he believes “‘they price undoubtedly to compete effectively with General 
Motors.”’ 

When asked how he thought antitrust laws might be revised so as to 
clarify them, he said he thought ‘‘you should do everything to preserve 
the free enterprise system.”’ t 

What is needed to bolster the economy at this time is a tax cut “right 
across the board.”’ 

Sees no possibility of Ford and/or Chrysler falling before GM. Does 
not think it is true that GM could put the others out of business if it 
wanted to. 

Senator O’Mahoney read a clipping announcing that GMAC will 
market $150 million issue of 21-year debentures, then discussed size and 
financial strength of GMAC. 

In 1957, approximately two-thirds of the profits were distributed to 
some 720,000 stockholders. Their workers receive in wages and fringe 
benefits a total higher than the national average of all manufacturers. 

The pay within the automobile industry is approximately the same for 
all companies. 

Their total payroll, including all «mployees of all divisions, runs about 
28 or 29 percent of sales; materials costs are about 50 cents per dollar. 
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According to Mr. Donner’s calculations, if the union’s profit sharing 
plan were in effect in 1956 there would have been $250 million less in 
taxes paid to the Government. 

If neral Motors were to be broken up, Mr. Curtice believes it 
“‘would cause a worsening of the divisions that might be separated from 
the whole, because of the great services rendered to these divisions by 
our staff at General Motors central activity.” 


January 31, 1958 


Statement of Harlow H. Curtice, president and chief executive officer, Gen- 
eral Motors Corp., accompanied by Frederic G. Donner, executive 
vice president and chairman of financial policy committee; Aloysius F. 
Power, assistant general counsel; and Henry Hogan, general counsel 
(resumed) 


Procedural discussion. 

Mr. Dixon outlined the agreement reached with GM for obtaining 
general information on their operations, separating the automotive 
operations from the nonautomotive operations, without violating con- 
fidentiality. Hopes to reach same agreement with the other companies. 

GM announces its prices “‘at the time our cars are available in suffi- 
cient quantity with our dealers for a public announcement.”’ Senator 
Kefauver asked why Ford announced its prices for 1957 models first, 
then revised them upward after GM announced its prices. Mr. Curtice 
said he had no knowledge of their reasons. 

Discussion of executive salaries. 

In addition to salary and bonus, executives also have a stock-option 
program. 

he people who run GM are not only interested in making profits for 
their stockholders but also in what is best for the country and its citizens 
and the welfare of their employees. 

They have to plan ahead for 10 or 15 years, “‘projecting what we think 
will be the growth and development of the country, the increase in 
population, the increased needs of the people for goods and services.” 

ike the steel companies, they have found that depreciation allow- 
ances are not adequate to cover costs of new facilities. For the years 
1946 through 1956 their capital expenditures were $4,282 million, but 
the depreciation provided for that period was only $1,776 million. 

GM’s outstanding debt is about $300 million. 

From 1946 through 1956 they raised $777 million through issuance 
of stock and debentures. During the same period they reinvested 
$2.7 billion. 

General Motors makes large contributions to hospitals, community- 
chest funds, and they also have a program of financial aid to higher 
education. 

In reply to a question from Senator Dirksen, Mr. Curtice said ‘‘the 
application of fancification to our automobiles is the result of the demand 
on the part of the public.” 

Senator Kefauver listed some of the items that had been optional 
equipment on 1957 models that are standard equipment on 1958 models. 
These things add to price. 

Mr. Curtice said directional signals and windshield wipers were made 
standard equipment at the request of officials throughout the country, 
as they contribute to safety standards. 

Senator Dirksen asked if there were any alternative to administered 
prices in the automobile industry which would enable the industry to 
maintain its efficiency, methods and techniques, and serve the public. 
Mr. Curtice replied, ‘If our method of establishing prices is considered 
to be administered prices, then my answer is that there is no alterna- 
tive.’ Does not consider monopoly and administered prices to be 
synonymous. 

Most of the active competition in the industry is at the dealer level. 

Senator O’Mahoney questioned whether, considering the present 
levels of dealer stocks, sales, and installment credit outstanding, the 
manufacturers might give ‘‘consideration to this problem in the light 
of the acknowledged difficult position in which local dealers now find 
themselves.””’ Mr. Donner does not believe they are in as bad a situation 
as the Senator might believe. 
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Mr. Curtice says there is the same competition between the GM 
divisions as there was between as many as 30 companies in former years. 
“The competition within the corporation is just as keen as it is against 
the other manufacturers who present other products under their name, 
so that the competitive forces are just as keen if not keener today than 
ever in the history of our industry.” 

Competitive situation in the industry would not be improved at all 
if GM were to spin off any of its automobile-manufacturing divisions, 
and the divisions would lose benefits they now enjoy. 

Senator O’ Mahoney noted that “the receivables of GMAC, one company 
alone, was almost one-third of the total installment credit outstanding 
in the Nation.’”’ Although the next 2 largest credit companies have to 
add together their outstanding retail receivables to equal GMAC’s 
retail receivables, all 3 bank-credit lines are approximately the same. 

Senator O’Mahoney contended that “the ability of General Motors 
to use GMAC as a device for promoting sales and promoting business 
is one of the contributing factors” toward making it the largest manu- 
facturing company in the world. 

[Senator 0’ Mahoney had said before, and still believes, GMAC should 
be spun off.] 

The EL-MO Leasing Corp. is a wholly owned subsidiary that was 
organized to handle leasing of locomotives to the Pennsylvania Rail- 
poet, ane it is a financing organization it is not connected with 

Senator Kefauver has reached no conclusion as to what should be 
done about spin-offs, but does believe conglomerate mergers and con- 
glomerate ownership are a problem that the present antitrust laws do 
not cover. 

In Mr. Curtice’s judgement, an increase in the number of manufac- 
turers would not increase the number of cars sold to the public; ‘the 
companies are selling as many cars today as can be sold.’”’ Nor would 
it increase the number of jobs available. 

Mr. Curtice again outlined his thinking on the state of the economy 
and the need for a tax cut. 

The price index of the Bureau of Labor Statistics rose 46 percent 
between 1946 and 1957 while their employees received a 107-percent 
increase in wages and benefits. This wage increase ‘““compounded is 
3.3 percent per year which we are not able to identify as productivity.” 

When Senator Dirksen asked why the union used the productivity 
factor of all industry instead of the automobile industry, Mr. Curtice 
said they could not arrive at the productivity factor in their company 
“because our product is such a changing product from year to year, 
that it is impossible to develop figures that will specifically say that the 
productivity is 1 percent or 2 percent a year.” 

Mr. Curtice still believes, as he did in 1955, that a large road building 
program is necessary. 

Mr. Curtice ‘‘concurs” with Senator Dirksen on Mr. Reuther’s pro- 
posal that a Federal agency be set up to hear opponents and proponents 
of proposed price increases in certain circumstances. Mr. Curtice 
commented: 

“T think it would be the beginning of the end of the free enterprise 
system. Those decisions would be taken away from the people who 
are held responsible for making those decisions under our present Amer- 
ican system of industry and free enterprise, and I think, also, if I under- 
stood it correctly, it would apply only to those limited number who 
might have a substantial participation in the market and not to others, 
which certainly would be the disclosure of very confidential information 
to the benefit of competition, and thereby I think it would be ruinous 
as far as the free-enterprise system is concerned.” 

GM has done nothing illegal or improper to obtain their 45 to 50 
percent of the market; neither labor nor their competitors has so alleged. 

General Motors has loaned money to some of its suppliers, including 
steel companies, but this did not get them favored treatment when steel 
was in short supply. They were, however, ‘‘to get a certain percentage 
of the increased capacity when it came into being.” 
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Since 1946, GM has not operated any of its automotive divisions at 
a loss; there have been two nonautomotive divisions operated at a loss. 
Mr. Curtice felt he could not divulge any information about these 
operations. 

Some GM dealers handle automobiles made by other manufacturers 
that are in the same competitive field as the GM line they carry. There 
are approximately 18,000 dealers handling different General Motors 
products. 

The Motors Holding Division was organized “for the sole purpose” of 
giving financial assistance to dealers. No dealer has ever applied for 
help with the intent of carrying products other than General Motors. 
Usually decide to carry other lines after the business is established. 

It would be impossible for Mr. Curtice to determine how much money 
would be required to start a new business to produce automobiles, as cost 
would depend on number of cars to be built per year, degree of integration 
desired, etc. However, “it would be a tremendous sum.” 

They have about 60 or 75 people engaged in public-relations activity, 
along with other clerical and stenographic employees. They have 
outside firms handling their advertising but none handling public 
relations. 

Senator Kefauver asked how, if price plays a large part in competition, 
the divisions could compete against each other inasmuch as Mr. Curtice 
and 3 other people determine prices for all divisions. Mr. Curtice said, 
“Well, they do.”” They compete with each other as well as with other 
companies. 

Did not discuss labor custs involved in production—holds it to be 
confidential information. 

Dr. Blair explained how the information contained in a memorandum 
entitled ‘‘Cost of Materials Used in a ‘Typical Passenger Car’’”’ was 
obtained. 

Mr. Donner, commenting on the memorandum, said that although 
they wanted to examine it further, he “‘would say that this did not have 
much relation to the cost of our materials.” 

The allowance for tools for model change was figured at $24 per car 
more for the 1958 model than for the 1957 model. 

He told the subcommittee “if the increases in wage and salary rates 
and fringe benefit costs had not occurred, payroll costs would have 
increased $7 per composite car.’ 

The basic planning for a new-model car takes place a couple of years 
before it actually goes into production. 

They have market-research studies on which they predicate future 
plans, but these studies are done by GM for their own use. They are 
not done by outside agencies. 

Discussion of patents held by General Motors. 

Senator Kefauver asked if their control over some important auto- 
motive improvements played a part ‘‘in the big position that you have 
gained in the automobile industry’? Mr. Curtice replied, ‘Only insofar 
as our developments have come early.” 

Discussion of sales of locomotives to the railroad industry and financing 
of these sales by GMAC. 

Senator O’ Mahoney speculated that GM might have an undue advan- 
tage over its competitors in the sale of many of its products because of 
the financing arrangements that could be made through use of GMAC 
and YMAC. 

Referring to their manufacture of locomotives, Mr. Donner wondered 
“whether our competition was not aggressive because of our financing 
or whether they were not aggressive because they did not see the poten- 
tialities of the development” (diesel locomotives). 


Fepruary 4, 1958 


Opening statement of Senator Kefauver. Commented on and inserted 
various articles showing how decline in automotive industry affects other 
industries. 

Mr. W. T. Gossett, general counsel of Ford Motor Co., read a letter 
from Mr. Henry Ford, II, introducing to the subcommittee Mr. T. O. 
Yntema, the principal witness. 
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Statement of Theodore O. Yntema, vice president, Ford Motor Co., finance, 
accompanied by other officers of the company 

Introductory statement. 

‘Even though in recent months we have been moving downward into 
a recession,’’ he believes inflation is still a great problem. 

“In a technical or mechanical sense, the problem of deflation has been 

> y 7A . ‘a ” ~ ‘ . ae 12 ‘ “ > ‘ . c . . 
pretty well solved. So, also, has been a ‘‘demand-pull inflation, in 
which demand tends to outrun supply.’”’ Still unsolved, however, is the 
problem of cost-push inflation which is “generated by organized pressures 
upward on wage rates and/or the prices of other factors of production, 
even though labor and materials are not in short supply.”’ 

“In actual experience, we do not get pure cases of demand-pull inflation 
or cost-push inflation but * * * some inflations are predominantly of 
the one type, some are of the other type.” 

Senator Kefauver asked if there were not yet a third type of inflation— 
one ‘‘where the price increase is greater than the cost-increase.’”’ Mr. 
Yntema said he would include that in cost-push inflation. 

Profits are costs. ‘They are a cost of supply of the capital by entrep- 
reneurs.”” He said that ‘‘cost-push forces will accelerate and aggravate 
a demand-pull inflation. If labor and business are swift to raise wages 
or prices on the least pretext, and if wages and material costs are subject 
to automatic escalators, a bulge in demand and rise in prices in part 
of the economy will spread rapidly through the rest of the economy, 
producing a much more rapid upward spiral of prices and costs than 
otherwise would occur.” 

“Cost-push inflation is a problem of union and/or business structure 
and of the functioning of such structures. 

“Tt is a much more complex and difficult problem than the use of 
monetary and fiscal controls for dealing with inflation or deflation.” 

In the 10 years since 1948, he estimates corporate profits after taxes 
have dropped from $17.3 billion to $17 billion. He estimates employee 
compensation has risen from $89.9 billion to $158 billion. 

Senator Kefauver submitted figures showing that manufacturing 
corporations income after taxes had risen from about $11.5 billion in 
1948 to $16 billion in 1956, and $11 billion for first 3 quarters of 1957. 
Corporations with assets of over $100 million had risen from $5.611 
billion in 1948 to $10.042 billion in 1956. 

When profits of all corporations are expressed “in 1956 dollars of 
constant purchasing power, they show a substantial decline, from $19.5 
billion in 1948 to $16.7 billion in 1956—about 15 percent. 

“When profits are expressed as a percentage of sales, they show a 
much larger relative decline, from 4.4 percent to 2.8 percent—more 
than 35 percent. 

“When they are expressed as a percentage on invested capital, they 
again show a big decline, from 11.9 percent to 8.6 percent—more than 
25. nercent...*. * *,” 

Generally speaking, large corporations showed more progress during 
this period than did the smaller ones. 

The compensation paid to employees in the industry has risen from 
$2.687 billion to $5.021 billion. Profits after taxes were $968 million 
in 1948 and “slightly lower’”’ in 1956. 

Automobile industry came out of the war in 1946 ‘‘in a very inefficient 
operating condition.’’ Normal efficiency was not returned until 1949 
or 1950. 

‘“* * * since 1948, in the compensation for all goods and services 
produced by corporations, the total dollar share going to stockholders 
as profits went down $300 million, the share going to Government in 
taxes went up $9 billion, and the share going to employees increased 
$68 billion.’”’ These are figures for all corporations. 

“The economic power of unions is increasingly engaging the attention 
of scholars. As soon as the public realizes what is happening, this 
matter will become a major public issue.” 
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The inflations of 1939-42, 1946-48 and 1950-51 were demand infla- 
tions, and profits as percentage of national income rose. In 1955-57, 
after recession of 1954, profits ‘rose very slightly and then turned down, 
This is exactly what one would expect if the cost-push furces were 
dominant and the expansion of demand were a secondary, or permissive, 
rather than the prime moving force.” 

“Data on price changes, unit-cost changes, and productivity in the 
automobile industry are subject to severe limitations because of changes 
in the product from year to year. 

“To the extent that such changes in product exist and compensation 
is not made for them, the data on price changes, unit-cost changes, and 
productivity are invalid.” 

Because of the yearly change in the product, the price change ‘‘tends 
to contain an upward bias and shows a price increase greater than, 
in fact, did occur.” 

They have never tried to fair-trade automobiles as the dealers must 
have leeway for making trades and pricing their cars. Senator Kefauver 
said the manufacturers do a lot of advertising using suggested retail 
price and “I do not much like the idea of suggesting that competition 
be conducted at the expense of the automobile dealer.” 

Mr. Yntema said most advertising using retail price is done by the 
dealers, not the company. 

BLS wholesale passenger-car price index shows an increase of 15.8 per- 
cent from the middle of 1954 to November 1957. This is slightly more 
than Ford’s wholesale price index. ‘In general, however, the BLS data 
indicate the same approximate range of whosale price changes’”’ as do 
the Ford data. 

“The company’s hourly labor rates represent the largest single factor 
in our product costs. While Ford car prices have increased 13.1 percent 
since 1954, the company’s average hourly labor rates are up 19.8 per- 
cent, from $2.65 per hour to $3.17 per hour. The rate of wage increase, 
therefore, is 51 percent greater than the rate of increase in car prices.” 
This increase ‘‘has not been offset by a reduction in man-hours worked 
per vehicle produced.”” Man-hour content is down slightly, but salaried 
man-hours have increased. 

Senator Kefauver commented that if increased productivity were 
taken into account and applied to the hourly rate increase, “it would 
be 9 percent, an increase in unit labor costs of 9 percent for these 4 
years. That compares with an increase of 15.2 percent in prices.” 

Mr. Yntema said about the same number of man-hours go into a car 
now as went into a car in prewar period or 1950. ‘From 1946 through 
1949, there was a large decline in the number of hours required in the 
production of an automobile.’”’ Believes improvements in efficiency 
since 1950 “‘have gone into a bigger and better vehicle of the kind the 
consumer has demanded.” 

“Production worker employment does not include the salaried em- 
ployment. In our own company what we found is this: As you get in- 
creased automation, as you have more need for careful planning, de- 
signing, our salaried employment had to go up more than our production 
worker employment. t think you are going to find that in the whole 
economy.” 

Ford does not submit productivity figures to BLS, and Mr. Yntema 
said he did not know what they are. 

“Since 1954, steel prices have increased by 27.4 percent. This in- 
crease is more than twice as great as the 13.1 percent increase in the 
Ford car price.” 

Another important cost factor is the price level of machinery, equip- 
ment, and special tools. The BLS index shows prices of metalworking 
machinery and equipment have increased ‘‘28.6 percent since 1954, again 
more than twice as great as the increase in the Ford car-price index.” 
Their ‘‘tooling bill has increased even more than the rise in the tooling 
price level itself, because today’s cars require more complex tools.” 

“The increase in prices of components for durable-goods manufactur- 
ing since 1954 is 19.1 percent, less than the increases in steel and ma- 
chinery prices, but still nearly 50 percent greater than the increase in 
Ford car prices.” 
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The cost to Ford of a model change is about $350 million. The cost 
of the Edsel was about $100 million for tooling and engineering and 
about $150 million for facilities. 

In 1955 the relationship between costs and volume of sales stayed 
about the same; in 1956 and 1957 costs increased more in relation to 
volume. 

The relationship between profits and sales was “fairly constant” in 
1955. “Starting in the first quarter of 1956, profit margins began to 
narrow and the trend has continued throughout 1956 and 1957.” 

Mr. Yntema told the subcommittee: ‘‘We are frankly greatly con- 
cerned about our ability to absorb further cost increases in the months 
ahead. In spite of the fact that business activity in general is off sub- 
stantially from recent high levels, the trade press is carrying statements 
indicating the probability of a further rise in material prices in coming 
months.’’ Also, the union has said it will ask for more wage increases 
and benefits. 

In the 1954-58 period, ‘‘Compared with the 32.8 percent increase in 
Ford car prices (unadjusted for product improvements, and overstates 
the price change) the company’s labor rates, including fringe benefits, 
have increased 66.8 percent; prices of steel-mill products have increased 
80.7 percent; prices of metalworking machinery and equipment are up 
69.9 percent; and prices of components for durable-goods manufacturing 
are up 46.4 percent.” 

Series of exhibits, some comparing 1949 8-cylinder Ford with 1958 
model, some containing other information. 

Their profits ‘“‘will be lower in 1958 than in 1957, unless we are able 
to offset the unrecovered cost increases through higher volume, improved 
efficiency or both.” 

Mr. Yntema said he would turn “from the specifics of Ford Motor 
Co’s prices and costs to the elasticity of demand for automobiles, that is, 
the responsiveness of volume to price, or the ratio of the percentage 
change in units sold to the percentage change in price. 

“The elasticity of demand for automobiles is necessarily involved in 
Mr. Reuther’s proposal that each manufacturer reduce prices by $100 
& car. 

“The effect of rising costs and prices on the market for automobiles 
is of deep concern to us,” especially as they must compete with other 
industries for the consumers’ dollar. 

Their appraisal of the Reuther proposal “‘is that it was nothing more 
than an effort to divert attention from his own highly inflationary 
demands.” It is Ford’s estimate that this proposal would wipe out 
“about half our 1957 car and truck profits, assuming no increase in 
volume. If the proposed price reduction would have such an effect on 
Ford Motor Co.’s profits, what effect would it have on the profits of 
our smaller competitors?” 

Although “elasticity of demand for automobiles can have many 
different meanings,’”’ and sales response may differ with temporary or 
permanent price cuts, their concern is with a “permanent price change 
made by all manufacturers.” 

The automobile companies have tried to improve production tech- 
niques and pricing so as to serve well both the consumers and the stock- 
holders. ‘The effectiveness of the automobile companies in serving the 
public is attested by the fact that, as incomes have risen consumers 
have spent an increasing proportion of their income on automotive 
products.” 

‘‘* * * Tt is not surprising that in the immediate postwar years con- 
sumers should have increased their expenditures on automobiles. The 
surprising phenomenon is that after the return of the buyers’ market 
in 1954, the trend of expenditures on automobiles continued up.” 

“The term ‘administered price’ has been used before this subcom- 
mittee to mean a price that does not change frequently. In this 
sense, most retail and wholesale prices are administered; they do not 
change from transaction to transaction. In most lines of business, 
prices are administered because any other method of pricing would be 
inefficient, wasteful, and often virtually impossible.’’ In this context, 
wages are also administered. 
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Wholesale prices change more than is realized, however, through 
manufacturers’ use of sales contests, allowances, and incentives of 
various kinds, especially toward end of model year. Explained how 
prices are determined for Ford products. 

Five out of the last 9 times Ford has introduced its lines and prices 
before GM. 

One of the “most notable exceptions to ‘administered,’ or infrequently 
changing, prices is found in the retailing of automobiles. 

“There are few commodities in which bargaining over price by buyer 
and seller plays so large a role as in the retail deal for an automobile.” 

They cannot price cars ‘‘much above the most nearly comparable 
models of competition; to do so would entail heavy loss of sales volume. 
We have found it impossible to price substantially below competition 
and still make a reasonable profit for our shareholders.’’ Sometimes 
must price below cost to stay in business. 

“There is no collusion or discussion among companies in arriving at 
automobile prices. Prices in our company are not set on a simple cost- 
plus-profit basis such as Mr. Reuther describes.” 

“What is net generally understood is the fact that price competition 
has more than one dimension. Since the products are not identical, we 
in the automotive industry compete just as truly by offering more for 
about the same money as we do by offering a lower price.”’ 

Discussion of competition and pricing. 

Ford has no goal such as General Motors has of earning a certain 
percent on net worth. Their only goal is to do better. 

Although there is no unanimity, they believe the majority of the 
public want bigger and more powerful cars. 

Comparison of prices of comparable models of different manufacturers, 

Senator Kefauver commented that although costs vary for different 
companies the prices are “‘substantially alike.’”’ Mr. Yntema replied, 
“That is the essence of competition; that is, costs do not determine the 
price automatically.”’ If they simply figured costs and added “X 
percent’’ to determine selling price ‘‘that would be certainly a noncom- 
petitive situation.” 

There is great difference in average profits after taxes of GM and Ford 
in last 10 years, which is evidence of competition. If profits were the 
same, Mr. Yntema said, “I would certainly be suspicious.”’ 

Discussed costs, productivity and prices in the automobile industry in 
the period 1919-38. 

In 1956, Ford led the field with its suggested list price for 1957 models, 
with lower price increases than anticipated. Two weeks later Chevrolet 
announced its prices, with increases higher than Ford’s. One week later 
Ford revised its prices upward. 

Mr. Yntema discussed this price revision, and expressed the belief the 
mistake was made in not raising the prices more in the first place. He 
also told the committee “even the two combined increases did not cover 
our increased cost, and this is not a matter of opinion.” 

“Senator Kerauver. If you had kept your prices lower, might not 
Chevrolet and other cars have come down to meet yours? 

“Mr. Yntema. Conceivably it would have happened. I do not know 
if it would have happened. 

“Senator Kerauver. If you had kept yours lower, would you not 
have gotten more sales, more business? 

“Mr. YntTEMA. Probably some more. I do not know how much.” 

He believes the industry has given the consumer more for his money 
than any other industry. ‘I do not know where you can get a better 
bargain than an automobile.’’ In his opinion, many companies have 
gone out of business, over the years, because they ‘“‘could not offer as 
good a product at the prices.” 

“T think if Reuther’s suggestion of a $100 cut in prices were adopted 
it would wipe out the other two companies, the smaller two companies.” 

Even though the majority of the American public prefers larger size 
of American cars, the increasing imports of smaller foreign models do 
offer competition. 
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Senator O’Mahoney asked if there were any truth to the allegation 
that ‘‘General Motors Corp. is in such a position by reason of its size, 
of its many diverse activities, including its finance companies, to drive 
any other manufacturer out of business if it wanted to do so.” 

Mr. Yntema said Ford ‘‘would give them a tough time if they tried it,” 
but companies with smaller profit margins ‘“‘might not be able to.” 
GM does not “gouge’’ the consumer, though—‘‘They have been a 
blessing to the consumer in this country.’”’ GM has “‘a very fine opera- 
tion, efficient management and low costs.”’ 


Fesruary 5, 1958 


Statement of Theodore O. Yntema, vice president, Ford Motor Co., finance, 
accompanied by other officers of the company.—(Resumed) 


Senator Kefauver asked if Mr. Yntema could comment, solely on the 
basis of being an economist, on the fact that one company in the auto- 
motive industry has aimost 60 percent of the market. 

Mr. Yntema replied “that in certain circumstances a big firm will have 
economies of scale which will enable it to produce at lower costs, sell at 
lower prices, or offer more attractice products so that the smaller firms 
cannot live.’”’? But call it what you want, that “is competition.’”? As an 
economist, however, he ‘“‘would study and watch the situation.”’ 

Commenting on size in the industry, Mr. Yntema said “‘the economies 
of scale, that is, the reduction in cost which goes with a large volume 
of production, is very great. You cannot make automobiles on a small 
scale and make them efficiently.’”” The question is whether the industry 
has served the consumer. He believes that, ‘“‘by and large, the industry 
has served the country very well indeed. That does not mean you should 
not study this, you should not look at it. I think you should. But I 
think on the record that the performance of the industry has been 
superbly good in its service to the consumer.”’ 

It is his ‘‘honest guess’’ that the divergent lines such as Frigidaire and 
locomotives have little to do with GM’s economies of scale in its auto- 
motive production. 

Senator Kefauver expressed the opinion that the “recent tendency 
toward conglomerate mergers is an increasing problem which should en- 
gage the attention of this committee, of the Department of Justice and 
the Federal Trade Commission.’’ He has “‘no preconceived notion about 
what could be done about it.’’ 

Mr. Yntema stated: ‘‘Probably no concept in economics has produced so 
much in the way of confused thinking, misuse of statistics, economic 
fallacies, and union propaganda as has the so-called productivity of 
labor.’’ Although they want their employees, both hourly and salaried, 
to do well, they would “like to see the productivity advances in the 
economy distributed more in lower prices and less in higher money wages 
of reduced purchasing power.”’ 

The scientists, engineers, stockholders and management are more 
responsible for increased productivity than hourly workers are. The 
UAW does not disagree with this concept. 

‘‘* * * Tt is somewhat ironical that productivity should be expressed 
as output per man-hour, and it is most unfortunate that the term 
‘productivity of labor’ should be misinterpreted, as it often is, as pro- 
ductivity attributable to labor.”’ 

“Mr. Reuther cannot establish any valid basis in his productivity argu- 
ments for wage increases to catch up with the past or for more rapid wage 
advances in the future. The present rates of compensation of automo- 
bile workers are now substantially above the average in the whole 
economy. They could not be duplicated in all sectors of the economy 
without a big cost-price inflation.”’ 
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Although rate of productivity increase was high immediately after the 
war, it has slowed down in recent years. ‘As a matter of fact, an im- 
portant cause of the 1955-57 inflation, in my opinion, was the very slow 
rise in output per man-hour.” He believes the productivity figures 
“seriously overstate the productivity that is available for increasing 
wage rates.”’ 

Ford’s “best estimate’’ of the union’s 1958 economic demands is from 
35 to 45 cents per hour. ‘‘These demands Mr. Reuther alluded to but 
did not explain to you. They amount to about an 11 to 14 percent in- 
crease in our wage costs and a far higher percentage for workers through- 
out the economy.” He explained the latter statement by saying if “‘in- 
creases of 35 to 45 cents an hour were to be obtained by Saeaainadie, it 
would be a much higher percentage increase in the wages throughout 
the rest of the economy on the average.” 

This does not include any provision for the profit-sharing plan. The 
~— increase, it is estimated, would cost the company ‘‘well over $100 
million. 

Discussion of Ford’s 1956 financial situation, as 1957 figures are not 
yet available. 

If the profit-sharing plan had been in effect in 1956, there would have 
been rebates of $74 million to customers and a like amount to employees. 

Ford has spent ‘‘on facilities excluding tooling from 1946 to 1956 
inclusive * * * $2,207 million; inclusive of special tools, $3,034 million. 

“Now some of that came out of depreciation. The total additional 
investment in the business for the period the last 10 years, 1948 through 
1957, with an estimate for 1957, because we do not have final figures, 
the total additional investment in the business, $1,610 million.” About 
$1,360 million of this came from retained earnings. 

Senator Goldwater expressed the opinion that any profit-sharing plan 
would have to be approved by the Internal Revenue Seine and he has 
“serious doubts” they would approve the Reuther proposal. Profit- 
sharing plans reduce taxes paid by the company. 

When profit-sharing plans—or ‘incentive compensation plans’’—in- 
crease efficiency, productivity and profits “they serve the stockholders 
and the country well, and we are in favor of them.” Ford has such a 
plan for administrative employees which starts at 10 percent of capital 
employed in the business, before taxes. The difference between this 
plan and the Reuther proposal is that Reuther ‘‘does not propose that 
employees be given incentives to make additional efforts and contri- 
butions to the business.” 

Mr. Yntema commented, ‘‘Mr. Reuther’s plan will bring about in- 
creased concentration in any industry where it is adopted.” It would 
also ‘kill competition”; ‘‘accentuate business cycle fluctuations gen- 
erally * * * particularly in volatile industries’; and “intensify cost- 
push inflationary forces.” 

“Tt is sometimes said that because profits in the automobile industry 
have been higher than average in manufacturing, they are too high and 
should be reduced. 

“This is like saying that everybody whose income is higher than 
average should have it reduced. ould Mr. Reuther argue that because 
the UAW members have wages above the average in manufacturing, 
their wages should be cut? e have the same feeling about the raw 
comparison with the average that gives no attention to the risks of the 
business or the skills of management.” 

If auto companies are compared with leading industrial corporations 
“their profits are not impressive.”” Explained this comment. 

Some preliminary planning is already being conducted for 1965 model 
cars. The far-in-advance preparation for new model cars is ‘‘unique 
to the automobile industry in the consumer-goods field. Certainly no 
other industry of comparable magnitude faces such a long product- 
planning cycle for all of its models in every year.” 

Sometimes ‘‘market requirements may change dramatically between 
the start of heavy spending on a new model program and the production 
date.” If it seems “his original guess is likely to be wrong, the producer 
has two alternatives: 
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‘1, Rush last-minute product changes at great expense, and hope the 
second guess is right; 

“2. If it is too late for that, or if the second guess is also wrong, take a 
licking in the market.” 

Changeover costs are now about 24 times what they were in 1948, 
which ‘“‘reflects the struggle between the automobile companies to get 
customers by changing the product from year to year and trying to get 
an increase in volume of business.” 

“Only a small portion of the engine tooling—equal to 3 percent of the 
total 1955 tool expenditures—is still in use of the 1958 model output.” 

Since 1922 the number of makes of cars has declined from 62 to 16 and 
only 9 of those were made in 1922. 

f the firms that have survived since 1922 ‘‘only one, General Motors, 
has managed to avoid severe losses of position with real threats to its 
continued existence.” 

Based on Dow-Jones averages, Mr. Yntema noted, “The leading 
automobile companies have had substantially lower price-earnings ratios 
than the average for the Dow-Jones industrials.” 

Inasmuch as risks in automobile business are higher than in most other 
industries, ‘‘their percentage of profits to net worth must be higher than 
the average percentage of profit to net worth for the Dow-Jones indus- 
trials, 

‘‘General Motors, which sold for $33.50 per share at year end, 1957, 
is rated better in relation to its net asset value than the average of the 
Dow-Jones industrials but, at 2.1, it is by no means at the top of the list.” 

Sees no reason for criticism of plowed-back earnings. ‘If all businesses 
had to finance themselves by borrowing and selling stock, it would lessen 
expansion, slow up technical progress, retard the development of small 
business, and reduce the growth in the real incomes of workers.”’ 

‘‘The fundamental test of any business is whether it serves our society 
well—whether it provides in its products increasingly good values to 
consumers, whether it provides good, well-paying jobs for employees, and 
whether it yields a profit to owners commensurate with the risks in- 
volved.”’ Told the committee how he feels the industry has met this test. 

In his opinion, “If Mr. Reuther’s price reduction proposal were 
adopted, it would wipe out two companies in the industry, and it would 
weaken Chrysler and Ford.” If the “wage and profit-sharing proposals 
were adopted, they would increase costs drastically in our industry and 
also across the country, as the wage pattern in automobiles was followed 
elsewhere.”’ These proposals are inflationary. 

Raises in wages increase money incomes but do not increase real 
incomes. The union’s ‘‘wage increases will not increase the purchasing 
power of the whole economy.” 

Discussed the current recession and contrasted it with the depression 
of 1929. Said there are two things to be done at this time: ‘‘The first 
one is to reduce the monopoly power of unions, because labor is the big 
element in this total.’ he other thing is to use ‘‘just plain, simple 
horsesense, just applying what we know about the mechanics of monetary 
and fiscal policy to a depression.” 

Discussed his reasons for opposing the Reuther proposal that public 
hearings be held by a special agency before some price increases were 
to be put into effect. 

Commenting on requests that the automobile companies hold the 
price line in inflation and decrease prices in deflation, Mr. Yntema said: 

‘If you want to increase purchasing power, do it through a moratorium 
in taxes, but you cannot ask corporations to act as deficit financing 
agents to create purchasing power in a depression, unless you are willing 
to let them make offsetting additional profits in boom time.” 
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FEBRUARY 6, 1958 


Opening statement by the chairman, Senator Kefauver. 
Mr. L. L. Colbert, president of Chrysler Corp., introduced officials 
accompanying him. 


Statement of L. L. Colbert, president, Chrysler Corp.; accompanied by 
Theodore Iserman, general counsel; F. W. Misch, vice president, 
finance: and W. C. Flaherty; director, business research. 

Introductory statement. 

Agrees with the chairman that it would be improper for the sub- 
committee to mediate or make recommendations regarding the labor- 
management negotiations in the industry, so will not discuss in detail 
the UAW demands. Mr. Colbert will, however, “point out to this 
subcommittee what I believe are the underlying purposes of some of the 
union’s past proposals, so that we may keep clearly before us what is 
involved.” 

He said the UAW had attempted “to force management to abdicate 
important parts of its responsibility to make business decisions,’ and 
in so doing it “repeatedly and persistently has sought to force the com- 
panies to show confidential competitive information, either directly to 
the union or through public bodies.’’ 

After hearing a definition of ‘‘administered prices,’’ Mr. Colbert said, 
‘We do not have that in the automobile industry.” 

Chrysler is producing at a little better than half the rate of January 
1957. 


Discussing “administered prices,” Mr. Colbert stated: “If you mean 
that in our industry each company establishes prices for its products 
instead of selling them at auction, why, of course we do that. On the 
other hand, if the term implies that there is some sort of collusion among 
companies within the automobile industry in arriving at prices, or that 
we establish prices without regard to costs or to the realities of com- 
petition, then the implication is incorrect. We do not do that.” 

Increased steel prices are not the only factor in increased car prices. 
Also, many factors other than the “cost of materials enter into the 
extremely complex business of manufacturing, pricing, and selling 
automobiles.”’ 

The steel price increases of August 1956 and July 1957 increased their 
costs about $17 per car, but this figures ‘‘does not include the steel that 
is in fabricated parts which we buy from suppliers.”’ 

In his opinion, “No industry has contributed more to America’s 
growth and prosperity than the automobile industry,”’ and these benefits 
stem, primarily, from “the intense competitiveness that has charac- 
terized the automobile industry from its earliest days.”’ 

The automobile companies compete in every facet of their operations. 

The Chrysler automotive divisions compete against each other, but 
they also have “a central overall group’ whose duty ‘it is to keep that 
competition alive as much as they can, yet to watch it to see that it does 
not become destructive to the overall picture or hurt the overall picture.” 
Identified the various divisions, both here and abroad. 

“One of the great forces in the American way of doing business, I am 
convinced, is the high degree of competition that exists in innovation—in 
the steady stream of new and improved products, new devices, and new 
conveniences with which American business seeks to meet the desires 
of the consumer. Competition in innovation is especially keen in the 
automobile industry.” 

The Chrysler organization has grown tremendously since it was formed 
in 1925, and their business ‘‘directly affects a great many people and a 
great many businesses, big and little, from one end of this country to the 
other. 

Discussing the smaller car put out by Chrysler in 1953, Mr. Colbert 
said the costs involved in putting out a smaller car are about the same 
as a larger one. They reduced prices on that year’s models after they 
saw the public was not enthusiastic about the shrunken wheelbase, but 
the reduction did not increase volume. 
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As far as he knows, Plymouth has never been priced below Ford and 
Chevrolet. These price cuts brought them nearer to each other, but 
not below the competitors. 

Discussed their approach to pricing. 

The Chrysler prices “reflect a great many factors, among them the 
original objectives set at the time our stylists began their sketches, the 
controls we have placed at many key points in the development process, 
the effect of product improvements and the effect of economic changes. 
Finally, prices are set at a level in keeping with consumer demand in 
the light of competition.” 

Chrysler prices its cars as near as possible to its competitors “‘to com- 
pete with them. We do not get them quite as low because we have not 
got the volume.’’ In last 6 years Chrysler has announced its list prices 
ahead of GM in 3 years, without changing them later. 

Several price classes have developed in the industry. ‘“‘Within any 
one of these price classes from the very beginning there has been intense 
competition to supply the maximum amount of product value.” As 
has been mentioned, “there are marked differences in the profits of the 
various companies, so that the similarity in price reflects more the un- 
ending demands in the market for strictly competitive products and the 
attempts of the Chrysler Corp. specifically to meet the demands of the 
market and to furnish cars that can challenge our competitors’ cars.”’ 

There is “definitely and unequivocally” no collusion or understanding 
between the manufacturers on pricing. 

Costs of Chrysler would be different from those of GM and Ford 
because of the other companies’ diversification and/or volume. 

Discussed comparative models and prices. 

It is not possible to raise and lower prices every time demand rises 
and falls. ‘You price on a long-range program which is the only way 
you can do for a healthy business over a long period of time.”’ 

“The volume of business is a fluctuating thing and you have to price 
based on what you think the volume is going to be. 

“Then if it is not, if is either greater or less than you think, your price 
stays the same until some reason comes along for you to change it.” 

In pricing, the necessity for making profits must be considered from 
all angles and from a long-term viewpoint. ‘Our approach to pricing, 
involving a long-term recovery of basic costs, results in reduced profits 
in periods of lower volume and improved profits in periods of higher 
volume,”’ one balancing out the other. rom 1947-56 their profits 
varied from $132 million to $18.5 million, for a total of $780 million. 
“This constituted a 3.4 percent return on net sales.”’ 

During the years 1947-56 Chrvsler spent ‘‘over $700 million largely 
for replacement and modernization of our production facilities,” but 
were able to charge off only $351 million in depreciation. ‘This did 
not begin to cover our needs because during this same period the pur- 
chasing power of the dollar dropped by about 22 percent.” 

“To make allowance for inflation, our depreciation base should be 
computed on replacement cost of fixed assets instead of on original cost.”’ 

Problems of inflation should be met by business, labor, and Govern- 
ment, each doing what it ‘‘can do best to deal with this problem.” 


Statement of Paul C. Ackerman, vice president and director of engineering, 
Chrysler Corp. 

Presentation on the evolution of the automobile. 

‘““* * * There seems to be a belief in some quarters that cars are not 
changed much fundamentally from year to year, that the only way we 
increase value is to make standard some item that previously had been 
offered as optional equipment. ‘‘Nothing could be further from the 
truth. Actually, each year we make significant improvements in some 
of the fundamental parts of the automot ile, and expensive and extensive 
testing and development must precede each change.” 

They do not anticipate cars getting longer, lower, wider, or heavier, 
but they will keep ‘‘a very close eye on what our competition are doing.” 
These trends are determined by what consumers want, not on what the 
industry thinks they should be. Senator Kefauver asked why it is 
that the lower priced cars have had price increases substantially larger 
percentagewise than the medium and higher priced cars. 
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Mr. Misch said “this is a trend that has been taking place for a good 
many years.”’ The lower priced cars have had added to them “the 
refinements that previously were only in the medium or high-priced cars,” 

They are in the oe of making a decision on whether to build g 
small car or not and if they decide to do it, what kind. 

Since a small car would have similar components to a Plymouth, and 
has to be assembled in the same way, they have not found a way of 
building it ‘‘for substantially less money’’ than a Plymouth. He believes 
this has also been the experience of Ford and GM. 

Although there is unemployment in Chrysler, Mr. Colbert does not 
know the percentage. 

The automobile dealer not only must pay the entire wholesale price 
of the car upon delivery but also must trade and bargain with the 
customer and dispose of used cars. 

Unlike GM, Chrysler does not have a finance company. 

Senator O’ Mahoney queried Mr. Misch: ‘‘The automobile dealer is 
supplying the capital for the manufacturer?’ Mr. Misch replied: ‘That 
is correct, sir.’”’ The dealers have to supply their own capital or borrow 
it. (Correspondence relating to this exchange will be found at this point 
in the record.) 

If a manufacturer also operated a finance company they would gain 
in profit if the finance company were profitable. Did not know whether 
it would give the manufacturer a sales advantage. 

When asked why their share of the market was not larger, Mr. Colbert 
said, ‘‘Ford and General Motors are the things that are holding us back 
from going up.” 

Mr. Flaherty amplified tnis statement by pointing out that ‘‘with each 
manufacturer maintaining as competitive a position as he can, with 
respect to product and product value, that the larger the manufacturer 
is, the more of a market there is to appeal to.’’ The position of the 
manufacturer is built up over a period of years, ‘‘and represents a good 
deal of history as well as current competitive activities.’’ Chrysler’s 
share of the market “has increased and is increasing slowly.” 

He said there is always opportunity for a newcomer to enter the field 
of automobile manufacturing. 

Mr. Colbert told the committee, ‘‘The capital is there. So long as we 
keep this economy a free economy, the capital is there for a man with 
new ideas and willing to work.’’ 

Does not see that financing their dealers would be either practical or 
beneficial. 

If a decision were reached that the Big Three should be split up, he 
does not known how Chrysler would do it, nor does he see how it would 
be “‘to the advantage of the buying public.’’ Cannot see how it would 
help the Government through increased taxes either. 

hey estimate it cost them about $500,000 to prepare for this hearing. 

Mr. Flaherty said staff work in preparation for the hearings had begun 
early in 1957, but Senator Kefauver pointed out the companies had not 
been notified of hearings to be held until November 7, 1957. Mr. 
Flaherty replied they foresaw the possibility of some hearings being held 
“when a series of events took place, including a statement made in a 
hearing before the Joint Economic Committee in January of 1957.” 
Further discussion ensued. 

Because of the population growth, they estimate the automobile 
market will be about 7 million cars a year by 1960 and about 8 million 
in 1965. 

If a tax cut were given by this Congress it would stimulate saies and 
volume. 

Mr. Colbert felt he could not discuss the possibility of a price cut if 
the current economic decline continues. 

They had “no reason to believe’? GM charged them more for trans- 
missions for tanks they were building in 1953 than GM charged its own 
tank manufacturing division. 

Chrysler now buys practically no automobile parts from GM. 
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Mr. Colbert said after price recommendations are submitted by the 
divisions they are then examined by the administrative committee. 
The three men who make the final determination are Mr. Colbert, Mr. 
Misch, and Mr. Row, administrative vice president. They do not havea 
definite profit figure they try to attain. ‘‘All we know is our profits in 
recent years have been far too low and we are trying to improve them.”’ 

Chrysler has an “incentive compensation plan for executives which 
operates only after profits pass a certain amount.’’ 

They also have a stock option plan. 

Could not say what each model change costs. ‘It depends on the 
extent of the change you make.”’ Over the last 4 years it averages out 
to about $200 million. 

Although stripped-down cars are available, ‘‘the demand is for the 
cars with most of the * * * frills on the,’’ even in the low-priced field. 

Chrysler has only one division not directly related to the automobile 
business. Mr, Colbert believes diversification is good. 

Mr. Dixon, commenting on the Seventh Circuit Court of Appeals 
opinion that GM is in a dominant Pee in the industry, noted some of 
the diverse products manufactured by GM. 

Although GM has been producing about 56 percent of the cars made 
and Chrysler only 15 percent, Mr. Colbert would not say they were in a 
dominant position. 

If GM had reduced its price, it ‘“Sprobably’’ would have been necessary 
for Chrysler to do the same. GM raised its price; Chrysler also raised 
its price. 

‘‘We raised ours based on what our costs showed us we had to get for 
this year’s automobile considering all other factors, including what we 
though the market would be this year, what the public would pay for 
automobiles, and also what we thought General Motors, Ford, and 
American Motors would charge for their cars.’”’ They raised prices in 
years 1955-58 because costs, primarily labor, went up. 

They do not follow GM’s lead in pricing. “As many times as they 
lead the price, we lead in price. * * *”’ They can price as close to GM 
as they do, in spite of their lower volume because Chrysler does not make 
as good profits as GM. Nor are they afraid of GM because it had 56 
percent of the business in January and Chrysler had only 15. 

In one recent year they did not raise their prices as much as GM but 
it did not help their volume. “In fact, our volume fell back some.” 
Their prices have not in recent years been lower than those of compar- 
able GM models. 

Mr. Dixon asked: “Do you think that it is desirable here in America 
to have an industry such as the automobile industry where the dominant 
member arbitrarily sets the profit that they want and that sets the 
pattern of the industry?” 

Mr. Colbert replied: “I do not know about that. I say we have no 
figure of 15 percent, so I don’t know what General Motors sets their 
figures at. never heard of it until you developed it in this hearing or 
someone told me it was in Mr, Curtice’s testimony.” 

They purchase supplies from 11,000 suppliers, but have loaned money 
to only 1, a steel company. They did get a preference from the steel 
company. 

Some of their dealers handled cars other than Chrysler products, some 
of them competitive models; but if they handled, say, Fords and Ply- 
mouths they would be separate businesses. 
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Senator Wiley introduced Mr. George Romney, president of American 
Motors Corp. 


Statement of George Romney, president, American Motors Corp.; accom- 
panied by Edward L. Cislenen, vice president in charge of industrial 
relations; J. J. Timpy, vice president; Richard L. Cross; director and 
counsel; William MeCaughey, vice president in charge of communica- 
tions; and Howard Hallas, director of public relations 

Introductory retmarks. 

American Motors is in ‘the two major durable goods industries, the 
automobile business, and the appliance business.’’ 

Mr. Romney: “I do not appear as a special interest pleader. I am 
not here for the purpose of asking for any special help for American 
Motors. American Motors does not need any special help. I am not 
here to goosestep with the Big Three and I am not here as a labor 
baiter, but I am here to discuss the problems of the industry as I think 
they affect the consumer and the public interest and as they affect 
employment, as they affect inflation and deflation, and also as they 
affect smaller businesses throughout our economy.”’ 

Outlined the points he would cover in his presentation. 

He believes consumers’ rights are ‘‘greatly jeopardized by the concen- 
trations that have occurred. Legislation is needed to divide the present 
excess power of both the industry and the union in the automobile 
business.”’ 

“Present companies should give birth through division to new and 
separate automobile manufacturers to maintain the auto industry’s 
dynamic progress and national benefits. * * * The growth necessary 
for birth of new competition should be encouraged and rewarded rather 
than branded as an economic crime. * * *” 

It is his belief that ‘‘both the births in industry and the dispersion of 
union power equally necessary.”’ 

Although small in comparison to the Big Three, “it 1956 American 
Motors ranked as the 87th largest manufacturing company in the 
United States on the basis of total volume of sales generated from our 
automotive, Kelvinstor appliances, and national defense activities.” 
In their total activities, few companies “face as many large giant com- 
petitors as does American Motors.”’ 

Although size, above a certsin minimum, is not important in a com- 
pany’s ability to compete, “There continue to be persistent illusions 
about the importance of size.’’ Some of the biggest companies “further 
the illusion that size is an inherent advantage in terms of product value, 
and it is not true, but it is designed to increase the competitive handicap 
and difficulty of smaller companies secondarily; primarily, to meet the 
public concern about this problem of size and economic concentration.” 

When he became president of the company one of the decisions made 
was “‘that we could compete against anybody if we would tie our pro- 
gram into what the customer needs or what people want in automobiles 
in this country,’ so they decided to meve into the smaller car market 
with their full line of cars. 

‘heir sales are up 49 percent as compared to a year ago—‘‘the only 
company in the industry that is really moving up in sales and production 
as compared to a year ago, and this improvement is rather substantial.” 

American Motors has a huze investment in plant and facilities, ‘“‘and 
the impression that has been left with this committee, that American 
Motors has not been spending the money necessary to keep its facilities 
and its product modern is a <ross misrepresentation and just is not so.” 

Throuch cost savin ’s and creater efficiencv they have reduced their 
brea’ -even point to 120,000 ears a year. This figure ‘‘is a prettv small 
percentage of even a 5-million-car year, which should be a good indication 
that you do not have to have the volume of the Liz Three manufacturers 
to be efficient.”’ 

It is not true that every increase in volume means a decrease in unit 
cost. The Bis Three have many plants and efficiency varies from one 
plant to another. ‘But ta' ing their best and their worst, we beat them 
in a number of areas.’’ Some of their representatives have been in 
American Motors plant studying their methods. 
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The most efficient and economical production is from 360,000 to 
440,000 per year. 

Mr. Romney said that ‘‘in the procurement area there is not any ques- 
tion that some of the car companies that ‘bit the dust’ in the past resulted 
from better prices extended to the large companies by the major sources 
of raw materials and parts.” 

When steel was in short supply in the postwar period, the premium they 
paid ‘‘was greatly in excess of what the Big Three were paying and wasa 
competitive disadvantage to us.”’ 

The fact that two of the Big Three have received preferred treatment in 
return for investments in steel companies is evidence of “the degree to 
which concentration is reaching in this country.’”’ Ford has its own steel 
mills. This gives the big companies a competitive advantage not related 
to efficiency. 

‘‘* * * as with all other companies in the business, more of our dollar 
income goes for the purchase of supplies and materials and services 
outside than is used to pay for services within the company, and I think 
that is one aspect of this situation which has been wholly misleading in 
some of the testimony which has been given here. I refer specifically 
to the labor statement, Mr. Reuther’s statement, that there has only been 
a $1 increase in wages for every $4 increase in prices.” 

Commenting on the sameness of product of the Big Three, he said 
“as you get big and powerful, you become muscle bound. You get so 
darned much invested in the way you are doing things today that it takes 
a heck of a lot more to change and do things differently than it does some- 
body else who hasn’t quite reached that point.” 

Mr. Romney commented that the Big Three are making their cars 
“bigger and bulkier and more powerful and as far as I am concerned I 
hope they keep doing it for a while.” 

They have not and will not ask for “special or preferential help from 
Washington. I think this country is in danger of being sunk by special 
interest groups * * * coming down here including business.”’ 

He is quite concerned about “the recent failure of domestic auto- 
mobile sales to keep pace with growth in national income.” 

For the first time, imports of automobiles now exceed exports. 

It is competition in the automobile industry that protects the consumer 
but when there is “fan inadequate number of companies in an industry, 
the customer ceases to be king. He begins to be dictated to by the 
concepts that a few have as to what he ought to have, and that is what 
I am here talking about as far as this whole product situation is con- 
cerned, because there is inadequate and deficient product competition 
in the automobile business.” 

Set forth the factors that be considered “significant”? in producing 
“America’s miraculous industrial accomplishment.”’ 

“Some of these factors that have helped create our economic system 
in America are in serious jeopardy as a result of recent and current 
economic developments. 

“These developments have created internal stresses and strains in 
the American economy that could prove more disastrous to human 
freedom than the external threats to collectivist tyrants.” 

Outlined 6 “most widely recognized evidences of this threatening 
internal weakness.” In recent years, while agricultural prices have 
declined by 11 percent, the cost of all that the farmer must buy is up 
19 percent. This has happened primarily since 1953. 

In Mr. Romney’s opinion, one of the “‘colossal economic blunders” that 
has been made in this country was that “of hiking industrial tariffs 
and giving the farmers a subsidy to stop them from asking for the 
elimination of industrial tariffs. 

“We have still got that situation. Now the disparity today is coming 
about for other reasons. It is not tariff today. It is other monopo- 
listic aspects and special interest aspects that have been built into our 
economy that I will come to.” 

Thinks we overused monetary controls in fighting inflation leading to 
present situation. 
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“* * * The principal factor in the inflation we have been through 
has been the wage-price spiral, without going into the question of whether 
it is a wage spiral or a price spiral, amit the rise in wages in the postwar 
asbens has accelerated the demand for money and credit because manu- 

acturers have been stimulated by the sharp rise in wages to try and 
automate, to try and circumvent the effect of rising wage costs by the 
use of tools and machinery.” 

When asked by Senator Wiley if they had to pay the same wage in- 
creases as the Big Three, Mr. mney said, “‘Over the years, we have 
had to pay more.” Although some of this inequity has been removed, 
they are “still paying more than our competitors, both in the automobile 
business and the appliance industry.” 

Wage and benefit increases in 1955 exceeded cost reductions. ‘Fur- 
thermore, the productivity improvement of 2.5 percent annually, antici- 
pene’ vin collective bargaining agreements, has not been realized since 

He said he wanted to make the point “that I am not here to say that 
the wage increases have exceeded the level of productivity throughout 
the postwar period. 

“Up to some point, which is a fairly recent point, the last few years 
here, the wage increases were not in excess of productivity increases, 
but we are now at the point where wage increases are exceeding pro- 
ductivity increases.”’ 

‘‘Wage increases to workers that completely absorb productivity im- 
provements, or even exceed them, deny to all but those workers many of 
the benefits of economic advance. Industrial progress results more from 
reinvestment of owners’ earnings and management ingenuity than from 
increased employee effort and skill.’”’ 

Protection of consumers’ interests depend on “our recognizing that we 
have a dangerous deficiency in competition, fundamental inconsistencies 
in collective bargaining, and presently insurmountable roadblocks to 
essential industry cooperation.’ 

History of the industry shows that smaller companies have been the 
innovators, with large companies picking up ideas from them. But 
recently “it has been obscured by the concentration of the three largest 
companies on the same product philosophy; by their domination of 
advertising and news channels which is not an insignificant point, and 
by their successful introduction and promotion of styling innovations 
and luxury features.” 

“During the postwar period, the few surviving smaller companies 
have contributed relatively more basic product pioneering than their 
bigger competitors. However, their competitive positions have not com- 
pelled Big Three adoption of the most important innovations involving 
the greatest capital cost.”’ 

Does not use the term “free enterprise’’ because it does not properly 
describe our economy. 

Commenting on Chrysler’s failure in producing a small car, Mr. 
Romney said that “attributing that to the size of the vehicle overlooks 
the fact that their styling was not what it should have been, and also 
that when you have a new idea productwise, you gain gradual public 
acceptance of it.”’ 

American Motors has used the single-unit body construction for 18 
years, and Ford and General Motors use it in their cars made abroad; 
but only 2 high-priced Ford lines utilize the principle in domestic pro- 
duction. Cited this “as an example of the lack of enough competition 
in the automobile business in the United States to compel the larger 
companies to keep their product fully in step with the latest engineering 
and design methods.”’ 

The Big Three do not have to innovate to keep their share of the 
market. There have been instances where small companies pioneered 


in changes which were then picked up by large companies “and advertised ~ 


as a first on their product.” 
Many improvements that are generally attributed to the automobile 
industry are actually developed by supplier industries. 


‘“* * * the availability of large sums of money for advertising can | 
perpetuate an archaic and old-fashioned product concept if it is drummed | 


home sufficiently. * * *” 
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“The truth is that there would now be only three large automobile 
companies in the United States if American Motors had not pioneered 
the design, engineering and marketing of a new type of automobile and 
if Studebaker-Packard had not obtained Government help. Stude- 
baker-Packard, of course, was indirectly subsidized through defense 
contracts granted to Curtiss-Wright. 

“Incidentally, that subsidization in that manner had an adverse 
effect on other companies, and companies that were entitled to the 
defense work received by Curtiss-Wright did not get it as a result. 
And when the Government begins to step in on a discretionary basis 
of that type and use the procurement powers to subsidize a competitor 
because ctherwise there would be too few companies in an industry, 
it has effects on others that are not adequately considered.” 

In their judgment they “have not received fair treatment in the place- 
ment of defense work since the formation of American Motors,” in 
spite of the effort put into seeking contracts and the spending of much 
money for research and development for defense agencies. 

He has had Army procurement people tell him they gave contracts to 
Ford to apply the single-unit type construction to military vehicles 
“because they did not consider us qualified from a research standpoint 
to do such work, and they thought we were too small a company.” 
When told American could handle the job and was, at its own expense, 
developing a vehicle in conjunction with the Marine Corps, ‘‘they had 
to back up, and finally took recourse in the position that, well, we 
were an Air Force contractor rather than an Ordnance contractor.” 

Ford “has been paid more to do research and development work in 
applying single-unit construction, a thing we pioneered, and they have 
had to hire some of our personnel to help them do it, they have been 
paid more to just take the Jeep and take weight out of it with that process 
than is available in Marine Corps appropriations for development of 
the vehicle, the development of an air-cooled aluminum die-cast engine, 
and the Ford contract has no reference to an engine.”” The contract 
with the Marine Corps is still not consummated, although the Corps 
‘*has been very anxious to proceed with it.” 

Senator Kefauver said that ‘undoubtedly a considerable amount of 
concentration we have today is a result of the procurement policies of 
our own Government.” 

These experiences have resulted in their “literally pulling out of the 
defense procurement field,” with the exception of. the lightweight 
military vehicle. 

Compared the Government assistance given to Studebaker-Packard 
with the “‘wartime decision to create competitors for the Aluminum 
Company of American” He then compared this procedure with the 
earlier antitrust action splitting up Standard Oil. 

“‘As a former employee of Alcoa and as a citizen, I think that if our 
competitive economy is to maintain the vigor needed to support the 
total strength America’s future requires, we must find a better way of 
providing needed industrial births than by resorting to governmental 
subsidization.” 

“The maintenance of a minimum number of passenger-car companies 
for adequate competition will require new births in the industry. Unless 
the present course is changed, the ultimate result could be that but a 
single company would remain. 

“There has not been a successful new birth in the auto industry since 
World War I that was not the result of a merger or of reinvigorating an 
old company * * *.” It has been 34 years since a new manufacturer 
has succeeded in the industry. ‘The fact is that some of the ablest 
men in industry doubt the possibility of establishing a new automobile 
company without taking over an existing organization, including its 
essential dealer structure.” 

He gave as a conservative estimate $1 billion ‘‘on a combined factory- 
dealer basis to finance a new automotive enterprise and, even then, the 
capital-investment advantage of existing companies would be enormous.”’ 

Sees no revolutionary method of building an automobile on the horizon. 
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“* * * if you want to keep an industry out of a rut, have enough 
companies in it so that some of those companies have got the sheer 
necessity of invention. When you get down to a few—and they are all 
Wa eee pe and billionaires don’t pioneer.” 

r. Romney said there is only one automotive company ‘‘whose 
financial status and success is at the point where they are not confronted 
with a considerable degree or risk as to their future. 

“T think that is evidenced by the fact that all other companies are 
selling on the market for less than their book value or less than the market 
value of successful companies in relationship to their book value, and 
that indicates that people doubt the complete solidity of the competitive 
position of everybody except General Motors in the automobile industry, 

“The economic size and influence of the Big Three is now so far 
reaching that their policy decisions are potentially capable of producing 
prosperity or depression for the Nation * * *,” 

Cited two reasons for believing the Sherman Antitrust Act is inade- 
quate for coping with problems of monopoly today. 

“To promote competition, economic progress, individual opportunity, 
and to enlarge benefits to consumers generally, economic power in the 
automohile industry should be limited and divided.”” There should also 
be ‘“‘a sufficient number of firms in each basic industry to have adequate 
competition, to encourage cooperation on common problems in the areas 
permitted by law, and to prevent the development of an excessive 
imbalance of economic power. 

“To achieve the desired ends, the antitrust laws should provide that 
when any one firm in a basic industry, * * * such as the automobile 
business, exceeds a specific percentage of total industry sales over a 
specified period of time, it shall be required by law to propose to an 
administrative agency a plan of divestiture that will bring its percentage 
of sales below the specified level. Where a firm is engaged in more than 
one hasic industry, the maximum percentage of total industry sales 
should be fixed by law at a point lower than the percentage to be fixed for 
companies operating in onlv a single basic industry.”’ 

Set forth the advantage that would result from his proposed amend- 
ment of the antitrust laws. 

His proposal would not eliminate big business, big businesses are nece- 
sary, but “would simply relate the size of the companies to the size of 
the industry, and insure that we have an adequate number of companies 
in these big industries so that we would have adequate competition.” 

There is need for a change in psychology regarding 1 company becom- 
ing 2—whether “it is an accomplishment or a crime.’”’ Under existing 
antitrust laws, “‘it is a crime, and what I am saying is that we need to 
a that it is an accomplishment and we ought to set it up on that 

asis. 

He emphasized that neither he nor American Motors is seeking to 
reduce competition. ‘‘We are seeking to increase it, and to make sure 
that it will continue. That is the fundamental objective and purpose, 
because I don’t think we can retain economic freedom in this country if 
we don’t retain competition and keep a division of economic power in 
industry andinlabor. It has to be divided in both places or we are going 
to lose it,” 

Suggested that if an industry had only 5 or 6 companies no company 
should be allowed more than about 35 percent of sales if engaged in 1 
basic industry, and should be limited to about 25 percent if engaged in 
more than 1 basicindustry. If there were more companies, the percent- 
ages should be lower. If these limitations were put into effect, they 
would affect GM and Ford. 

“Tt is highly desirable to avoid self-imposed restraints on competitive 
effort by a company in order to prevent splitups.” 

Recommended a postponement of capital-gains tax in a splitup, 
thereby creating a “‘real incentive to business to cooperate with Govern- 
ment in working out a sensible plan of divestiture.” 

One of the problems in Mr. Romney’s plan would be the definition of 
“basic industries.”” But the important part of the proposal is the crea- 
tion of new companies. 
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“Probably the chief objection that will be raised is the problem of 
dividing the large technical and research centers. 

“This may not be necessary. Many of our finest technical and re- 
search institutions now serve many companies * * *.” Believes there 
should be more industrywide research and development. He further 
believes “it would be well to take a look at the question of whether” 
Armed Forces funds that are made available for research and develop- 
ment “should not be utilized by organizations that are going to make the 
benefits of that research and development available to all firms in an 
industry, rather than to make a few firms bigger and increase their ability 
to dominate industry.” 

Senator Kefauver agreed. 

He does not “offer this proposal as a panacea but, rather, as a basis 
for discussion.” 

If it were decided that we should continue to rely on section 2 of the 
Sherman Act to cope with monopoly problems, he said he ‘‘would urge, 
first, that all questions of intent be removed from the definition of 
monopoly, so that the power to dominate would be the consideration 
rather than the power and proof of the intent to use that power for that 
purpose. 

“Second, that vioiation of section 2 should not be a criminal offense, 
and, third, that divestitures in compliance with the statute should not 
be subject to immediate payment of the capital-gains tax. 

‘‘Now, the other step, which is vital and important, that should be 
taken should be the application of essentially the same principle to the 
concentration of union power.”’ 

Believes these hearings will have some effect on 1958 bargaining with 
the union, even though not so intended. 

Mr. Romney subscribes ‘fully’ to the principle that ‘‘a union must 
be allowed to acquire countervailing power sufficient to equal that of 
the employer at the bargaining table’’ so that the “power of persuasion” 
may take the place of the “persuasion of power.’’ Cited Supreme 
Court decisions concerning monopoly power of labor unions. 

The result of there being no Federal legislation dealing with monopoly 
power of unions “has been to shift the imbalance of the power against 
labor so that the scale has now been tipped dangerously and excessively 
on the side of union power.” This has also multiplied competitive 
problems of smaller businesses. 

Said in the past the union had forced smaller vehicle companies and 
parts and tool-and-die manufacturers to pay higher wages and fringe 
benefits than the big companies. Although ameliorated, this condition 
still exists at American Motors. 

“‘Now the insistence by the UAW on applying the automotive pattern 
of wages, benefits, and practices to our main Kelvinator appliance plant 
at Grand Rapids has put the rates there substantially out of line with 
our competitors who deal with international unions other than the UAW.” 

Although the unions ‘‘have taken steps here in the last 3 or 4 years 
to help us moderate some of these inequities * * * we have still got 
them.” 

There is no dispute with the union on these matters, recognizing 
“that our unions have cooperated in many other areas in improving 
the situation over what it was 3 or 4 years ago.”’ Hopes this attitude 
will continue. 

At this time, ‘‘the auto unions’ power is vastly greater than General 
Motors at the bargaining table.”’ 

Mr. Romney does not believe there is any conspiracy between union 
and Big Three to squeeze American out of the market, but he intends 
to show ‘‘that that is the effect if not the intent, of the type bargaining 
that exists in the automobile industry. 

“Having more than counterbalanced the economic power of employ- 
ers, some unions, particularly the UAW, have been steadily altering the 
fundamental character of collective bargaining by demanding a voice in 
an ever-widening area of the management of business. 
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“The actions and policies of the UAW, if put into practice, will even- 
tually result in centralized, industrywide control of prices, production, 
and markets, through joint union-management direction or Government 
regulation.” 

Told the committee he was not opposed to collective bargaining, fringe 
benefits, pensions, unemployment benefits, or health and welfare pro- 
grams, but believes ‘‘collective bargaining should be based on the eco- 
nomic facts of the individual enterprises.”’ 

Is not opposed to profit sharing, but is opposed to the UAW proposal. 

“Now, one of the very important things that affects profits is depre- 
ciation, what you set up to replace the equipment and facilities that are 
wearing out, and, actually, the inadequacy of depreciation, discussed 
here yesterday by Mr. Colbert, is a very serious thing in American 
industry. 

‘‘* * * a reduction of car prices of the type that he (Reuther) is talk- 
ing about, or a price-rebate program of the type he is talking about, 
would reduce the number of companies in the automobile industry quite 
rapidly to 2 companies.” If this were continued, ‘“‘you would soon 
have GM left.” 

Mr. Romney pointed out that he had proposed a price rebate before 
Mr. Reuther had, but the two proposals are not the same. 

‘“« * * * We have had experience in the appliance industry where the 
company that excels has decided that the profit that the average firm 
ought to realize is enough for them * * * and they have been the prin- 
cipal factor, not the exclusive factor, but the principal factor, in ab- 
solutely creating economic chaos in the appliance business and jeopard- 
izing the consumers’ interest by putting all but 2 companies in the major 
appliance business in a position where, if current trends continue, there 
will be 2 companies left in the major appliance business in the United 
States, and the appliance industry is a sick business, Senator, and it is 
sick because of this fundamental fact.”’ 


Fresruary 10, 1958 


Statement of George Romney, president, American Motors Corp., accompanied 
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by Edward L. Cushman, vice president in charge of industrial relations; 
J. J. Timpy, vice president; Richard L. Cross, director and counsel; 
William McGaughey, vice president in charge of communications; and 
Howard Hallas, director of public relations—( Resumed) 


“Tf the concentration of union power on an industrywide basis is not 
divided, unions could secure domination of all companies in an industry 
and, through the union structure, accomplish the joint control of prices, 
production, and distribution that the antitrust laws are designed to 
prevent.” 

Industrywide union bargaining with single companies exerts too 
much pressure. A single company does not resist because it might 
benefit its competitors. Also, ‘‘competition between the automobile 
companies has frequently resulted in competitors granting the very 
union demand over which a strike resulted.” 

In his opinion, “few people realize the extent to which the UAW 
programs have involved participation by the union in all aspects of the 
industry’s activity.” nion has asked for conferences to consider 
matters ‘‘that the companies themselves could not sit down and discuss 
jointly with impunity under the law,’’ then blames companies for not 
discussing these matters. 

Listed some of the subjects proposed for discussion at one of these 
conferences. 

American Motors would discuss these matters as they relate to the 
ceeereny but could not sit down at industrywide conference and discuss 
them. 

Set forth some things on which there could be industry cooperation. 

He believes “there are areas of cooperation between the industry and 
the union which should develop which are being blocked by some of 
these conflicts that exist, and I think that is an unfortunate thing.”’ 
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What is happening in collective bargaining is that “the pattern is set 
either in the steel industry or the auto industry, as a rule, and it is set 
by securing those concessions which are granted by United States Steel 
and GM or Ford, and then, through the organized power of the AFL-CIO 
unions, they use that pattern as a basis for demands pretty well through 
American industry.”’ 

This type of ‘‘pattern-chain-reaction bargaining’’ in 1958 could 
become ‘‘a major factor in the higher costs and prices of practically 
everything that goes into an automobile and of most industrial goods 
and services that figure in the cost of living.’”’ A continuation of this 
type of bargaining “will price American car manufacturers further out 
of the domestic and foreign car markets.’’ 

A union statement implying that he was appearing before the sub- 
committee to ask for special relief for his company is not true. Is only 
asking for more competition. in the automobile industry. 

Our exports are dropping and, unless competition is restored in our 
economy, we will lose the export markets we have had. 

“Higher wages that produce higher prices reduce purchasing power 
unless ell other economic groups advance proportionately. The UAW 
proposals recognize the inevitability of price increases when their 1958 
pattern is applied throughout our industrial structure.” 

The union’s proposals for 1958 bargaining are tantamount to the 
guaranteed annual-wage proposal. 

Does not agree with Reuther’s contention that real wages on the 
national scale have not advanced beyond productivity. Mr. Romney 
does not dissgree, however, with Mr. Reuther’s contention that “real 
wages can andj should advance at least as rapidly as national pro- 
ductivity.” 

Wages of workers in the automotive industry have increased more 
than productivity. 

Both Ford and Chrysler “need to strengthen their financial position 
in order to be sufficiently strong to survive effectively in the automotive 
industry down the road.”’ 

He does not agree with the union’s contention that productivity has 
outrun real wages. 

It is difficult to measure productivity increase in automotive industry 
because product changes every year. 

Wage increases that are tied to increases in national productivity 
would not be inflationary, but labor should not receive all the benefits 
of productivity. The automobile industry has been built up because 
it shared improvements in productivity with customers, workers, and 
stockholders. 

They would not object to cooperating with the Bureau of Labor 
Statistics ‘in helping them to develop productivity figures.’”’ Would 
not regard this information as a trade secret as long as it was combined 
with other figures. 

For some time after the war prices pulled up wages, but that situation 
has been reversed and now wages push up prices. 

American Motors has absorbed “‘cost increases of about 7 percent in 
the last 4 years.” 

Discussed the theory of administered prices. 

In a competitive economy, ‘‘prices tend to move up and down in 
relationship to each other so the fact that prices happen to bear some 
relationship to each other from different sources can be an evidence of 
competition or it can be an evidence of monopoly, and you have to 
know the facts in any case in order to know whether it is the result 
of monopoly or whether it is the result of competition.” 

‘ck * * if the Congress of the United States doesn’t get back to the 
fundamentals of American policy, namely, that we cannot permit private 
power to build up to excess proportions in labor or industry, and get 
competition back into this economy of ours in the right way and provide 
for economic birth, that we are never going to solve the agricultural 
problem, we are not going to have the economic resources to maintain 
our technical program to keep up with the Russians, and we are certainly 
going to let down the underdeveloped areas of the world that are looking 
to us for help in their growth and development, Senator.” 
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Believes both concentrations of business power and labor power need 
to be curbed, with equal priority for both. 

Mr. Romney does not want the curbing of union power to “create 
inequality in the collective-bargaining relationship,’’ however. 

Although there is price competition in the automobile business, there 
is not enough product competition. Also, there is no “provision for 
birth to replace companies that are going to drop out.’’ 

“And if under competitive circumstances one company does such a 
good job that it can greatly excel others, then it must be because of 
their greater ability and their greater contribution in terms of improve- 
ment and so on, and that is what has happed in the automobile business,” 

“The philosophy underlying the new UAW proposals has one encour- 
aging aspect: It purports to distinguish between companies by con- 
sidering the economic facts surrounding each particular company.”’ 

The proposal that had been made to employees and union repre- 
sentatives by Mr. Romney was: ‘‘That the union wipe out the inequities 
in our contracts, that we start there, and I said if our unions would 
take the initiative by wiping out the inequities in our labor costs as 
compared with the Big Three that I would then undertake to get parts 
suppliers and dealers to join with us in reducing in the case of the parts 
companies their cost to us, and in the case of the dealers their discount, 
and the company itself would contribute, in order to make a hundred- 
dollar price rebate possible.’’ This would have been based on number 
of cars sold. 

The proposal made by Mr. Reuther is quite different from that 
made by Mr. Romney. 

GM has not raised prices as much as it could have in good times, and 
has not lowered them in bad times. He said one “could spend days 
studying the policy and deciding whether that is a good thing or a 
bad thing.’’ Profits cannot be squeezed too much or everyone suffers. 

If the price rebate suggested by Mr. Reuther were made by GM, it 
‘‘would compel me to make a price rebate, and * * * if that happened, 
the wages in my plants would have to come down to help meet the 
price rebate or my workers and the company would have to suffer the 
economic consequences.” 

To clarify the record, Mr. Romney said he wanted “to make it 
perfectly clear that I am very hopeful that Studebaker-Pazkard will 
be able to work out its problems and survive.”’ 

National procurement and tax policies might have hurt Studebaker- 
Packard. He feels these policies operate ‘‘in the direction of economic 
concentration.” 

“* * * in the automobile business the procurement business has been 
concentrated importantly with the larger companies in the industry 
rather than with the smaller companies.” 

Some industries have industrywide bargaining and many people 
believe ‘‘union power should be offset by industrywide bargaining” in 
the automobile industry. Mr. Romney does not agree, and explains 
why. 

From an economic standpoint “‘you cannot possibly have an economy 
that is productive, effective, and has the vigor that it ought to have if 
you are promoting competition on one hand in a halfhearted way as it is 
now, and monopoly on the other hand.” 

Believes that since the union did not ask that concentration in the 
industry be broken up, it is ‘‘a significant indication that they are not 
basically opposed to that type of concentration.” 

“Legislative correction is not a simple question of applying the anti- 
trust laws to unions. It is the application of American principles of 
power dispersion to unions on a union basis. Care must be exercised to 
retain the full benefits of collective bargaining and avoid a new form of 
bargaining inequality.” 

Set forth specific proposals for breaking up concentration of union 
power. 
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Anticipates that the charge will be made that his proposal recommends 
a return to the company union, but said “this doesn’t in any way con- 
form with the company union situation as we knew it, because this con- 
templates completely autonomous, independent unions, those auton- 
omous, independent unions having the right to affiliate with their 
national unions in activities outside of the direct collective-bargaining 
area and the use of joint economic power in the same way that an em- 
ployer can join a national trade association or a national industrial 
organization.” 

“The ultimate objective is to prevent combinations of employers or 
combinations of unions from destroying the competitive system. To 
prevent this it is necessary to prohibit joint bargaining on the part of 
large employers in our basic industries as well as joint bargaining on the 
part of unions representing the employees of these large concerns.” 

“Two factors prevent adoption of new and better forms of involuntary 
cooperation by the entire automotive industry. (I include in such 
cooperation desirable and appropriate instances in which UAW partici- 
pation should be sought.) The first obstacle is industry domination by 
huge companies not presently disposed to the methods and relationships 
conducive to such cooperation. The other obstacle is a union monopoly 
that has as a continuing goal industrywide collaboration on competitive 
matters.” 

“Major economic and political issues that will make or break America 
are these: 

“1. Monopoly or competition. 

“2. A centralized planned economy or voluntary cooperation under 
minimum Government regulation and public policy. 

“3. Collective bargaining based on conflict or collective bargaining 
based on cooperation. 

“4. Excess concentration of industrial, union, and Government power, 
or adequate dispersion of industrial, union, and Government power.” 

The concentration of power in employers and unions is causing a drift 
toward either private monopoly or public monopoly. 

Mr. Romney told the committee, ‘““The economic power concentration 
in the auto industry has assumed such proportions that even this testi- 
mony could be a real risk, and I know I have taken real risks in submitting 
this testimony.” 

Senator Kefauver commended Mr. Romney for his testimony and 
expressed the opinion there would be no retaliation, but asked Mr. 
Romney to inform the subcommittee about it if there were. 

Wages in the auto industry are high in relation to industrial wages 
generally, but not as high as those in the steel industry. 

American Motors has an investment of a quarter of a billion dollars, 
but if they lost enough business and had to liquidate they would realize 
only a small fraction of its worth. 

“Now, the thing that has made this country is that we have embodied 
in our public policy that degree of Government regulation and adminis- 
tration that would keep economic power dispersed and distributed. 
Those laws are no longer adequate because as Senator O’ Mahoney pointed 
out the other day and as I have been pointing out our economy has 
grown up and is ’way beyond where it was when those laws were written 
and they ought to be brought up to date.” 

Senator O’ Mahoney expressed the view that modern industry is not 
only becoming concentrated but is falling into ownership of millions 
when it perhaps should only be hundreds of thousands of people, as 
stockholders exercise no control over management. 

Mr. Romney has not taken the position that “a company should be 
prohibited from engaging in more than one basic industry,’’ but has 
proposed that “‘a minimum number of competing companies should be 
provided for by calling for birth when companies achieve a certain 
percentage of industry.” 

He believes Congress should enact legislation determining the minimum 
number of companies there should be in basic industries to insure ade- 
quate competition. 

In discussing diversification, expressed the belief that manufacturers 
should not be permitted to take over distributors. 
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The patent policy of the industry does not hurt his company—it has 
been “a very enlightened patent policy far in advance of that of most 
other industries.”” A patent pool or cross-licensing policy is very im- 
portant to a new or smaller company. 

“The automobile business really has some aspects about it that make it 
similar to three businesses. One is the millinery business where fashion 
is such a big pm of it, and the other is the perishable produce business, 
because you have to move the cars pretty fast or they lose their value, 
you see, and the other is the hard goods business where you are really 
building metal objects that require heavy investments in tooling and 
so On. 

In the fashion field, ‘‘a company doing 45 or 50 percent of the business 
can make an aspect of car appearance a necessary earmark of product 
acceptance by the public’? because of the volume of product on the 
market. 

In their battle to become competitive, American Motors has cut many 
costs. Mr. Romney proposed cutting his salary but the board opposed 
it, feeling it would cut incentive in others. Finally, he succeeded in 
cutting it to $75,000 per year. Their executive bonus program includes 
all top officers except the president and the two executive vice presidents, 

Estimates it cost the company about $20,000 to $25,000 to make this 
presentation to the subcommittee. 

The time given the United Fruit Co. to form a new company, which 
was agreed upon in the consent decree, is much too long. 


Fesrvuary 20, 1958 


Introductory remarks by Senator O’ Mahoney. 

Statement of Frederick J. Bell, Washington, D. C., National Automobile 
Dealers Association, accompanied by officers of NADA 

Introductory statement. Not only are the men accompanying him 
officers and directors of the association but they represent Ford, GM, 
Chrysler, and American Motors dealers, large towns and small. 

Membership is between 24,000 and 25,000 franchised dealers, employ- 
ing about 465,000 people. In 1957, profits of automobile dealers were 
seven-tenths of 1 percent of sales before provision for Federal taxes, 
while accounting for ‘16.1 percent of the retail sales of all retail indus- 
tries within the respective States.” 

The enactment of the dealers’ day-in-court bill in 1956 “‘has served to 
tranquilize the industry and its internal relationships.” 

NADA will propose introduction of a bill to finally determine whether 
affording territorial jurisdiction would be in violation of antitrust laws. 

If there are two dealers in the same area “selling the same make of car or 
truck, there should be established by the terms of the franchise a practical 
relationship between their respective opportunities, their respective 
risks, and their repsective obligations.’”’ Discussed this proposal. 

This proposal would place a limit on the number of cars received by a 
dealer based on his ability to service them and his investment. Senator 
Carroll questioned whether this would not restrict competition. 

It is possible if the manufacturers voluntarily adopted this plan there 
would be no need for special legislation. If manufacturers carry out 
some plans they have announced to NADA, “a great deal of the difficulty 
will be eliminated.” 

“A third portion of the NADA program has to do with business stand- 
ards and business ethics. We have requested the manufacturers to in- 
clude in their sales agreements a code of business standards that would 
require the manufacturers and their authorized dealers to conduct them- 
selves in an ethical manner in their relationships with the buying 
public * * *” 

They are strengthening their own code of ethics by proposing “to 
require all of our members and any applicant for membership to sign a 
statement to the effect that he will abide by this code of ethics in the 
public interest. Should he not, we then intend to establish procedures 
whereby he may be expelled from membership.” 
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A fourth part of their program is their recommendation to manufac- 
turers “that they return to a practice that existed for many years in the 
industry of having a nationally advertised uniform delivered price for 
their products. 

“In the strictest sense, such a price would not be uniform because it 
would vary between localities and States in response to local ard State 
taxes.” 

Mr. Dixon raised the question as to whether this would not cause the 
buyer to have to pay a lot of phantom freight. 

They believe advertised prices should show what they represent. 
These advertised prices would not preclude bargaining between dealer 
and customer. 

Introduced the gentlemen accompanying him. 

The effects of labor monopoly on NADA are “very bad.” 

Mr. Fribley discussed predictions he had made regarding price in- 
creases in 1957 model cars and the effect the increases would have on 
purchasers. . 

In his opinion, “the pricing problem must be solved jointly by the 
manufacturers and Mr. Reathes for the good of our country.’”’ Contended 
that ‘‘the automotive industry can price itself out of a volume market.’’ 

Mr. Abbott said he could see “‘a definite trend toward the purchase of 
smaller cars’ because of their economy. Believes price increase has 
“definitely” affected sales of cars in 1958. 

Messrs. Fribley, Lander, Williams, and Chaffin also feel price increases 
have affected sales this year. 

“Preferred pricing or a 2-price system in the case of sales to States, 

olitical subdivisions thereof, and tax-supported institutions has grown 
in the past few years from a small subsidy of $50 per car, exclusive of 
excise tax, to the point where bids, as recent as the middle of December 
in New York State, have indicated subsidies by manufacturers to their 
dealers of from $425 to $475 per car, exclusive of excise taxes.”” Manu- 
facturers must lose money on these sales which is, in turn, “included 
in the price of cars sold to dealers for resale to every other type of 
customer.” 

Mr. Fribley said this is the largest subsidy they know of. 

The manufacturer, dealer, and purchaser all lose through this practice. 

Does not believe manufacturers effect any savings by distribution in 
this volume. 

The price a dealer must pay a manufacturer for a new car is constant 
but the value the dealer must give for a used car varies, adding to the 
uncertainty of the business. 

Mr. Dixon read a letter into the record containing allegations that 
Ford and General Motors had introduced a price-packing policy to the 
dealers, starting an inflationary spiral. 

No credit is extended the dealers by the manufacturers for purchase of 
cars—only for parts. A dealer usually gets his credit through a ‘‘floor- 
plan finance plan,” from a bank, finance company, or some other source. 

The lending agencies do not-care for this floor plan. But “they 
take it as an accommodation to the dealer to enable him to carry a stock 
of automobiles for which he has to pay the factory cash, and in doing 
that they expect then to get a suitable proportion of retail-finance paper 
from the dealer, which is a very profitable item, and it is because of that 
that they are willing to make this floor-plan advance.” 

The dealers cannot always get the exact car they want from the 
manufacturers. 

They would like to operate on 30-day credit like other business, but 
doubt this would do anything to help lower prices to the consumers. 

Dealers have absorbed past price increases because buyers just cannot 
pay any more. 

A large number of dealers are being forced to go out of business. 

Although it is not known how many more cars would be sold if a price 
decrease were instituted, there is no question but what sales would be 


increased. Since 1955, average monthly car payments have risen by 
$20 to $30. 
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Aprit 29, 1958 


Opening statement by Senator Kefauver. In these hearings, “atten- 
tion is to be focused on the question of what has happened to the demand 
for automobiles and to the effect on demand of the increase which has 
taken place in concentration and the decrease in alternative choices 
available to the buyer.” 

3 Statement of Laurence E. Crooks, automotive consultant, Consumers 
nion. 

Introductory statement. 

Told the subcommittee how they test and rate automobiles. 

There is a need for improvement of quality in cars—has seen quality 
decline ‘‘over a period of years.” 

Almost all cars made today have larger engines with more power than 
those of the 1955 Cadillacs and Chryslers. Although the cost of pro- 
ducing today’s engines is probably less than the cost of the 1955 models, 
it does cost more to run them. 

Newer and better highways “are making low-powered cars possible at 
the time we are, or the industry, is sold on building high-powered cars,” 

Discussed the appeal of foreign cars. 

About 1% to 2 used cars are sold for each new one. 

“Tn my opinion, nothing could do as much to reaffirm the responsi- 
bility of the automobile dealer and take him out of the Arab rug peddler 
class a a firm posted price in each car in his salesroom.”’ 

A purchaser should “‘buy the dealer as well as the car.” 

Mr. Crooks said: “It is my considered opinion that the average car 
buyer is far too likely to come out of this whirlpool of factory-dealer- 
customer relationship, mutual ill will and divided responsibility, with a 
car neither satisfactory to him nor satisfactory (if it were deposited on 
their doorstep) to the men who designed and built it.” 

In his opinion, the main protest from consumers is “that they are 
charging too much for too little quality and too much automobile.” 


Statement of Daniel J. Lino, publisher, Automotive Finance Association 
Introductory statement. 


His publication, Automotive Facts, is circulated among finance agen- 
cies. e intends the term “finance agencies’ to mean ‘‘auto finance 
companies and those banks that discount the retail sales contracts of 
automobile dealers.” 

It is his belief that “the current depressed demand for new passenger 
cars is the cumulative effect of automobile sales and credit excesses of 
the past several years which have reacted to the national economic reces- 
sion with a suddenness that emphasizes their severity.” 

“The factors that influence new-car demand are many and complex 
but the car makers, during the past several years, by being unresponsive 
to the requirements and the wants of the mass buyer, have further 
complicated an admittedly complex problem.” 

Not only does it cost more to buy and run a car today but it does not, 
“with few exceptions, * * * represent sound value.” 

“Even if we were willing to accept the manufacturers’ cost-price 
arithmetic, on the basis of an inability to understand the complexities 
of their pricing system, we would be unwilling to accept their statement 
that the customer has demanded the extremes in horsepower, gadgetry, 
and styling which are being offered today.” 

The American buyer increasingly wants value in a car, and “If Detroit 
tries to serve the American buyer a cheapened product that offers 
minimum value to the buyer and maximum profits to the manufacturer 
it will be making another costly mistake.” 

“During the high-production years of the 1950’s nonindustry observers 
assumed that the economics of the automoile industry were in order 
when they noted the manufacturers’ production figures. 

“What they failed to realize was that this volume of production was 
not being sold to the retail buyer without a sacrifice of profits on the 
part of the dealer and then only with the aid of unsound credit terms.” 

Dealers have also damaged demand through their ‘‘almost universal 
practice of packing the retail list price of the new car to such a degree 
that the buying public has lost confidence in the auto dealer.’”’ The 
manufacturers have done nothing to discourage this practice. 
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‘Factories provided their dealers with so many different factory- 
installed equipment items, and with so many different models of the 
same make car, that finance agencies in the 1950’s had to discontinue 
the historic practice of basing the amount eligible for financing on a 
percentage of the dealers’ sales price, and instead used the factories’ 
price to the dealer as a basis for their calculations.” 

“One of the byproducts of unsound credit terms is an increase in 
repossessions,’ and reports indicate 1958 will be a banner year. Re- 
possession almost always means a loss for buyer, dealer, and finance 
agency. 

> his opinion, pressure salesmanship ‘“‘builds up from the top. The 
manufacturer by excessive production will, of course, force the cars on 
the dealer, and the finance companies whose competitive practices are 
built around the dealers are in turn forced to accept the lengthy matur- 
ities and the unsound credit terms.” 

Liberalized credit terms are not the answer to today’s bobtailed 
market. ‘The credit excesses of 1955 and 1956 proved that low down- 
payments and extended terms simply result in time buyers being unable 
to achieve an ownership equity which will enable them to reenter the 
market in sufficient numbers and within a period of time that would 
support new-car production at anywhere near plant capacity.” 

Base price, insurance rates, and interest rates have all climbed since 
1955, thus raising monthly payments considerably. 


Apri 30, 1958 


Statement of George Katona, director, economic behavior program, Survey 
Research Center, University of Michigan. 


Introductory statement. Outlined operations of the Survey Research 
Center, ‘‘the leading social science research organization in the country.” 

Consumer attitudes toward spending lead actual spending behavior. 
For instance, surveys in 1957 showed there would be a slowdown in 
consumer spending later. This timelag is usually about 6 or 8 months. 

Most people do not identify themselves with producers but ‘‘take the 
consumer point of view. In spite of frequent cost-of-living increases 
and, on the whole, favorable personal financial developments in times of 
inflation, people think that price increases detract from their well-being.”’ 

‘‘Wage increases are viewed not as compensation for price increases 
but as rewards for personal accomplishments.”’ 

If price declines are regarded as temporary and are not accompanied 
by lower income, ‘‘they tend to stimulate demand.”’ 

Although people hold a variety of views, ‘‘the notion of bad times to 
buy cars and its explanation, seems to show that what happened to auto 
prices contributed to the decline in auto demand.’’ However, pricing 
is not the only cause of this reaction. 

“One thing, however, we do know positively: the price situation over 
the last 2 years was not a stimulating factor for auto sales.”’ 

There are factors present now which should favorably influence po- 
tential auto demand. Discussed these factors. 

Consumers need to be stimulated to make them buy. Therefore, he 
believes ‘‘the Government must act, for instance, through tax reductions. 
And business must act through introducing technological changes, 
through introducing new marketing practices or through reducing prices.” 

In his opinion, the best way for Government to show it is acting in a 
recession is to reduce taxes. 

Believes it important to learn more about consumer psychology “in 
the interest of economic stability.” 

Believes ways could be found to lower insurance rates—that risks 
involved do not require as high rates as now exist. 


Statement of Richard S. Latham, industrial designer, Latham, Tyler, 
Jensen, Chicago, IIl. 


Introduetory statement. 

There is ‘“‘a cultural lag in our country’’ between development of new 
products and willingness of consumers to accept them. 

Style change is important, but must be undertaken slowly and with 
care. 
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There is a definite difference between “planned obsolescence and 
style obsolescence. Style obsolescence to a great extent depends on 
appearance, sensory perception alone, to create the illusion of newness, 

“Planned obsolescence stems out of actual innovation in the machine 
as such,” 

Believes buyers are in revolt against “planned style obsolescence.” 

Out of his 20 or so clients in various industries he can think of only 
1 or 2 “‘who used new styling as a method to insure use of their product.’ 


May 1, 1958 
Introductory statement by Senator Kefauver. 


Statement of Gregory Chow, assistant professor of statistics, Massachusetts 
Institute of Technology 


Introductory statement. His study of the effect of price and income 
on automobile sales cover the years 1921 to present. 

A decline in disposable income greatly reduces the number of cars 
purchased; but if prices were lowered by 15 percent, the number of 
cars bought would be raised by 1 million; if lowered by 20 percent, it 
would be raised by 1.4 million. 

He does not, however, believe “these predictions or conclusions should 
be taken too seriously unless the way by which they are derived can be 
shown to be valid.” 

He bases his conclusions on actual experience. 

He estimates that “for every percent increase in per capita income, 
automobile ownership would be increased by 1% percent.’’ Further, 
“that for every percent increase in price, there will be 0.6 percent drop 
in automobile ow nership; it would decrease people’s detiee of ownership 
by 0.6 percent.” 

“I have observed the changes in automobile ownership among people 
of different income groups, and I have found that for every 10-percent 
increase in income, there corresponds a 15-percent increase in automobile 
ownership.” 

“* * * any percentage change in ownership would lead to a per- 
centage change in sales four times as large.”’ 

When income increases car sales do not necessarily go up, if prices 
also increase. There are factors bearing on automobile consumption 
other than price and income, however. 

Although other factors are of importance in determining consumer 
demand, ‘“‘the price and income happen to be the 2 major factors affecting 
sales, as 'T have found by observing past sales in the last 30-some years. 

One qualification “‘is that I have considered price and income as two 
separate factors, and there would be some secondary effect in the follow- 
ing sense: 

“‘When prices drop and then sales would be expected to increase, the 
increase in sales have some effect on employment and accordingly on 
income, so that there would be an indirect effect of price on income, 
therefore the effect of price change through its indirect effect on income 
would magnify its importance.” 

Reduction or elimination of the excise tax on automobiles would serve 
to stimulate sales and production. He believes, however, the effect of 


a price reduction on consumption would not be as great as Mr. Reuther 
had contended. 


Statement of Daniel B. Suits, associate professor of economics, University 
of Michigan 

Introductory statement. Although private firms sometimes finance 
certain studies, he told the subcommittee “that the opinions involved 
in this report are my own and do not necessarily reflect those of the 
Ford Motor Co. or any other agency. 

“The objective of this investigation is to apply mathematical statistical 
techniques to the historical data of the automobile market in the United 
States to determine, first, what magnitude of potential influence the 
most important factors determining the demand for automobiles may 


have, secondly, to evaluate, insofar as possible, something of their 
historical importance.” 
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Out of the factors influencing demand, they selected the following five: 
“The incomes that people have to spend, that is real disposable income; 
the number of cars that they already own; the prices that they have to 

ay for new automobiles; the credit terms under which automobiles can 
Be bought; and finally the prices of other things that consumers must 
buy. 

Bee of his exhibits showed “that an increase in disposable income of 
1 percent tends to increase new-car sales by about 4 percent * * * 
that an increase in our average monthly price of 1 percent tends to 
decrease retail sales about six-tenths of 1 percent. Finally, an increase 
of 1 percent in stock of cars on the road tends to decrease new-car sales 
by, again, about 4 percent.” 

Of these factors, amount of disposable income is the most important. 

It is his belief ‘‘that since the very high level of operations in the first 
half of the fifties, we have very nearly caught up to the level of car 
stocks that people want to own, and that from here on we have to look 
forward to something more closely approximating a replacement market, 
with a slight upward trend as population and income improve.” 

He believes a price reduction and either elimination or reduction of 
excise taxes would increase sales, but does not go as high as Dr. Chow. 

If his ‘‘figure of 0.6 elasticity is correct, then a 1-percent reduction in 

rice (of cars) would increase the volume by six-tenths of 1 percent. 
This would mean that more cars (sold) would actually bring in a lower 
gross dollar revenue for sales.’’ This would adversely affect, profits. 

“At the other end of the spectrum, at 1.5 elasticity, and 1-percent 
reduction in price would increase units sold by 1% percent; this would 
increase total sales revenue in dollar terms.”’ 

Does not think annual model changes have much to do with total 
number of cars sold, but does believe ‘‘they have a tremendous amount 
to do with whether one buys car A or car B.”’ 


May 2, 1958 


Various documents submitted for the record with accompanying 
explanations. 


Statement of Ernest R. Eaton, Jr., Eaton Chevrolet Co., Washington, D. C. 

Introductory statement. 

Sells about 98 percent of his paper to General Motors Acceptance 
Corp. 

Having become acquainted with GMAC over a period of years he felt 
‘““GMAC was the best deal for me and for the customer.’”’ During his 
negotiations with General Motors for a dealership there was no mention 
of his dealing with GMAC. Mr. Eaton owns 40 percent of the stock in 
his company and Motors Holding division of GM has the other 60 
percent. 

When a new car is delivered to him it becomes part of his “floor plan 
financing.’’ He borrows money from GMAC to pay for it. 

GMAC has automobile insurance companies and he is an agent for 
one of them—Motors Insurance Corp. 

If the customer asks for his recommendation as to financing, he recom- 
mends GMAC. 

After selling the paper to GMAC he agrees “‘to buy the car back if it 
is brought back to me repossessed, and brought back to me within 90 
days of the time the payment is in default.” 

GMAC frequently turns down customers’ credit applications. He 
usually finances 90 percent of the cost of the car to him. 

During the month of March his average gross profit per car was $226, 
excluding any profits from financing and insurance. His average income 
per car from financing, over a 5-month period, was $79 per car. 

It is his opinion that many dealers would operate at a loss if it were 
not for the income from financing and insurance. 

He finances a little over 50 percent of the cars he sells. 

Mr. Eaton gets a 25-percent commission on car insurance, but gets 
nothing for the group life insurance. 
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If a buyer wants to take out his insurance with someone else, Mr, 
Eaton said they “‘try to sell him on the advantage of buying our insur- 
ance,” but he can get his insurance elsewhere if he wishes. 


Statement of Charles G. Stradella, president, General Motors Acceptance 
Corp., accompanied by A. F. Power, counsel, GMAC 


Introductory statement. 

GMAC is a wholly owned subsidiary of General Motors Corp., having 
three directors who are employees of GM. The others are GMAC 
employees with one exception. 

ne director is the president of Motors Insurance Corp., a wholly 
owned subsidiary of GMAC. Most of the directors of GMAC are also 
directors of Motors Insurance Corp. 

General Motors owns another insurance company, General Exchange 
Insurance Corp. This company has directors from GMAC, General 
Motors, and officers of GEIC. 

A purchaser may either arrange for his own financing or ask the dealer 
to help him. If arranged through the dealer, he “‘arrives at the figure 
he quotes in the light of many factors, such as competition of other 
dealers, State laws regulating charges, his evaluation of the risk, his 
knowledge of discount rates of sales finance companies and banks, and 
probably his estimate of his overall profit on the entire car-sale transac- 
tion.’ 

Rates for physical damage insurance vary, “‘but generally would be the 
tariff or conference rates which are promulgated by the National Auto- 
mobile Underwriters Association’’. 

The sales finance companies “‘account for slightly less than 50 percent 
of the auto installment credit outstanding”’. 

“GMAC is classified as a sales finance company and acquires its 
receivables by purchase of completed time sale obligations from dealers, 
As a matter of policy, GMAC finances only the time sales of General 
Motors dealers.” 

During the last 3 years, GMAC has financed about 28 percent of GM 
dealers new-car sales (cash and time), while studies indicate that between 
62 and 67 percent of new-car sales have been on time during that period. 
So, “approximately 43 percent of General Motors dealers’ new-car 
time sales are financed by GMAC.” 

Mr. Stradella estimated that not more than 10 percent of sales of GM 
cars are financed by other finance companies. 

In States having no legislated maximum finance charges, GMAC 
usually advises dealers not to exceed 7 percent per year. ‘‘ However, 
there are circumstances under which GMAC will purchase contracts 
if the rate agreed upon by the purchaser and dealer exceeds this figure.” 

Interest rate of 7 percent flat per annum would be 21 percent for 3 

years. 

' This practice is legal in States having maximum interest laws. 
Although it differs from procedure used in buying a house, ‘‘it always 
has been the practice in the time-sale area.”’ 

“‘As to insurance premiums, these are established by the insurance 
companies and not by GMAC. If the physical damage insurance is 
placed through an insurance affiliate, or if the group creditor insurance 
is placed with the Prudential Insurance Co., the contract, to be acceptable 
to GMAC, must state the exact premiums as established by these 
companies.” 

In 1957 Prudential received premiums in the amount of $17,962,000 
and paid back $2,795,000, as their claim experience was “better than 
expected.” 

Monthly payments made by the purchaser are affected by ‘‘many 
things other than the price of the car, the financing charge, and the 
insurance premium.” Therefore, it is difficult to identify a ‘typical’ 
or “average” transaction. 

A ear covered by GMAC installment contract must be covered by 
fire, theft, and collision insurance, but ‘‘GMAC does not insist that the 
car be insured with its insurance affiliates (in the case of 42.1 percent of 
all new-car contracts purchased by GMAC during 1957, insurance 
coverage was placed with nonaffiliated insurance companies).” 





[r. 
ir 


Ce 


ng 
.C 


lly 
so 


ge 
ral 


ler 
ire 
er 
ris 
nd 
uc- 


he 
/O- 


nt 
its 
rs. 
ral 


M 
en 
rd. 
‘ar 


M 


Lys 
ice 

is 
ice 


ble 
ase 


100 
an 


ny 
al’? 


by 
the 


1ce 


3277 
3278 


3279 


3281 
3282 


3283 


3286 


3288 
3289 


DIGEST OF TESTIMONY ul 


Premiums of GMAC affiliates “are at or below, and if below related 
to, the tariff rates promulgated by the National Automobile Under- 
writers Association. 

“Since this is the practice of these affiliates any changes in their 
premium charges are directly related to actions of the NAUA.” 

If there had been no increase in car prices, ‘‘the insurance premiums 
in 1958 would have been lower than in 1955.” 

“There is no evidence which GMAC has seen that the demand for 
new cars has been materially influenced in recent years by the changes 
in the finance charges and insurance premiums which may have taken 
place at the dealer-purchaser level, or by changes in discount and 
withholding rates of financing sources. 

“GMAC is of the opinion that the moderate adjustments which may 
take place from time to time in the future, whether increases or reduc- 
tions, will not materially influence this demand.” 

There is no Federal laws regulating finance companies, but GMAC 
is organized under the banking laws of the State of New York. 

In the case of insurance companies, their rates are approved by 
insurance commissioners of all States. 


May 6, 1958 


Statement of Hon. Paul H. Douglas, a United States Senator from the 
State of Illinois, accompanied by Howard E. Shuman, legislative 
assistant. 

Introductory statement. 

As early as February had proposed tax cuts to counteract the recession, 
including “‘a cut of one-half in the excise taxes on automobiles and auto 

arts. 

. When he proposed cut in excise tax on cars he ‘‘made this offer condi- 

tional on getting the promise of the major automobile manufacturers 

that they would pass on such a cut to their dealers and distributors and 
not pocket the reduction themselves.’”’ The four major producers have 
so agreed. 

‘Because of the really difficult times in which the auto industry finds 
itself, including the fact that there are at this date about 850,000 new 
cars on dealer lots, exclusive of used cars, I fully believe that the dealers 
would pass on such cuts because of the great competition which they face. 
However, to insure that the consumer would actually receive the cut, I 
also provided by language in my bill that the manufacturers would not re- 
ceive a rebate of the excises they had already paid for the 850,000 cars 
now in dealers’ hands, nor, as provided in my bill, the retroactive refund 
of the excise for any cars sold after March 1, unless reimbursement has 
actually been made to the ultimate purchaser.” 

Senator Kefauver proposed in legislation ‘“‘that the manufacturer of the 
automobile pay the tax in the first instance and then refund to the pur- 
chaser the amount of the reduction of the excise tax. He would then 
get a credit for that amount when it is refunded to the eventual pur- 
chaser. The purchaser would thus be assured that he had received the 
benefit of it.”’ 

Senator Kefauver’s bill would be retroactive and would apply to the 
850,000 cars now on hand. 

Senator Douglas said he was ‘‘prepared to go even one step further. I 
am prepared to say that the excise tax on automobiles should be cut back 
from 10 percent to 24 percent, instead of to 5 percent, or by $150 a car 
selling for $2,000 at the manufacturer’s level. That would be $225 re- 
duction on a car selling at $3,000 at the manufacturer’s level. However, 
this is conditional on the auto companies cutting their prices by 6 per- 
cent or by $120 for a car selling for $2,000 at the manufacturer’s level, 
and by $180 for a car selling at $3,000 at the manufacturer’s level. A 
combination of a 7'4-percent cut in the manufacturer’s excise tax and a 
6-percent cut in the price by the manufacturer himself would mean a 
total cut in price of 134 percent, or $270 on a car selling for $2,000 at the 
manufacturer’s level, and, of course, a cut of $405 on a car selling for 
$3,000 at the manufacturer’s level.”’ 
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If tax reduction spurred automobile production, that in turn would 
ao production in industries supplying products to the automobile 
industry. 

Inasmuch as the 13.5-percent reduction in price to the consumer is 
composed of a tax reduction and a price reduction, “the companies 
could therefore expect to increase sales by 16 percent with a price re- 
duction of their own of only 6 percent.’ 

This would certainly mean, so far as their own costs are concerned, 
that the increase in sales would offset any loss in revenues from the price 
cut and that the total revenues to the companies as well as total sales 
would probably increase.” 

Senator Kefauver pointed out that “‘the automobile industry has a 
capacity of 9 to 10 million cars, and with a reduction to 4 million, 60 per- 
cent of the capacity is not being used.’’ Even in the peak year of 1955, 
only 80 percent of capacity was being used. 

If the union were willing to make some sacrifices in its contract 
demands, “‘the joint cooperation of the Government, the automobile 
manufacturers, and the union could result in a real reduction in the 
prices of automobiles and hence an increase in demand and a reduction 
in unemployment.”’ Senator Kefauver endorsed Senator Douglas’ 
statement. 

A secondary effect of the price cuts would, he believes, result in in- 
creased production and sales of “‘at least another 100,000 cars and prob- 
ably by appreciably more than this figure.”’ Thus, the total effect of 
his proposal would be to increase in sales of about 20 percent at an 
annual rate. 

If production were increased by 20 percent as a result of price and 
tax reductions “spreading total overhead costs over a significantly greater 
number of cars would result in an average saving to the automobile 
manufacturers in overhead costs of some $115 per car.”’ 

On the basis of an average factory price of $2,000 per car, ‘‘a 6-percent 
price reduction would mean a reduction in revenues of something in 
excess of $120 per car. Thus, on the one hand, we have a saving in 
the overhead costs of $115 at least, and, on the other hand, a reduction 
in revenues from the price cut of some $120. In view of the very rough 
character of all these estimates, the conclusion for all practical purposes 
is that the effect of the reduction in prices would be virtually completely 
offset by the reduction in overhead. 

‘“‘The automobile industry could thus make this much-needed price 
reduction without any inroads being made into their present profits, 
provided it is accompanied by a tax cut * * *.” 

Summarized his proposals. 

His proposed excise tax cut would be permanent—not temporary. 

Is not proposing to extend these benefits to any other industry, but 
‘if the auto industry in turn would put pressure on the steel industry 
to reduce its prices, that also would be very helpful.’”’ Favors removal 
of excise taxes on consumer durables, but does not believe ‘‘we can make 
those conditional upon price decreases because there are so many differ- 
ent producers.”’ 

Senator Douglas said he was ‘“‘very glad’”’ the subcommittee is going 
into the subject of “‘administered prices,’’ which ‘“‘is merely another name 
for ‘monopoly prices.’ ”’ 
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ADMINISTERED PRICES 


TUESDAY, JANUARY 28, 1958 


Untrep States SENATE, 
SvuscoMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 318 
Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Langer, 
Dirksen, and Wiley. 

Also present: Senator Goldwater, United States Senator from Ari- 
zona, Representative Brown from Missouri. 

Paul Rand Dixon, counsel and staff director, Donald P. McHugh, 
counsel, Dr. John M. Blair, chief economist, Peter N. Chumbris, 
minority counsel, Carlile Bolton-Smith, counsel to Senator Wiley, 
Horace L. Flurry, assistant counsel, Dr. E. Wayles Browne, Jr., 
economist, Louis Rosenman, attorney, Marcy Brooks, assistant to 
Senator Hennings, Thomas B. Collins, staff member, Committee on 
the Judiciary, Jerry O’Callaghan, legislative assistant to Senator 
O’Mahoney, and Peter Posmantur, attorney. 

Senator Kreravver. The committee will come to order. The Anti- 
trust and Monopoly Subcommittee of the Judiciary Committee is com- 
_— of the Senator from Wyoming, Mr. O’Mahoney; the Senator 

rom Missouri, Mr. Hennings; the original chairman of this subcom- 
mittee and the former chairman of the Judiciary Committee, Senator 
Langer of North Dakota; the ranking member of the full Judiciary 
Committee, Senator Wiley of Wisconsin; Senator Dirksen of Illinois; 
and myself. All members of the subcommittee are either present or 
will be present. Recently, one member of the subcommittee, Senator 
Neely, passed away. ’ 

Today we reopen and continue the Antitrust and Monopoly Sub- 
committee’s hearings on administered prices which were announced on 
March 11, 1957, and started on July 9, 1957. 

_ The maintenance of a competitive, free-enterprise system in America 
is vital and basic to the public welfare. By Senate Resolution 57 the 
Antitrust and Monopoly Subcommittee of the Committee on the 
Judiciary is authorized— 

* * * under sections 184 (a) and 136 of the Legislative Reorganization Act 
of 1946, as amended, and in accordance with its jurisdiction specified by rule 
XXV of the Standing Rules of the Senate, to make a complete, comprehensive, 
and continuing study and investigation of the antitrust and antimonopoly laws 
of the United States and their administration, interpretation, operation, enforce- 


ment, and effect, and to determine and from time to time redetermine the nature 
and extent of any legislation which may be necessary or desirable for— 
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(1) clarification of existing law to eliminate conflicts and uncertainties 
where necessary ; 

(2) improvement of the administration and enforcement of existing laws; 

(3) supplementation of existing law to provide any additional substan- 
tive, procedural, or organizational legislation which may be needed for the 
attainment of the fundamental objects of the laws and the efficient admin. 
istration and enforcement thereof. 

Cost of living and prices are presently at an alltime high. News- 
om and trade journals are reportin daily an ever-increasing num- 

er of basic industries that are cutting back production, with resulting 
increases in unemployment. For instance, today the steel industry is 
reportedly operating at approximately 60 percent of capacity. "Re. 
cently the Labor Department designated nearly one-third of the major 
industrial centers as areas of “substantial” unemployment. 

The most important single problem before the American people 
today, at least on the domestic front, is the solution of these troubles 
besetting our competitive enterprise system. America prospers on 
full employment. Increased concentration in our basic industries is 
making it more difficult for new enterprises to be energized in America, 
The effects of these problems are not only domestic but are far-reach- 
ing and materially affect our foreign policy. To combat the forces 
of communism, America must stay strong. We cannot afford the 
luxury of recessions or depression. Time is of the essence in solving 
these problems. The relationship between concentration and admin- 
istered prices, the effects of administered prices upon the economy, 
and the causes of high and rising prices must be understood. 

This subcommittee, during the last session of the Congress, com- 
pleted its hearings on administered pricing practices in the steel in- 
dustry, and held extensive hearings bearing upon the same subject 
in the petroleum industry conducted by Senator O’Mahoney. 

The record of the steel hearings has recently been printed. The 
record of the hearings in the petroleum industry have been printed 
and are available. The subcommittee report on the steel hearings 
will soon be released. 

If the steel industry is the largest basic industrial underpinning, the 
automobile industry is its greatest single direct source of jobs and 
purchasing power. According to Standard & Poor’s Industry Survey 
on Autos, roughly 1 person in every 7 gainfully employed in our 
country depends upon the automobile industry, directly or indirectly, 
for livelihood. It is normally the largest single consumer of such 
basic commodities as steel, rubber, flat glass, nickel, and lead. It is 
the main support of our great petroleum industry. An economic de- 
cline in the automobile industry is a matter of the gravest economic 
concern. Recently, reports emanating from Detroit have consistently 
indicated that automobile sales have been lagging and thereby bring: 
ing unemployment to an ever-increasing number in the industry. 

This decline in automobile production and employment has been 
accompanied by an increase in automobile prices. On December 20, 
the Bureau of Labor Statistics announced that the increased prices of 
the 1958 automobiles were responsible for three-quarters of the rise 
in the Consumer Price Index in November. This was the biggest 1- 
month jump since last July. According to this announcement, new-car 
thes averaged 11.5 percent higher than October prices and 4 percent 

igher than a year ago. 
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The subcommittee fully realizes the great interest concerning the 
wage negotiations which must take place in May of this year. It is 
not the jurisdiction or een of this subcommittee to mediate a wage 
dispute; in fact, it would be improper for the subcommittee to make 
recommendations as to what wages or profits should be. However, the 
subcommittee is concerned about the problem of concentration in the 
industry, with the use of monopoly power, the preservation of compe- 
tition, and the energizing of new entry of business undertakings into 
industry. The subcommittee is fully aware of the many claims that 
high wage costs are responsible for high prices. The subcommittee is 
likewise aware of the many claims that profits in some industries are 
exorbitant and the result of excessively high prices. 

A determination of the actual causes and an understanding of ad- 
ministered prices in the automobile industry, as well as in others we 
are sure, would be beneficial to the Congress in legislating adequately 
and in giving the public a better general understanding of the prob- 
lems involved. If asa byproduct, this subcommittee can contribute to 
a fuller realization by both management and labor of their great re- 
sponsibilities and of following a course of reasonableness in their deal- 
ings, it will inure to their benefit and to the public’s. 

he subcommittee entertains no punitive purpose. It is not seeking 
to lay the basis for any prosecution against labor or management, but 
we invite the cooperation of both labor and management in laying the 
facts before the Congress and the country in order that we may all 
serve the public interest. 

Attorney General William P. Bogers has recognized the relationship 
between the cost-of-living aud antitrust law enforcement. In a press 
statement that he issued on December 9, he stated, “If antitrust laws 
are effective, the cost of living vill be kept down.” One of the primary 
purposes of the subcommittee’s hearings on administered prices is 
the examination of the pricing practices in our major industries in 
order to determine whether our antitrust laws are adequate to effectu- 
ate the fruits of competition to the American public. 

During these hearings the subcommittee will attempt to ascertain 
the views of labor, management and the consuming public. When 
these hearings were originally announced it was believed that all the 
witnesses could be heard in approximately 2 days. However, it be- 
came evident that more time was needed in order to fully hear the 
statements of all of the witnesses. For this reason and the conveni- 
ence of the witnesses, the subcommittee rescheduled the appearances 
of witnesses for definite days. 

Today the subcommittee will hear from Mr. Walter P. Reuther, 
president of the United Automobile, Aircraft and Agricultural Im- 
plement Workers Union of America. Mr. Harlow Curtice, president 
of General Motors Corp., is scheduled to appear before the subcom- 
mittee at 10 a. m., on January 30; Mr. T. O. Yntema, vice president 
of the Ford Motor Co., on February 4, at 10 a. m.; Mr. L. L. Colbert, 
serge of Chrysler Corp., on February 6, at 10 a. m.; and Mr. 

rge Romney, president of American Motors Corp., is scheduled 
to epee on February 7, at 10 a. m. 

Before we proceed with Mr. Reuther’s testimony, does any mem- 

ber of the subcommittee wish to make a statement ? 
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I might say that my statement has been gone over by members of 
the subcommittee. 

Senator Dirssen. Mr. Chairman—— 

Senator Kerauver. Senator Dirksen. 

Senator Diexsen. For the record I think I should note the com- 
ments and judgments I made yesterday afternoon in the committee 
room, and simply interpose at this point my own doubts about juris- 
diction with respect to certain matters that come within the purview 
of this committee. 

It is scarcely necessary for me to amplify that matter because every 
member of the committee is aware of it. 

I have retained the notes I made at the time so I just wanted to 
have that made as part of the record in case that question of juris- 
diction of the committee should arise at some future time. 

Senator Kerauver. Very well, Senator Dirksen. 

The staff of the subcommittee sent Mr. Reuther a letter requesting 
considerable information which I believe should be placed in the ree- 
ord without being read. If there is no objection, the letter to him 
and the reply signed by Nat Weinberg, the director of special projects 
of the International Union, UAW, will be made a part of the record, 

$319) documents referred to will be found in the appendix on 

. 3319. 
’ Senator Keravver. I think the most pertinent information pre- 
sented by Mr. Reuther, which undoubtedly will be discussed, con- 
cerns the number of members of the union and what companies they 
work for, the hourly earnings and the amount of fringe benefits, 
which will be put in the record at this point. 

(The information referred to, in the UAW letter, follows:) 

Answer to question No. 1: The total members of the International Union, 
United Automobile, Aircraft and Agricultural Implement Workers of America 
in the United States for the last quarter of 1957 was 1,400,000. This figure 
includes laid-off UAW members and pensioners who do not pay dues to the union. 
The average dues-paying membership in the United States for the last quarter 
of 1957 was 1,209,687. 

Answer to question No. 2: The UAW has membership in the aircraft and 
agricultural implement industries and in supplier industries to the automobile, 


aircraft, and agricultural implement industries plus other metalworking | 
industries. 
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There are approximately 400,000-450,000 UAW members in these industries. t 


i 
Answer to question No. 3: Number of UAW members employed in last quarter ' 
of 1957: i 
a cad eh sen dbibicalnpiperireneninmehow 343, 000 © 
Nee a ceeded ee wee emencpwigas 136, 000 
a decpbiebidbasis us peiecutientnnaiteisencnmnneumanegees 107, 000 © 
Neen ee ii ccaipiands mitten epee neenen 14, 000 
Answer to question No. 4: We are in no position to determine with accuracy — 
the UAW members employed in nonautomotive divisions of the above-named 
companies. 
The companies can supply precise data. F 
Our very rough estimates are as follows: ; 
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Answer to question No. 5: Following are Bureau of Labor Statistics average 
hourly earnings converted to a straight-time basis: 


Average 
straight time 
Year: hourly earnings 
boa ae ioe myscate ef pen alain te dec sw anit dlinticag aa siadegeiandoainhsbtdiptciatabdcatche aad $0. 915 
an dt cabelas ei Rotter satiation ci encipiceiliidalab cop da . 920 
a he coherence boss oe hi tc pimnichpah enti id acini ipspenbegaeinahistaiaiia 1. 005 
cease nine atcnasd tai tapi panacea aie deiicaaiseatanci aac lie 1. 090 
ici cde inhale igseccaaalcoh nen testa lotiahinit inte eeaanireniattrtitanadessaaainpeiaaien 1. 188 
cha ine coin saree poe eli scissors ohana eagh saat eaeneeb ae tacetinn- doe saisenen 1.177 
aes eeapd deena a tasle ek atin sie statin eee oaeesanamaidasaee 1. 203 
Sich te sebcilantitah Sied-ob-sieaiidigetahesnarias eadltpipeedh sich ck anda ob sk deishn maieelidlics “wteedicicdc ta tssotn mean 1.318 
I Ti iti se lc Tcl inept msab crc l nl als genes ei 1. 444 
I lta cisplatin a abana atin anlage eaialeeivans aaa 1. 582 
I cet daes cnssie h taiainedisienson en dijo ean etancpeibtaaaheatin vaste decease maar 1. 662 
ie dicarde veh Aedicdh inetd acesnmivn ae secbiekdheerliek hdc kei tddblonicbenineianinsanoketeibes 1. 712 
a a is in eth cah ns apis Spits andes mb idan: asad dolnipo neh pbc eabeishe tial ntbkchasehiasdaameb bia te 1. 87 
IRI icing ink ligase sherds easgh pdageiiaplita alla tan alcaiasdiigiiwali 1. 97 
Sri cnt teide niga ae sinicacethig itt eicagaigns ealia othe cdninenon mba aie caaieiergaanneeetmn ttt aees th 2. 06 
tiie ire oneal ira so babel etelaipiptlenaieisesattedaiar scams aiestenhh ahieseibcaineiaie 2.12 
SE Si heii bd chips cto chek om nips eh seinen, tas toilens dalepvilooh th cndloerinsmstak ob iivninha inane 2.18 
hk Seal hgh hat Ak aah casa sahien nino ebap atu salah Hpac laaco ais aiaascalnen desist obibnil 2. 28 
atin ID ces ctr insane didnsiteeioeitstebeliimshlsab oni orbniscetacseipliiitn 2. 40 


Answer to question No. 6: The fringe benefits which UAW members have 
secured from the automotive industry during the 1939-57 period are listed 
below. They are based on the UAW agreement with General Motors and are 
representative of the fringe benefits for the automotive industry. 

Holiday pay: Seven holidays paid when not worked and if worked, employees 
receive holiday pay plus double time for hours worked. 

Weekend premium pay: Time-and-a-half for Saturday. 

Double time for Sunday except for workers on continuous operations. 

Vacation pay : Employees receive the following vacation pay: 

1 week after 1 year 

1% weeks after 3 years 
2 weeks after 5 years 
2% weeks after 10 years 
8 weeks after 15 years 

Pensions: Employees retiring at age 65 with at least 10 years service receive 
$2.25 per month for each year of service. 

In case of total permanent disability employees with at least 15 years service 
receive $4.50 per month for each year of service. 

Insurance: Employees are covered by life, weekly sickness and accident, hos- 
pital, and surgical benefits insurance. The cost of these programs is shared by 
employees and the company. 

Supplemental unemployment benefits: Company contributes 5 cents per hour 
& a fund for payment of supplemental unemployment benefits to laid-off em- 
ployees. j 

Jury duty: Employees receive $5 per day, maximum of 14 days for jury duty. 

_ pay: Minimum of 4 hours pay if worker reports and no work is avail- 
able. 


A FUNDAMENTAL QUESTION 


Senator O’Manoney. Mr. Chairman, may I interrupt at this point 
to make special emphasis upon the answer to question 3, because I 
think it brings into focus the gravity of the question with which we 
are dealing. 

The question which was addressed to Mr. Reuther was an inquiry as 
to the number of members of his union who were employed in the last 
quarter of 1957 by certain automobile companies. I think the answer 
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is very illuminating: General Motors, 343,000; Ford Motor Co,, 
136,000; Chrysler Corp., 107,000; American Motors Corp., 14,000. 

This answer illustrates in dramatic terms the concentration which 
has taken place in the automobile industry in the United States. This 
concentration is particularly important to all the people of the United 
States because we know that in the manufacture of automobiles, raw 
materials gathered from every part of the Nation are used. So that, 
in a sense this great motor industry is the heart and soul of the Amer- 
ican economy. 

General Motors Corp., which employs 343,000 of the members of 
this organization, has manufacturing plants abroad; the Opel car 
is built abroad by General Motors. 

Ford Motor Co., which employs 136,000 members of the union, has 
a manufacturing plant abroad, and I understand that Chrysler Corp, 
is planning to build a corporation to make motor cars in Europe also, 

We know that the wage rates abroad are much lower and the living 
standards are much lower than they are in the United States. That 
is a variance which creates a very serious problem for all of our 
people no matter what their following or what their employment or 
what their calling may be. 

Every ranch and farm in the United States of America is concerned 
with having a market to eat the products produced upon the farm 
and on the ranch. If we have unemployment in industry in the 
United States, we liave a smaller market for the farmers of Amer- 
ica. We know that, with the exception recently of cattle, the prices 
of livestock and the prices of all other agricultural commodities have 
been going down. 

As a matter of fact, the January issue of Economic Indicators, pre- 
pared by the Council of Economic Advisors and published by the 
Joint Economic Committee, which is now holding sessions, tells us 
that the income of the farmer is now less than the dividends distributed 
by the large corporations of America. Farm receipts have been de- 
clining. Industrial and corporate profits have been increasing. 

So we are dealing, Mr. Chairman, in this hearing, with a funda- 
mental question of the American economy. I feel that we should ap- 
proach this question with open minds on all sides. I have in my own 
mind no case that I want to prove except that I believe, as I did 10 
years ago, that where a few corporations secure the power to produce 
more than a very large percentage of any commodity, before they raise 
prices they should report their intent and prove their case to some 
proper agency of the Government. 

I note that Mr. Reuther, in his statement, has called attention to 
this bill which I introduced in July 1948. 

Mr. Chairman, I have a copy of this bill, and I ask unanimous 
consent that it, together with a copy of the statement that I made at 
the time of its introduction, be made part of the record after the testi- 
mony of Mr. Reuther. 

Senator Keravver. Is there any objection ? 

Would you care to have it printed at that point or in the appendix! 

Senator O’Manoney. Whatever the Chair decides. 

Senator Kerauver. Without objection, the bill and the statement 
will be printed in the A ppendix. 
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(The documents referred to will be found in the appendix, on p. 
3323. 

Berator Keravuver. Thank you, Senator O’Mahoney, for your state- 
ment which points up the significance and the importance of the 
hearing that we are starting sane. 

For the information of the press, I will read the figures, in the re- 
sponse by the UAW, of the number of UAW members employed in last 

uarter of 1957: General Motors, 343,000; Ford Motor Co., 136,000; 

hrysler, 107,000 ; American Motors, 14,000. 

The first question requested the number of members of the union. 
The answer to that, for the information of the press, is that the total 
number of members of the International Union, United Automobile, 
Aircraft and Agricultural Implement Workers of America, in the 
United States, for the last quarter of 1957, was 1,400,000. 

This figure includes laid-off UAW members and pensioners who do 
not pay dues tothe union. The average dues paying membership in the 
United States for the last quarter of 1957 was 1,209,687. 

Senator Dirksen. Mr. Chairman, I just want the record to show 
that these documents were not delivered until 9:30 last night, and I 
have had no opportunity to examine them. 

Isthat correct? 

Mr. Drxon. That is correct. 

Senator Krrauver. We didn’t get them until late last night. We 
received Mr. Reuther’s statement on Sunday afternoon and imme- 
diately sent copies to other Senators. 

In order that we can get a general picture of the situation as to the 
distribution of new cars, I have asked the staff to prepare a chart 
which, in a condensed form, will be put in the record. It shows the 
distribution since 1929 of new car registrations by General Motors, by 
Ford, by Chrysler, and by all others, brought up through the month of 
January 1958. This will be committee exhibit 1. 

The chart is self-explanatory. 

(‘The chart referred to is as tows ) 
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Senator Keravver. I have also asked the staff to blow up from the 
New York Times a series of charts concerning the situation on unem- 
ployment in the United States. It is from the issue of Sunday, January 
96, 1958, and will also be made a part of the record, as committee 
exhibit 2. 

(The charts referred to are as follows:) 
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Senator Witey. What isthe total ? 

Senator Kerauver. Total unemployed? 

Senator Winey. Yes. 

Senator Kerauver. It appears by this chart to be just a little less 
than 4 million. 

Senator Witey. How many employed ? 

Senator Kerauver. The chart doesn’t show that. 

Senator Witey. About 60 million, I think. 

Senator Kerauver. We can get full information on that. 

Mr. Reuther, will you come up and introduce any of your associates 
who will assist y ou in your presentation ? 
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STATEMENT OF WALTER P. REUTHER, PRESIDENT, UNITED AUTO- 
MOBILE, AIRCRAFT, AND AGRICULTURAL IMPLEMENT WORKERS 
OF AMERICA; ACCOMPANIED BY NAT WEINBERG, DIRECTOR, 
SPECIAL PROJECTS DEPARTMENT 


Mr. Reutuer. Mr. Chairman, this is Mr. Weinberg, who is the di- 
rector of our special projects department, and former director of our 
research department, who will supplement my testimony and some of 
the details of the statistical information which we will present. 

Senator Kerauver. We are glad to have you, Mr. Weinberg. 

Is there anyone else who will be assisting you, Mr. Reuther ? 

Mr. Reutuer. At the moment I think not. 

Senator Keravuver. Very well. 

Mr. Reuther, your full statement will be printed in the record as if 
read, together with the exhibits and tables that you have presented. 
We note it is 110 pages long; it will all be printed, and any part that 
you do not read or present will, of course, appear in the record. 

Will you proceed in your own way ? 

Mr. Reutuer. Thank you, Mr. icin: 

I would like, also, if I might, to put into the record a supplementary 
statement which we have prepared, and then I would like to amplify 
both of these prepared statements orally, if I might. 

Senator Kerauver. The supplementary statement will be printed in 
the record following your main statement. 

Senator Dirmxsen. Mr. Chairman, let me ask this: We are going to 
examine in detail the 110-page statement, I take it? 

Mr. Revutuer. I will cover much of the information in the prepared 
statement, and we are prepared to answer questions on any specific 
item in the prepared statement. 

Senator Dirksen. That is a long statement for the committee 
members to examine. 

My notion is, Mr. Chairman, if it is to be a part of the record, that 
the statement should be read paragraph by paragraph so that if ques- 
tions do occur to the committee they can be asked at that point. 
Otherwise, we will get lost in a 110-page statement, which might take 
considerable time to read. 

Senator Kerauver. We usually do ask the witnesses to present their 
statement and the rules provide that they file their statement and then 
summarize it. 

I would believe, Mr. Reuther, if you would deal with and point out 
the matters that you are dealing with as you go along, that would be 
certainly a shorter method and would also meet Senator Dirksen’s 
suggestion. 

Senator Dirksen. Mr. Chairman, as I examine this long statement, 
I see from place to place some items of controversy, and, certainly, I 
don’t know how we will approach them or develop them unless the 
statement is read; and, of course, the 110-page statement says, state- 
ment prepared for presentation to the subcommittee. 

I gather the distinct impression from that, that it is to be presented, 
and I think it should be. 

Senator Kerauver. Senator Dirksen, I assume Mr. Reuther will 
cover, in accordance with the rules of the Legislative Reorganization 
Act, all the subjects mentioned here. It is customary, and I think 
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it should be followed at this time in the interest of trying to get some 
brevity—I know that the testimony is going to be long enough as it 
is—that he present his statement in his own way and refer to the 
subject matter where found in the prepared statement; so, if any Sen- 
ator wants to ask questions on a particular item, he may do so. We 
will follow the same rule with other witnesses. 

We have not in the past required witnesses to read lengthy state- 
ments, and the Legislative Reorganization Act provides for filing 
the statement and then giving a summary of the statement. 

Senator Dirksen. I know of no such rule, Mr. Chairman. 

Of course, I am only one member of the committee. I will abide 
by your judgment in the matter, but I thought we were going to 
examine this very extensive statement, rather than a very brief, very 
abbreviated statement, because I know of no way of getting this 
whole story before the committee and into the record. 

Mr. Reutuer. Mr. Chairman, we are prepared to discuss any aspect 
of our prepared statement and answer questions in detail. We sub- 
mitted the prepared statement in advance so that the members of the 
committee would have an opportunity to familiarize themselves with 
what we were going to present. I would like to proceed with my oral 
statement; but we will answer any specific questions on any item that 
is listed or set forth in the prepared statement. 

Senator Kerauver. Very well. Proceed, then, Mr. Reuther. 

(The prepared statement of Mr. Walter P. Reuther may be found 
following his testimony beginning on p. 2345.) 

Mr. Reuruer. Mr. Chairman, we appreciate very much the oppor- 
tunity of appearing here, and I appear on behalf of the UAW and 
the 114 milfion members of our organization. 

We are very much concerned with the impact of the administered 
price policy of the automotive industry upon the general economic 
well-being of the Nation. We are very much concerned about the 
growing and serious imbalance in the American economy, the increase 
in unemployment, and the forces of recession which have set in in 
many aspects of the American economy. 

Our appearance here today, Mr. Chairman, is the culmination of 
2% years of continuous efforts on the part of our organization to 
get the United States Congress to take a good look at the wage-price- 
profit equation in the automotive industry and especially on the part 
of the. big three: General Motors, Ford, and Chrysler, who dominate 
this industry and who represent 97 percent of the production of the 
passenger-car industry. We believe that the impact of their admin- 
istered prices, the fact that they can in the exercise of their monopoly 
position in this industry set aside the laws of supply and demand 
and rig their prices at a level which we believe shortchanges the 
American consumers, American farmers, and American workers, and 
that this rigging of prices in the automotive industry since the auto- 
motive industry does have a tremendous impact upon the whole econ- 
omy, is a very important and contributing factor in the creation of 
the growing imbalance in the American economy, and so we are very 
happy to appear here. 

enator Kerauver. Let me make it clear in the beginning that your 
appearance here in this hearing on the automobile industry is not a 
result of any suggestion or effort on your part or on the part of the 
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United Automobile Workers. We started upon a hearing on admin. 
istered prices in a number of industries back on March 11 of last year, 
at which time we announced that the steel, automobile, and other | 
industries were to be heard and other industries were listed. 

The list did not come from any suggestion that was made by you. | 

Weare glad that you feel the hearing is important and that you saw | 
fit to be here. I think in a hearing of this kind it is necessary to get | 
the views of both labor and management because they both, of course, _ 


play a very important part in the operation and the production of | 
these large basic industries that we are examining. ' 

Now will you proceed ? 5 

Mr. Revutrner. You are quite correct, Mr. Chairman. We are very | 
happy to have had the opportunity of being invited here so that we | 
can present our point of view, and we trust that after the management | 
representatives who will appear following us have presented their | 
testimony, we will have an opportunity to comment on the matters | 
that they present to the committee just as they will have an oppor. | 
tuniy to comment on the things that we present. We think that in| 
that kind of an exchange, the committee then will be able to get to the | 
basic facts in this situation. ; 

We believe that the investigation into the destructive impact of ad- 7 
ministered prices in America’s basic industries, auto, steel, petroleum, | 
and other critica] industries relates very directly to the source of the | 
developing imbalance in the American economy, and we believe that | 
as we can make these facts available to the American people, we can 
develop an enlightened public opinion which can be a very powerful | 
moral and constructive force in trying to get the practical implemen- 
tation of the restraints which President Eisenhower has called upon | 
both labor and management to exercise in these critical times, and only | 
as the public understands the basic economic facts can they begin to | 
fix economic and moral responsibilities upon the groups responsible 
for the inflationary pressures and for the growing imbalance in the 
American economy. 

I think that we can all agree that the American economy is free- 
doms’ greatest material asset, and how effectively we mobilize the 
productive capacity of the American economy and how intelligently 
we distribute the abundance which we make can be a decisive factor in 
the struggle between the forces of freedom and the forces of tyranny. | 

That is why we are very much disturbed, Mr. Chairman, that at the 
very time when America, as the strongest of the free nations of the 
world, must of necessity take on increasing world responsibilities to’ 
meet the challenge of the forces of Communist tyranny, that at the! 
time we need to be strong at home in order to be equal to the challenge | 
abroad, the American economy is limping along. It is in low geat,) 
and unemployment is on the increase. ; 

We believe that only as we set out a clear definition of national | 
priorities in which the American people put first things first, and then | 
mobilize our productive capacity by achieving full employment and 
full production, can we be equal to the world challenge, can we meet 
the challenge abroad and do the things that need doing at home. | 

We know that we need to be stronger in terms of our military pos | 
ture. We know that we need to overcome our educational deficits. We} 
need to put greater energy into our scientific effort. We need to raise 
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our living standards, and we need also to put greater emphasis upon 
foreign economic aid, because this is going to be an area in which the 
Soviet challenge will be sharpened. The Soviet Union will put greater 
and greater effort into programs of economic penetration and political 
subversion, and only an American economy fully mobilized on the 
basis of full production and full employment can be equal to this 
kind of a challenge. 

Senator O’Manoney. Mr. Reuther. 

Senator Keravuver. Senator O’Mahoney. 


BELIEF IN FREE ECONOMY 


Senator O’Manoney. I interpret what you have just said as a 
declaration on your part of your unreserved belief in a free economy. 

Mr. Revruer. Senator O’Mahoney, I just believe that freemen 
working together in a free economy under a free government are su- 
perior in every way to any kind of totalitarianism. We are in trouble 
not because the Russians are better. We are in trouble because we are 
not trying. I propose that we roll up our sleeves and go to work. 

Senator O’Manoney. I sense, Mr. Reuther, that there is a great 
deal of fear among the people of America—it has been cultivated per- 
haps in some quarters—that organized labor is not in favor of a free 
economy, but would like to take over the direction of American indus- 
try. Isthat true or not? 

Mr. Revtruer. Nothing could be further from the truth. The Amer- 
ican labor movement is irrevocably committed to a freeeconomy. We 
do not believe in the class struggle. We have rejected the Marxist 
concept of class struggle because it is based upon an antiquated con- 
cept of struggling to divide up economic scarcity. We believe that 
freemen instead of struggling to divide up economic scarcity have 
the glorious eppeesnony of cooperating in the creating and the sharing 
of economic abundance, and we think that that can be done within the 
framework of a free economy in which we need to find a way to share, 
by giving the worker his equity, the consumer his equity, and the 
stockholder his equity in the distribution of an expanding abundance 
made possible by the new tools of science and technology. 

We reject the Communist concept of class struggle. 

Senator O’Manoney. It has been charged that you personally, and 
the United Automobile Workers Union, have desired to deal largely 
with large businesses, that your heart has not been with small manu- 
facturers in the stimulation and encouragement of competition in the 
motor industry. Isthat right or wrong? 

Mr. Revutuer. That also is not true. Actually, we have given a 
great deal of time and careful thought trying to figure out what we 
can do to try to check the growing concentration of economic power 
and control in the hands of the Big Three. We think it would be a 
sad thing for America and a bad thing for our union if the small 
companies get pushed out, and we are trying to help them. 

Later on, when I discuss our wage proposals, you will find that we 
have specifically tried to devise a wage policy approach that will tend 
to help maintain the smaller companies in business, rather than squeeze 
them out. I must say this: that the small companies do not have a 
ghost of a chance of surviving in a contracting economy. Their only 
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possibility of surviving is if they can share in an expanding market. 
As long as they have got to compete with the Big Three to share in 
in scarcity, they are in trouble. They can only survive if they share 
in abundance. 

Senator O’Manoney. Let me ask you the key question again in a 
perfectly direct manner. 

Do you or do you not envision a situation in the United States in 
which labor will take over control of industry / 

Mr. Revtuer. I do not, I do not. I think that that is not even in 
the remotest sense a part of labor’s goal in America. What we are 
trying to do, Senator O’Mahoney, is to find a way to create the kind 
of economic and political climate in which free men, free labor, and 
free management working together within the framework of a free 
economy can find a way to create the maximum economic abundance 
by the rational and intelligent utilization of our developing tech- 
nology, and then find a sensible, sane, socially responsible and moral 
basis for sharing in that abundance. 

The thing that we have not somehow got across to big business in 
America is that this question of the fair distribution of the fruits of 
our advancing technology transcends the question of economic justice. 
It is a matter of economic necessity, because when we shortchange 
consumers and workers and farmers, then the economy gets out of 
joint. It gets out of balance, and you get in trouble and the trouble 
threatens the well-being of the whole. 

Senator O’Manonry. You have emphasized free men. Is it your 
concept that men are superior to the organizations they form ? 

Mr. Revuruer. I say that no organization has any purpose or any 
value excepting as it serves basic human ends. 

Senator O’Manonrey. Is it your desire that we seek to promote an 
economic system by which all classes of people will be served—the 
farmer, the storekeeper, the industrialist, the consumer, the worker in 
the small towns, as well as the worker in the factories; all shall have 
a free chance to share in the great economy that this Nation, the 
people of this Nation, can build? Is that your concept ? 

Mr. Revuruer. Precisely. We believe that every segment of our 
society that contributes to its well-being has the right to share in the 
equity of the greater abundance, and we say that this is not only a 
matter of justice, not only a matter of economic morality, it is a mat- 
ter of economic necessity because the system will not work unless every- 
one gets a fair share. It breaks down. 

That is why it is breaking down now, and I intend to demonstrate 
that by some statistical evidence which comes out of official records 
that no one can challenge. 

The system will not work unless we maintain an expanding dy- 
namic balance between greater productive power and expanded pur- 
chasing power, which means that the equity of all groups is reflected 
in maintaining this very delicate but dynamic expanding balance. 
We must achieve balance between productive power and purchasing 
power at a higher and higher economic plateau in which all the peo- 
ple can share, higher living standards, more of the good things of 
life, more of the things that not only can take care of man’s physical 
needs but can facilitate man’s growth as a social and cultural and 


spiritual being, which really is the end product of our total economic 
effort. 
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Senator O’Manoney. Thank you very much. 

Senator Kerauver. Proceed, Mr. Reuther. 

Mr. Revurnuer. Mr. Chairman, the thing that disturbs us is this 
tremendous loss of production that we are now suffering, and which 
will even become more serious, almost 4 million unemployed, basic 
industries operating at 60 percent of capacity. 

The steel industry operated at 56.6 percent of capacity in the week 
of January 21. 

The automotive industry is operating at 60 percent of capacity; 
other basic industries are operating way below their capacity. 

We believe that this margin of unemployment, the margin of un- 
used capacity, can represent freedom’s margin of survival in a critical 

riod. 

I wish that the Soviet Union were only using their steel capacity 
at 56 per cent. 

I wish they had the workers who could make tractors and trucks 
and combines and earth-moving equipment, I wish they were only 
working 60 percent ; I would feel more sure. 

But when they are mobilizing every ounce of economic muscle, we 

are dragging our feet. I think ‘what we need to do is to comprehend 
more clearly the dimensions of the world challenge, and then find a 
way to mobilize the capacity of the American economy, both our 
human and mater ial resources, and use those resources for the devel- 
opment of our maximum economic position so that we can be equal 
to the challenge in the world. 

We get in trouble—and I have said many, many times to workers 
that I have the privilege and responsibility of representing, “You 
don’t really have to be a graduate of Yale or Harvard or the Ivy 
League universities, with a ‘doctor of philosophy degree in economics, 
to know what is wrong with the American sy stem, why it gets into 
trouble.” 

It gets into trouble because of the imbalance that develops between 
expanded productive power and the lag in purchasing power. 

This is what happened in 1929. Here is a Fortune article, which 
spells this out in very clear terms. 

It was published in February 1955. It is called, Portrait of an 
Economy Going to Pot. 

It has also all sorts of statistical charts to illustrate, and I would 
just like to read one short paragraph, because what is happening 
now isexactly what happened then. 

Senator Kerauver. We will put that article in the record. 

(The article referred to may be found in the appendix on p. 4160.) 

Mr. Revruer. Thank you. 

I just want to read this one short paragraph. It deals with what 
we were doing with the economic pie, the gross national product in 
the period before the crash in 1929. 

Now, history is important only as we can learn lessons from it 
and avoid the mistakes that gave us difficulties in the past. 

Here is what Fortune magazine says: 





How the pie was sliced: Factory productivity, measured as output per man- 
hour, increased rapidly through the twenties. But hourly factory wages did not 
keep pace. A rising share of national income in the late 1920’s went to upper 
income groups. Interest, profits, rent rose 14 percent between 1926 and 1929, 
while wages and salaries rose only 7 percent. 
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What is happening in this period ? 

Well, essentially the same things that brought about the imbalance 
in 1929 are beginning to create imbalance in 1958. 

The only essential difference is that in 1958 we have built into the 
American economy some economic cushions: Unemployment insur- 
ance, social security ; we have got strong unions that can push for their 
equity in the American economy, and the result is that the negative 
compounding impact of unemployment, which breeds more unem- 
ployment, cannot snowball at the rate that it snowballed in the period 
of 1929; but the underlying economic causes are the same. 

You can see what happened to the share of the gross national prod- 
uct that farmers got and wage earners got in the period before 1929, as 
contrasted with those who were getting dividends and interest and 
nonwage income, and then parallel that in this period, and you will 
find that essentially the same thing is taking place. 

In other words, we are making the same mistakes now as we made 
in the period before 1929. Big business, these powerful corporations, 
by the exercise of monopoly control of vital sectors of our economy, 
are able to rig prices and set aside the law of supply and demand; and, 
because of that policy, they are getting a disproportionately large 
share of the gross national product. 

If this were just a matter of their being selfish, that would not be 
too serious. But their taking more than their share means that you 
siphon out of the economy essential purchasing power, and that creates 
the imbalance, and it gets you into trouble. 

Therefore, what we need to do is to find a way by which we can 
share the greater abundance made possible by our developing tech- 
nology, by automation, by the peaceful use of the atom. We must 
share that with workers, with consumers, with farmers, with stock- 
holders, so that we maintain this dynamic balance that is essential 
to growth and to the well-being of our whole economy. 

Everyone reads the papers, and the average citizen of America must 
be very much confused, because he has been subjected to a continuous 
barrage of propaganda and counterpropaganda. 

Big industry says that labor is responsible for the inflationary 
situation, and labor counteracts by saying that big business is respon- 
sible, and if you could solve economic problems with propaganda and 
name-calling, we would not have any economic problems in America. 

But, unfortunately, economic problems are stubborn, and they only 
yield to intelligent, rational economic action, and that is where we 
have not solved them. 

We have reams of articles from the newspapers. in our office about 
inflation. 

Here is a headline, “Inflation Blamed on Wages.” 

Here is another one: “Industrialists Ask End of Pay Rises.” 

Here is another: “Industrialists Attacks High Wages and Says the 
Only Cure for Inflation Is Recession and Unemployment.” 

We believe that the recession, and the inflation which helped pave 
the way to the present recession and unemployment, grows out of this 
serious imbalance in the economy, which is reflected by the fact that 
huge corporations have gotten tremendous gains; and the consumers 
have been overcharged, Raaoainn these corporations operate in indus- 


tries in which the price is not determined in the market place by the 
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law of supply and demand, but is determined arbitrarily by corpora- 
tions which have got enough power to set aside the law of supply 
and determine how much they are going to charge. 

I would like to show you a chart which, in a simple way, illustrates 
the source of this growing imbalance. 

This is the oie 3 1952 to June 1957, which shows—— 

Senator Lancer. Mr. Chairman, could we have that marked as 
“Exhibit 1”? 

Senator Kerauver. Without objection, this chart will be marked 
as an exhibit. Let us identify it as Reuther exhibit 1. It will be 

laced in the record. 

(The chart referred to follows :) 


~ TOWARD AN UNBALANCED ECONOMY 


DECEMBER’ 1952 TO JUNE 1957 
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| PROFITS AFTER INTEREST... DIVIDENDS ALL SALARIES | 
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Mr. Reuter. This chart indicates—these are from sources of re- 
liable governmental statistics—that profits after taxes plus deprecia- 
tion were up 48 percent; interest—and this, again, reflects the tight- 
money policy, because the bankers had a field day— interest is up 52 
percent; dividends are up 38.9 percent, all salary and wages are up 
30.2 percent. 

Now, that 

Senator Kerauver. What period is that from ? 

Mr. Revuruer. This from December 1952 to June 1957, so that it 
comes up to quite recently. This is the most recent information we 
could get because it is difficult to get the data on the last half of 1957 
this early. 

But it indicates very clearly the growing imbalance that has re- 
sulted from a disproportionate share of the gross national product 
going to the nonwage and nonsalary groups excluding farmers, and 
this other group wage and salary earners, getting a disproportionately 
small share. 








2182 ADMINISTERED PRICES 


This second chart indicates—— 

Senator Witxy. Mr. Reuther, you mentioned gross national product, 
Do you mean the national income? 

r. Reurner. Well, the gross national product is the total of the 
goods and services that we create. It is the value of all the goods and 
services put together. 

Senator Wier. I understand that. But when you are talking 
about the income having gone up that much, there is a difference be- 
tween income and product of course. 

Mr. Revtruer. That is correct. 

Senator Witey. And you are talking now in terms of the acreage 
in percentage in fiational income. 

Mr. Reuruer. That is correct. 

Senator Witey. Have you the figures showing what the national 
income is and what the percentage amounts to? 

Mr. Reuruer. I will show you in a moment the relative movement 
upward of wages and profits and so forth in specific situations and 
then I think you will get the point that I am trying to make here, 
which is that the pressure on the price structure did not come from the 
fact that wage earners had gotten huge increases. 

The pressure came from the other source, from the nonwage, non- 
salary sector of our economy. This chart shows trends in prices and 
costs per unit in the private nonagricultural economy. 

Senator Kerauver. We will mark that chart as Reuther exhibit 
2 


| (The chart referred to follows :) 


TRENDS IN PRICES AND COSTS PER UNIT 
IN THE PRIVATE NONAGRICULTURAL ECONOMY 
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Mr. Revutuer. This is a copy of the BLS chart put out by the De- 

artment of Labor, and the heavy line here is the movement of prices. 
Phat is the price change from 1947 to 1956. You will notice that the 
line above that, with the little circles is the nonlabor payments per 
dollar of real product, and all through this period it was well above 
the movement of prices. In other words, the income of nonwage and 
nonsalary groups was higher than the movement of prices. 

The lower line is the labor payments per dollar of real product, 
and that line, showing the position of labor, of wages and salaries in 
relationship to the change in prices was well below the movement ex- 
aot this small point here, where it got very close, but never 

ualed it. 

“Bo there is no question about it. You cannot exert pressure on the 
rice structure when you are well below the movement of prices, 
ause it keeps moving above you. 

This is the line that explains the movement upward of the price 
structure. We have not been pushing it. We have been chasing after 
the price movement. 

Yet this does not tell the whole story, because the real killing came 
not in the economy as a whole, which those figures reflect, but in the 
group of giant corporations which, as I said before, exercise monopoly 
control and can arbitrarily determine the price structure unrelated to 
the supply and demand forces. 

This next chart. points out what would have happened if wages had 
risen as fast as profits, taking the first 9 months of 1952 and the first 9 
months of 1957 as the basis for comparison, and dealing with the 
profit increase of America’s giant corporations whose assets are in 
excess of $100 million; this is the group who really are responsible. 

Senator Keravuver. That will be made Reuther exhibit 3. Will you 
give the source of the information ? 

(The chart referred to follows :) 








ADMINISTERED PRICES 


2184 


° a Oo a) ae be are ocr Ee Sh ——r verwnw ee ~~" = we = 


RWIS 4 NOMTTW 85% Fo, 

Ni 4 HLIM wandomM PSLassy WLOL HLM } 
Awol ova BOVUsAY 40 SNOILLVNOdYO) JO 
“S3a97M Siis0Oud 





YIM HOV3 IWOW 
€9 LEs 


JAVWH GINOM 
Y3SNYOM HIV3 


Wa3aM dad 





4N39uU3d 


(296/ PUEZGE/ 49 SY2UOp/ G 7S4ly bussedwuoy ) 


SLId0Ud SV ISV4 SV N3SIu GVH ee 





wees 


erage mee eae 


ee Ne RLY RET FN 


“we 


at. we 


wi 


AOS ORE RR RNP RTI NT A EE ey he 


ADMINISTERED PRICES 2185 


Mr. Reutuer. This is the Federal Trade Commission and Securities 
Exchange Commission, so that this again is a governmental source. 

What does this show ? 

It shows that the profits of these giant corporations—— 

Senator O’Manoney. How many ? 

Mr. Revtuer. To be included in this figure they have to have assets 
of over $100 million. 

Senator O’Manoney. How many of them are there ? 

Mr. Revuruer. I do not know the exact number. In terms of the 
number of companies in America they are relatively few, but in terms 
of their dominance in the American economy they are very important. 

Senator O’Manoney. Does Mr. Weinberg have that number? 

Mr. Reuruer. Senator O’Mahoney, we can try to get that figure for 


ou. 

. Senator O’Manonry. Please do and insert it at this point. 

Mr. Reutuer. We will do that. 

Senator Keravuver. Do you have the number, Mr. Weinberg? 

Mr. Wetnzerc. No; the source does not give the number but it should 
be possible based on income-tax data to approximate the number. 

enator Krerauver. Please get the number and supply that for the 
record. 

(Mr. Reuther subsequently supplied the following information :) 

On the question of the number of manufacturing corporations with assets of 
$100 million or over, according to the Fortune Directory, supplement to Fortune 
magazine, July 1957, there were as of January 1957, a total of 261 manufacturing 
corporations with assets of $100 million or over. 

According to the Internal Revenue Service there were 215 manufacturing 
corporations with assets of $100 million or more which filed tax returns for tax 
years ended July 1954 through June 1955. 

(Source: Statistics of Income, 1954; Corporation Income Tax Returns U. S. 
Treasury Department, Internal Revenue Service.) 

Mr. Reuruer. This indicates that the profits after taxes of these 
giant corporations in the period under discussion, went up 79.1 percent. 

What happened to the average factory wage after taxes in that 
period, using a worker with four in the family as the basis for pro- 
jecting the average movement of wages? Wages went up 19.2 percent 
as contrasted to 79.1 percent for profits, 

The average factory wage at the end of the period, June 1957, was 
$74.97 per week, and if wages had gone up by the same percentage in 
that period that the profits of these giant corporations had gone up, 
wages would have been $112.60, or $37.63 more per week for every 
factory worker in America. 

So you can see what has happened here. The figures indicating 
the general movement of profits ahead of wages for the whole economy 
do not really show you the whole picture because it was the giant 
Papretons which are the culprits in this situation. 

en you get to the Ford, GM, and Chrysler picture you even get 
more fantastic economics. 

Recently Mr. Breech made a speech which we think was a concoction 
of erroneous economics and just plain propaganda, and he is heating 
up the cold war at a time 

Senator Kerauver. For the record, who is Mr. Breech with ? 

Mr. Reuruer. He is the chairman of the board of the Ford Motor 
Co. He made a speech down in Tennessee, Senator Kefauver, at the 
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chamber of commerce, I think, in Nashville, just last week, and he 
e considerable coverage in the press of Detroit. He got almost a 

ll page that contained the text of his speech, and the headline here 
of the Detroit Times says, “Breech Rejects UAW Fishhooks.” 

Mr. Benson Ford recently made a speech also in which he pointed 
up the same kind of economic thinking, what we think to be erroneous 
economics, as Mr. Breech used in his speech. Mr. Breech and Mr. 
Benson Ford would have the people of this country believe that wa 
have been skyrocketing and profits really have been in bad shape, that 
they have actually been down in this period. 

Mr. Breech talks very strenuously, but he always talks about vague. 
generalities. He hides behind the 14,000 companies that went bank- 
rupt in 1957, and he never gets around to talking about the profits of 
the Ford Motor Co. as they relate to wages and prices. I would like to 
take just a couple of minutes and show you what the situation is in 
an industry in which three put companies account for 97 a of 
the production, and in which there is no price competition but prices 
are set arbitrarily, at a level that they decide, unrelated to the market 
situation. 

Senator Kreravuver. Since you referred to Mr. Breech’s speech, can 
you tell us what newspaper it was printed in ? 

Mr. Revtuer. The Detroit Times. 

Senator Kerauver. Suppose we put that into the record. 

Mr. Reutuer. Very well, we will see that you get a copy of this for 
the record. 

Senator Keravuver. That will be Reuther exhibit 4. 

Mr. Revuruer. Very well. 

(The article referred to will be found in the appendix on p. 3379.) 

Mr. Revurner. Here is a chart that shows the average rate of 
profit on stockholder investment for the period 1947 through 1956. 

The lower bar represents all manufacturing corporations, and this 
is before taxes, the rate of profits in that period was 23.5 percent. 

But the rate of profits in the automotive industry among the big 
three was 44.1 percent. 

This is the rate of profit on net worth for that period. 

In other words, for all manufacturing corporations it was 23.5 
percent and in the automotive industry is was 44.1 percent. 

Senator Witzy. What year is that? 

Mr. Revruer. That isthe period 1947 through 1956. 

This is the rate of profit before taxes on their investment. 

In other words, in the automotive industry the big three, in this 
period of 10 years, made an income before taxes of 44.1 percent on 
the average for that period. 

Senator Keravuver. That is before taxes? 

Mr. Revruer. That is before taxes. 

Senator Keravuver. What is the source of that material ? 

Mr. Wernserc. All manufacturing corporation data again are 
from the Federal Trade Commission and Securities and Exchange 
Commission reports. 

Senator Keravver. That will be Reuther exhibit 5. 

(The chart referred to follows:) 
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© AVERAGE RATE OF PROFITS — 


4 


“ON STOCKHOLDERS INVESTMENT 


1947-1956 


~ AUTO INDUSTRY 
BIG THREET «| 


‘ALL MANUFACTURING 
“CORPORATIONS — 





Mr. Reuruer. And the auto industry data are from the financial 
reports of the companies themselves. 

Senator Wuey. I call attention, Mr. Reuther, to your own table 
at page 29 in which you show the corporations with assets of over 
$100 million during that period. 

They had an average, I should judge, of about 14 percent after 
taxes. 

Senator Kerauver. What page, Senator Wiley ? 

Senator Witry. Table 29. 

Senator Keravver. In the yellow book? 

Senator Witry. Yes. Iam correct about that, am I not ? 

Mr. Wernzerc. I am sorry, I did not get that question, Senator. 

Senator Witzy. On table 29 in your exhibit. I just looked at it 
because I noticed that on profits after taxes, corporations with assets 
over $100 million range during that period from 13 percent to 16 per- 
cent to 11 percent, to 12 percent, and in 1956 to 13.2 percent. 

Mr. Weinzerc. That is correct, that is after taxes. 

Senator Wixy. Why, sure. 

Mr. Revruer. That is right. 

Senator Witry. What I am trying to get at, I guess, is that it 
seems to me you gave the impression that these large percentages 
were given to the stockholders whereas as a matter of fact the Govern- 
ment took 48 percent of it to start with. Here are your own figures 
showing that the corporations with assets over $100 million had a 
return of, say, 13 percent. 

Mr. Wernzerc. Senator, if I may, these figures would be subject 
to taxes in roughly the same proportion from both the auto corpora- 
tions and for all manufacturing corporations. 

The only different effect would come in during the Korean war 
= when the auto corporations, to a larger degree than all manu- 

acturing corporations, had excess profits which were subject to the 
excess tax rate; but otherwise, at today’s tax rate, if you split these 
figures roughly in half you would have the after-tax relationship 
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for both of them, and you would still find that the auto corporations 
are earning rates of return on their investment, roughly twice what 
all manufacturing corporations are earning. 

Mr. Reuter. 5 think that is the significant point here. We are 
trying to show here the relationship between the profits of the Big 
Thres in the automotive industry and the profits of industry gener- 


ally. 

Renate’ Wuey. Is there a table in your exhibit here showing sepa- 
rately—you have given those under a hundred million and those over 
a hundred million. 

Mr. Reutruer. That is correct. 

Senator Wizey. On that same page you will notice in the later 
years that those under a hundred million averaged about 7 percent. 

Mr. Wernserc. They were running consistently below 

Senator Wutzy. Where is the table showing the automotive profits 
after taxes? 

Mr. Wetnzerc. We have tables for each of the corporations. For 
exambple, table 19 will show the profits of General Motors Corp. year. 
by year throughout the postwar period on both a before and after tax 

asis. 

You will notice, for example, that in 1950 General Motors’ rate 
of return before taxes was 86.6 percent, and after taxes, 39.9 per- 
cent. 

Senator Wirzy. How much? 

Mr. Wetnserc. 86.6 percent on investment in a single year before 
taxes, and 39.9 percent after taxes, which means that after their 
taxes were paid, they would recover the full value of their investment 
in 21% years and still retain the plantas on which that profit was made. 

Senator Witey. Mr. Weinberg, should not explain that from 86.6 
percent to 39.9 percent is not the normal 5-percent tax? That takes 
into consideration—— 

Mr. Wernzerc. In that year it takes into consideration the excess- 
profits tax. 

Senator Kerauver. The excess-profits tax, that is correct. 

Mr. Wernserc. We have a similar table for Ford in table 20, and 
you will find there that in 1950 Ford made a rate of return on invest- 
ment of 55.1 percent before taxes, 2614 percent after taxes. In 1955 
Ford did even better, 61.2 percent before taxes and 27.6 percent after 
taxes. We have a similar table for Chrysler, which also shows profits 
before taxes running up in 1949, for example, as high as 55.4 percent. 

Senator Keravuver. You have taken the high ones of 1950 and 
1949. How about the first 9 months of 1947 ? 

Mr. Wernzerc. We have data in here for the first 9 months of 1957. 

Senator Kerauver. I mean 1957, I’m sorry. 

Mr. Wertnzerc. With General Motors it is 35.6 percent, after taxes, 
17.5 percent. 

We have in table 22 data for the first 9 months of 1957 for the Big 
Three combined and a comparison with all manufacturing corpora- 
tions. 

I think it should be borne in mind that in looking at the first 9 
months of 1957 for the automobile industry, that that includes the 
third quarter of the year during which the model changeover took 
place, and in the model changeover quarter profits are always con- 
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siderably lower than the rest of the year, but despite that, we find that 
profits before taxes as a percent of net worth, were 35.5 percent at an 
annual rate, and after taxes as a percent of net worth, 17.3 percent at 
an annual rate. 

I should point out also that Ford, in connection with the launching 
of the Edsel, reported some $115 million in extraordinary expenses 
during the first 9 months of this year that really do not reflect the 
operating situation, but reflect money put away for use for other 
purposes. 

One other thing I think worth while noting is that between 1956 
and the first 9 months of 1957 the profit rate of the automobile indus- 
try—and remember that those 9 months are not a representative pe- 
riod because of the model changeover—the profit rate on investment 
after taxes actually increased, whereas in the case of all manufacturing 
corporations the profit rate declined for the same period. 

Senator Wier. If you will turn to table 23, you will find there in 
1956 that the percentage of the Big Three is only 9.2 of all the profits 
of all the corporations in America. That is correct, is it not? 

Mr. WernperG. That is correct as of 1956, Senator Wiley, but may I 
explain the purpose of the table, Senator? The purpose of the 
table is to show how the proportion of all manufacturing corporation 
profits going to the Big Three has grown enormously during the post- 
war period, starting from 4.7 in 1947, reaching 15.1 percent for the 
three corporations in 1955, and in 1956, even though the auto industry 
was already suffering from depressed conditions, partly we believe as 
a result of its price policies, it was still earning twice as large a pro- 
portion of the profits of all manufacturing corporations as in 1947. 

Senator Witey. What I was getting at there is that 9.2 is the per- 
centage of the Big Three of all the income of all the United States 
corporations before taxes. Now, what is the percentage after taxes 
in relation to all the net income of the corporations ? 

(Mr. Reuther subsequently supplied the following information :) 

On the question of the figures on the net worth of corporations requested by 
Senator Wiley, the net worth of all United States corporations (667,856) which 
furnished balance sheet data to the Internal Revenue Service for 1954 amounted 
to $278,498,770,000. 

The net worth of the 115,820 manufacturing corporations which furnished 
balance-sheet data to the Internal Revenue Service for 1954 amounted to $119,- 
253,120,000. 

(Source: Statistics of income, 1954, preliminary, corporation income tax re- 
turns, United States Treasury Department, Internal Revenue Service. ) 


Mr. Wernzerc. The proportion would be about the same, because 
all corporations are subject to the same tax rates. 

Senator Witry. You think it would still be 

Mr. Wernserc. The tax rate is 52 percent on corporate profits be- 
fore taxes above 25,000, if I remember correctly, and that rate applies 
to the Big Three and to all other corporations as well, and I think it is 
important, Senator, to remember that this 9.2 percent of total manu- 
facturing corporation profits was earned by 3 firms out of 115,000 
manufacturing corporations. 

Senator Witry. I understand that perfectly. 

My point was this: I was trying to get what all the facts were 
so I could rationalize the testimony of Mr. Reuther, because as I get 
it, these particular three companies have been getting, it is claimed, 
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too much of the profit to the stockholders, and that that affected 
unemployment and gave us the unhealthy situation it is claimed we 
have in this country. I think we have got to get the whole picture, 
Therefore, can you tell me what in 1956, if you could put it all up here, 
what the net profit of the three corporations was as against the net 
of the American income ? 

Mr. Wernzerc. You mean of the total national income? 

Senator Wize. Yes. 

Mr. Wetnserc. The profit before taxes of the Big Three was 
$2,262,000,000. 

Senator Wier. After taxes? 

Mr. Wetnserc. This is before taxes. 

After taxes—do we have the figure handy—it would amount to 
roughly $1,104,000,000. 

Senator Wier. And how much of that was distributed to stock- 
holders? 

Mr. Wernsere. I do not have that handy, but it has tended to be 
in the neighborhood of about 50 percent. We can supply the exact 
figure on that. ? 

(Mr. Reuther subsequently supplied the following information :) 

On the question of cash dividends paid in 1956 by the Big Three automobile 
companies, the amount of cash dividends distributed in 1956 by General Motors, 
Ford, and Chrysler was $721,469,000. 

(Source: Corporations annual financial reports, 1956.) 

Senator Wry. And what was the national income that year? 

Mr. Wetneere. I could supply that in a minute. The national in- 
come in 1956 was 343 billion. 

Senator Wizey. Thank you very much. 

Mr. Wernsere. I hoe point out, Senator, that the proportion of 
dividends distributed by the Big Three would be as lopsided in rela- 
tion to the proportion distributed by all manufacturing corporations, 
roughly, as the proportion of their profits. 

Senator Keravuver. Senator O’Mahoney has suggested that since 
you have been talking about tables 23 and 29, even though they may 
be filed later on in the record, in order to make this colloquy mean- 
ingful they should be printed at this point. 

WV ithout objection, that will be done. 
(Tables 22, 23, and 29, referred to above, are as follows:) 
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Taste 23.—Profits before taxes of Big Three auto companies, all United States 
manufacturing corporations and all United States corporations, 1947-56 




















[Millions of dollars] 
5 he ieee . Sau re 
Big Three 
| All United profits as 
Stitesmanu-| All United | aime ofall 
Year Big Three | facturingcor-| Statescor- | manufac- 
porations porations turing cor- 
| poration 
| profits 
| Percent 
Oe a ctl cic nensie es ecg haan sii eieeieil 781 $16, 529 $29, 525 | 4.7 
EE eRe... ieagdeicteestamntae talons 1,117 18, 102 32, 769 | 6.2 
De tiainddibicntcedinitsenapivesopeny deeweniet 1, 633 | 14, 140 26, 198 | 11.5 
ST at te ndiat rextenodl diac slins ateidip ied tnademaaiicte mom a0 ai 2, 604 | 23, 280 39, 970 | 11.2 
Staite mala ach ints ehcp vsineegh asp aiongu dantasip tniewo biti 2,009 | 24, 512 41,173 | 8.2 
A a ad tea Maecenas Sh 2, 031 19, 958 35, 936 | 10.2 
a A a Li nekwhiepe 2, 360 | 21, 218 37,039 | 1L.1 
a eo alien’ 2, 162 18, 418 33, 452 | 11.7 
dc ceenegpuene 3, 736 | 24, 788 42,473 15.1 
AR ae anlitirinninndinmRebnbweteedsealywomt a 2, 262 | 24, 611 43, 008 9.2 
' 





Source: Department of Commerce ,corporations! annual reports to stockholders, 


TaBLe 29.—Profit as percent of investment before and after tawes—Manufacturing 
corporations by asset size, 1947-56 


Profits before taxes | Profits after taxes 
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Year Corporations Corporations | Sacsnnitionn| Corporations 

with assets with assets with assets with assets 

less than over | less than over 

$100 million | $100 million | $100 million | $100 million 

(percent) | (percent) | (percent) | (percent) 
latins cia sl ts cs cis enc eesnenetepeaaattineetiiowniaseetin txts 28.9 | 21.0 17.3 | 13. 3 
tthe il tiie tmetpamtiiiiidaanentietpbann aes 25. 2 25. 8 15.3 | 16. g 
SDD icc ditadesesbidetinuiendsehbiyetrenssteane 16. 5 20.8 9.9 13.5 
sat cha cinininderpaiinndnibansdiaareiel cdl samteiiwaaaiphiation pt 26.3 29. 5 | 14.5 | 16.4 
REE eek ion ease encecaenesae an paucninkareneyes = 26. 5 | 29.5 | 11.0 13.9 
lds tebe eae tee aed nnacoesnapinns 20.6 | 23.6 | 8.9 | ll. 
ne cnamnbal 19.8 25.0 | 8.7 | 12.7 
EE sah k ashih.dsttbieeddevanaqechickenDGaegi 15.3 21.3 | 7.3 | 12.1 
enna ante nein 19.9 26.8 | 9.9 | 14.2 
ae en tinicistsnpecosdencabancesnstiie | 21.9 23. 2 | 11.0 13.7 
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Source: FTC-SEC quarterly financial reports for manufacturing corporations. 


Mr, Revruer. The purpose of the last chart which I showed was to 
illustrate the much more favored position of the automobile industry 
in terms of profits than the general manufacturing group as a whole, 
and that was before taxes. This new chart shows the relative position 
after taxes. 

The lower line shows the movement of all manufacturing corpora- 
tion profits after taxes, and the upper line shows the movement of the 
profits of the Big Three after taxes, and you can see there very easily 
that the position of the Big Three was almost twice as good as the 
position of manufacturing corporations as a whole, as “the earlier 
chart showed on profits before taxes. 


Senator Keravuver. We will let that be marked Reuther exhibit 6. 
(The chart referred to follows :) 
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Mr. Revruer. I would like, Mr. Chairman, if I might, to take a 
minute to get this down to simple things in terms of the Big Three— 
Ford, GM, and Chrysler. 

Profits before taxes in the period from 1947 to the first half of 
1957 in General Motors were up 260 percent, and wages were up 72 
percent. 

In Ford, from 1948 to the first half of 1957, profits were up before 
taxes 329 percent and wages up 70 percent. 

Senator Keravuver. Mr. Reuther, are you counting fringe benefits 
in that calculation ? 

Mr, Revuruer. That counts the whole thing. 

Mr. Weinberg tells me that there is a small element of our fringes 
that is not reflected in that, but it is not very significant. 

Senator Keravuver. Tell us what it is. 

Mr. Wernzerc: That is very difficult to ascertain exactly, Senator, 
because we do not know exactly which of the fringe benefits the cor- 
porations include in the wage figures they publish. We know they do 
include some. 

Mr. Revruer. If you take the profit position of General Motors in 
1947 before taxes, they made $554 million. In 1955 they made $2,548 
million. In 1947 the average wage of a GM worker was $1.44 per 
hour, In 1955 it was $2.18 per hour, and if wages had gone up from 
1947 to 1955 in the same percentage as profits, the wage instead of 
being $2.18 pe hour would have been $6.60 per hour for GM workers. 

If you take the Ford comparison, you find that in 1947 Ford had 


a profit of $109 million after taxes, and in 1955 a profit of $968 million 
before taxes. Wages on the average in Ford in 1947 were $1.44 per 


hour, the same as GM, and in 1955 they were $2.18 per hour, but if 
Ford wages had gone up the same as Ford profits from 1947 to 1955, 
the average Ford worker would have made $12.79 per hour. 

These are the facts. This is why we believe that these companies 
are getting a disproportionate share of the fruits of our advancing 
technology. These fantastic profits clearly reflect that they are get- 
ting more than their equity. For every dollar in wage increase during 
that period they raised prices $5. 

Our union has been very much concerned about this, not just as 
wage earners, but as consumers, as American citizens, because we be- 
lieve that this kind of selfish pricing policy, which takes more and 
more out of the purchasing power stream that people need, workers 
and farmers and consumers generally, that if this goes on, unemploy- 
ment will increase, the idle capacity will get greater and the position 
of America to meet the challenege in the world and to meet the un- 
filled needs of people at home will get worse and worse and worse, 
and we are in trouble. We believe that we are playing for keeps, that 
we are enegaged in a one-game world series. You have got to win the 
first game because there will be no return matches. The Russians 
are not going to say “Well, you lost the first game, we will give you 
a return match.” 

It is a one-game world series. We had better win the first game 
because there will be no second game, and we cannot do it if we con- 
tinue to waste our capacity and our manpower. 

That is what we are worried about. That is what our membership 
is worried about. 


—_ Any Lat ee _ 
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I think that is what the American people are worried about. We 
have been trying to do something about this. We have been trying to 
raise collective bargaining above the level of a struggle between com- 
peting economic pressure groups, because we know that we cannot 
make progress in America at the expense of our neighbors, that we 
can make progress only as America makes progress. We cannot solve 
unemployment. America has to solve unemployment. We cannot 
provide people security. We cannot give them any assurance of peace 
except as the whole country does that job together. 

And so what we have been trying to do is this: We have been try- 
ing consistently and constructively, we believe, and courageously, to 
try to find a way where we at the bargaining table and we as citizens 
can make a contribution to try and find a way for consumers and 
workers and stockholders all to share in the fruits of our developing 
technology. 

This is not something new with us. In 1945 and 1946 the UAW 
fought the first major postwar strike. It was with General Motors 
Corp. It lasted 113 days, and people were hungry and made great 
sacrifices. But why did we have this strike? We made a suggestion 
at the bargaining table in 1945 to the General Motors Corp. 

We said: “Look, we do not want more dollars in our pay envelopes. 
We want more purchasing power. If we get more money and you 
translate that into higher prices, we are only robbing Peter to pay 
Paul. We are not helping anybody. What we want is more pur- 
chasing power to buy the things that people need. We do not want 
to get ours at the expense of the American consumers.” 

We went to the bargaining table, and it is all in the record. They 
said to me as the spokesman of our union, they said, “Why in the 
hell don’t you quit trying to act like a labor statesman? Why don’t 
you just come in here and say ‘Give us ours, and the public be 
damned.’ Why are you worried about higher prices? That is not 

our business.” And I said, “It is everybody’s business. What 

appens to the price structure of America is the key to our economic 
future, and the key to the economic future of America can be the key 
to the future of world freedom.” 

And therefore what nampa to prices is my responsibility, it is 
the corporation’s responsibility, it is the consumer’s responsibility, 
it is your responsibility. 

We said the place to do something about responsibilities is not when 
you are standing on an ivory tower and making pious speeches about 
abstract principles. The time to do something about one’s convictions 
is when you are in a practical situation where you can implement in 
a practical way what you believe to be right. 

And so, we said, we do not want a wage increase in terms of higher 
ere, and if you cannot pay what we are asking, we said to General 

otors Corp., we will reduce our demands to that figure, zero if 
necessary, if you cannot pay higher wages out of increased produc- 
tivity without raising prices to the consumer. 

We got nowhere. We proposed arbitration. We would be willing 
to have an arbitrator or a panel of arbitrators picked jointly by the 
company and the union make a decision, and if their decision was 
that the company could not raise wages without price increases be- 
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cause the increased productivity was not forthcoming, then we would 
sign a contract without a wage increase. 

ell, we had a 113-day strike. The President of these United 
States set up a factfinding board. It was made up of Milton Eisen- 
hower, the brother of the present President, Judge Stacy from the 
supreme court of North Carolina and Lloyd K. Garrison. They held 
hearings in the city of Washington, where both parties were ashi to 
present the facts. Was it possible they asked, to raise wages out of 
increase productivity without higher prices? 

We appeared. We gave testimony, but General Motors Corp. re- 
fused to testify. Why? Because they were unwilling to bargain 
on the basis of the facts. We said to them then and we say to them 
now that collective bargaining in a free economy, in a free society, 
can never make its maximum constructive economic contribution or 
become socially responsible if collective bargaining is based upon 
economic power rather than economic facts. It is only as the persua- 
sion of power gives way to the power of persuasion in terms of eco- 
nomic facts that collective bargaining can be a socially responsible 
force in the American economy. 

So this is not some new idea that we just dreamed up. In 1945 we 
walked the bricks for 113 days trying to implement a socially respon- 
sible collective bargaining policy that says we do not want to make 
progress at the expense of our neighbor. We do not want higher 
wages out of higher prices. We want higher wages, more purchasing 
power out of the fruits of our advancing technology, out of automa- 
tion, out of new science, out of new tools of economic abundance. 

We are saying that now, because we believe that in the long pull, 
free men will be equal to the challenge of Communist tyranny, not 
by their devotion to abstract principles but by their sense of dedica- 
tion, their sense of responsibility in how they apply themselves in 
working out together the solution of basic economic and human 
problems. 

We say to them, “Here is a situation in Michigan. We have got 
over 200,000 unemployed in the city of Detroit. We have got 325,000 
unemployed in the State of Michigan.” 

Do you know what we are losing in purchasing power in that State 
every month right now? $136 million lost in wages. Does that just 
hurt our people? It hurts the corner grocery store and the doctor 
and the dentist. It hurts the American farmer, who is being pen- 
alized because he creates abundance. 

It hurts everybody, and so we say: Where do we start to try to get 
Americans to act responsibly? Where do we start to get people to 
realize that they have got to find a way to work together, free labor, 
free management, free agriculture, working together in our free 
economy to create greater and greater economic abundance, and then 
show the good judgment and a sense of social responsibility to find 
a way to share that abundance so we can go on making progress to- 
gether, rather than getting our economy in imbalance and jeopardiz- 
ing the prosperity and the future of all of us? 

This is what we are trying to do. 

If you will look at this chart, you see what happens to unemploy- 
ment in the auto industry when production goes down. 
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This fine line [indicating] is passenger car production. You can 
see the ups and downs that we have been suffering; and the heavy line 
[indicating] is unemployment. Way up here now, in January, when 
we ought to have relatively high levels of employment because we 
ought to be building up for the spring rush, here we are: tremendous 
unemployment. 

So, we have a stake in this. It doesn’t affect my income, but—— 

Senator Kerauver. What does that show the total unemployment 
in the auto industry to be? 

Mr. Reutuer. This is Detroit. It is difficult to get exact figures on 
unemployment in the auto industry, but we know that there are over 
250,000 of our members laid off. 

Senator Keravuver. Your next exhibit is Reuther exhibit 7. 

(The chart referred to follows :) 
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Mr. Revuruer. Why do we get in this trouble? 

Back in 1945, this was our brief to the General Motors Corp., and 
I would like to put this in the record if I could, because it shows you 
that this is not a new idea or a new problem that we are woe 
deal with. It was called, Purchasing Power for Prosperity: The 
Case of the General Motors Workers for Maintaining Take-Home 
Pay. 

Hove we developed this whole concept that free labor and free 
management, rocking. Carewrs can share abundance. We are not 
sharing abundance. e are sharing scarcity now. 

Senator Kerauver. May I see how long that proposed exhibit is? 

Mr. Revuruer. It is roughly 60 pages, counting the charts. It is 
very large print anyway. That is the case that we developed in 1945. 

Senator Keravver. If there is no objection, we will allow it to be 
printed in the appendix of the record as Reuther exhibit 8. _ 

(The pamphlet referred to may be found in the appendix on 

. 8387. 

2 Romie O’Manoney. Mr. Chairman, may I ask a question ? 

Senator Keravuver. Senator O’Mahoney. 

Senator O’Manoney. Mr. Reuther, will you return to that previous 
chart, exhibit 7? 

Mr. Revutuer. The one on unemployment? 

Senator O’Manonry. Yes. It is difficult to see the light line from 
here. 

Mr. Reutuer. I will trace it with a pencil if that will be helpful. 

Senator O’Manoney. Please do. 

That shows, as I understand it, the production of passenger cars? 

Mr. Revruer. That is right, and then the other line is the extent of 
unemployment in the Detroit area. 

The passenger car line goes in this way [indicating] and then it 

s back up here and then way down here [indicating]. Then it 
is back up here and, at the present time, it is at this point here [indi- 
cating |] with unemployment up here [indicating]. 

Senator O’Manoney. Naturally, then, it shows that unemployment 
in Detroit rises generally in relation to the reduction in production 
of passenger cars. 

Mr. Reurner. That is correct. 

Senator O’Manoney. Are you referring only to automobile 
workers ¢ 

Mr. Revuruer. There is general unemployment there, but in the 
Detroit area it is preci automotive. It is automotive and re- 
lated, but it is all tied together. 

Take United States Rubber Co. It has a big plant there. They 
make the tires for our cars, so, when cual e production goes 
down, they go down with us. 
_ Senator O’Manoney. That is true of every commodity that goes 
into the passenger car? 

Mr. Revruer. This begins to radiate into the whole economy, be- 
cause the steel industry, for example, the minute automobile produc- 
tion comes down, steel comes down, rubber comes down, and so do 
textiles, electrical harness, the wiring for the cars, and transformers, 
motors, and all these things. 
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In other words, what the automotive industry does in terms of its 
et olicy determines in large measure the volume of cars pro- 

uced. That determines employment in autos, but it also determines 
employment and the levels of economic activity in many other in- 
dustries ; steel, rubber, and so forth. 

Senator O’Manoney. Is it not a fact that with this increase of un- 
employment in the automobile industry, the production of steel 
throughout the country is also declining and unemployment there igs 
increasing ¢ 

Mr. Revutuer. In the week of January 21, production of the steel 
industry was at the level of 56.6 percent of its capacity. 

Senator O’Manonery. Do you wish to tell this committee that the 
price increase policy of the automobile industry has had a direct effect 
in decreasing the production of steel and increasing unemployment in 
the steel industry 

Mr. Revuruer. There is no question about it. We do not claim 
that this is the sole factor. We do claim it is a very significant factor 
in creating the unemployment and the idle capacity not only in autos 
but in the steel industry and other related industries. 

Senator Lancer. Mr. Reuther, you made the statement a short time 
ago that every time they increase wages $1, they raise their prices $5. 

Mr. Revruer. That is correct. 

Senator Lancer. Have you any figures to prove that ? 

Mr. Revruer. I will ask Mr. Weinberg to explain how that figure 
is arrived at. 

Mr. Wernsere. In our statement, at page 51 and in tables 14 and 15, 
I believe we show how we work these figures out. 

The detailed cost figures of the automobile industry are not avail- 
able to us or to anybody else outside the automobile corporations, so 
we have to approach this indirectly by a statistical method that is 
generally accepted. 

What we did was to take the Bureau of Labor Statistics Wholesale 
Price Index for the automobile industry, and apply that to the sales 
of each of the corporations so that we could get a figure that would 
represent 1956 dollar sales at 1947 prices, by the simple process of 
deflation. 

Then, if we subtract what the sales would have been at 1947 prices 
in 1956, from what the sales actually were in 1956, we get a figure that 
indicates how much of the dollar sales in 1956 are attributable to price 
increase. 

Now, this is necessarily an approximation. Then we do the same 
thing for wages. 

We take the payroll for 1956 as compared with 1947. We adjust 
that for the change in wage levels, as reported in this case by the 
General Motors Corp. in its own annual reports, and we figure out 
what the payroll would have been in 1956 if the workers in that year 
were still being paid 1947 wages, and that gives us the difference at- 
tributable to wage increases. 

Senator Lancer. Mr. Weinberg, what puzzles me is the fact that 
between 1947 and the time you made this chart, rubber was higher, 
steel was higher. How did you allocate wages for steel and other 
things needed ? 
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Mr. Wernpera. All we are attempting to do in this part of our 
statement, Senator, is to compare the increase in payroll due to wage 
jncreases, with the increase in dollar sales due to price increases, and 
what we want to show is that if in the case of Ford, for example, we 
get a relationship of 4.96, namely, the price increase brought in 4.96 
times as much revenue as the wage increases cost, then we show, it 
seems to me, pretty clearly that $1 in wage increases could not pos- 
sibly have cost the corporation so much that they had to raise prices 
five times as much and, in the case of General Motors, the ratio works 
out to 1 to 3.76; that is, for every dollar they increased wages or pay- 
rolls, they charged the consumer $3.76. 

Mr. Revruer. Mr. Chairman, I have here, and I think it might 
support the point that Senator O’Mahoney was making, a sore 
put out by the Automobile Manufacturers’ Association. It is called 
Automobiles, Facts and Figures; 37th edition, 1937. 

On page 47 it lists the consumption of basic materials in the auto- 
motive industry, and it says here: 


Auto industry purchases 42 percent of all sheet steel— 


so you can see the impact on the steel industry. 

But of even further significance, it talks about the rubber industry. 
It says: 

Rubber, long tons, natural, 64.8 percent used in the automotive industry; syn- 
thetic rubber, 61 percent; reclaimed rubber, 52.8 percent; upholstery leather, 
square feet, 71.5 percent. 

So you can see the tremendous impact of a pricing policy in the 
automotive industry, which cuts down volume because you price con- 
sumers out of the market, and immediately that begins to radiate into 
steel, to rubber, to upholstering, to textiles, to the electrical industry, 
and begins, of course, to affect the total economy. 

Senator O’Manoney. It seems to me, Mr. Renther, that it is quite 
obvious that when you have a giant industry of the magnitude of the 
automobile industry, in which 3 manufacturers produce approxi- 
mately 95 or 97 percent of all the cars, and that as this booklet of the 
industry shows, the industry requires 40 percent of the commodities 
used around the country, when the pricing policy of the manufactur- 
ers in that industry reeults in a decrease in purchasing of the commodi- 
ties, that effect goes straight across the country, east and west, north 
and south, because there is no cushion to protect the national economy 
from the effect of the concentrated power of 3 companies. 

Mr. Revruer. That is correct. 

Senator O’Manoney. The result, the conclusion, it seems to me, is 
clear that to have 3 companies controlling so much of 1 industry is 
unsound for the economy and a condition that ought to be altered. 

Senator Kerauver. Suppose we put that page that you referred to, 
from the Automobile Manufacturers Association publication, in the 
record as Reuther exhibit 9. 

(The document referred to follows :) 
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Auto industry purchases 42 percent of all sheet steel—Materials consumed by 
automobile industry, 1956 





United States} Automotive | Percent 
total con- |consumption| auto- 








sumption motive 
Steel (tons) 

en Leeks 3 Seoeer Shae eee Tt Bk 4, 029, 992 963, 238 23.9 
ee Sctibicdhhblincte pnd ddiienillaaaetee bisttei tw 4a tpiaidniherdhcosvin winbinterm tis 10, 382, 168 2, 492, 666 24.0 
hilt hnndnbh hin edthetnntigehesiguatiantccshsaanotes 21, 397, 661 9, 005, 065 42.1 
Alloy (other than stainless) 5, 348, 817 1, 619, 252 30.3 
665, 645 101, 487 15.1 
ail forms. 79, 628, 741 14, 141, 887 17.8 
Copper (tons)... 1, 850, 000 131, 000 71 
(tons) 1, 190, 000 1 540, 200 42.4 
Zine (tons) 988, 097 279, 000 28,2 
alti ian Sis eating BESO cere hint 225, 156, 000 35, 000, 000 13.6 
DS. <5. 53 Sac Rk th. cn ck bann gies ecccusedeusnecteedes he ncsessecnu~c- 2 187, 406, 000 |_--...._.. 

a oe tons): 
Rial aise teil alain dncteseadaladiglin av acing pappindasicbwasds tomauin cleagel 562, 088 3 363, 970 64.8 
Synthetic Shi sateen id nth Re ichaddiedh hx abatints dthuiuasieniticd aaiaocebpwis 874, 394 3 533, 047 61.0 
I ic nominee 270, 547 3 142, 968 52.8 
Upholstery leather (square-feet):__..._....-...---------.--.------- 600 | 4 32, 600, 000 71.5 


i | é 
i 





1 Includes amount used in tetraethy] lead and in replacement batteries. 
2? Omits replacement glass. 
3 Includes all rubber products classified as ‘“Transportation products,”’ but does not include “Mechanical 


oe | such as rubber weatherstripping, grommets, motor mounts used in automobiles. 
1 ta, 


Large variety of upholstery materials used in cars—Quantity and percentage of 
components in materials purchased for upholstery, sidewall, headlining, seat 
padding, and foundation sheeting in 1955 passenger cars 


Total poundage, | Per- 












































Upholstery ! Seat padding Sidewall, | including seat | cent, 
headlining,| padding exclud- 
sheeting ! |_ ing seat 
(pounds) 

Pounds |Percent; Pounds /|Percent Pounds /|Percent 
SE ee 19, 677, 104 28 |157, 185, 778 261 |33, 760, 306 /210, 623, 188 55 B 
Ee 13, 972, 658 FO en i eitseitilh hei Mhsenett asin 13, 146, 727 | 27, 119, 385 7 22 
All other. ..--..... 5, 704, 446 8 |157, 185, 778 61. |20, 613, 579 |183, 503, 803 48 21 
SS SSS —— OS eee 
nee Ra oF oe oe nd 57, 890, 387 SP hen: ..| 57, 890, 387 3D J wuscen 
Ee ee 28, 361, 110 40 4, 342, 125 2} 17, 063, 241) 49, 766, 476 13 36 
ite silencio addi i 1 | 23, 182, 234 9 51, 646 | 23, 442, 565 6 (3) 
LE SisS eee 9, 451, 082 13 72, 886 (3) 2, 235, 729 | 11, 759, 697 3 + 
Ri sae, viol 6, 830, 165 10 90, 282 (3) 445,805 | 7, 366,252 2 6 
Sisal. potatoe ecidetnetiat Vy pen ae B Vowiseococcel % SE ee B lccoceunl 
Burlap (unspecified) _- 184, 801 (3) 6, 061, 318 2 23, 513 6, 269, 632 2 ® 
EET cetchinhuchanraaniipes 3, 645, 422 OP aus cietieedineaediin Rn itidipresgrp Restate 3, 645, 422 1 
RECS Regattas tdLacl aiede at itedsslie 2, 005, 310 aeons. F © 1..éccue 
a 9, 887 OR is ee 1, 396, 326 | 1, 406, 213 (3) 1 
Mech sac se daicucns 813, 793 1 14, 631 ) 564, 299 1, 392, 723 (3) 1 
Metallic yarn (includ- 

NE ND in en acon: 372, 669 Oy Uicsik gee Micctnid Si anakewt 5, 149 377, 818 (8) 1 
Rubber backing (latex- 

Sanath dhe tect nee 254, 732 Re ee 55, 610 310, 342 (3) (3) 
DUET, we widswnee 144, 175 ee a AS doy Se Sndin 77, 236 221, 411 Gg) | & 
Sth atidicntosk=te 63, 754 | a, ror | puaeyedietess . 63, 754 (3) (3) 
I nat esse eee 58, 074 (3) a aati ta 5, 635 | 63, 709 (3) (3) 
Rai et th ke 33, 957 fe fecal si a omak Looe bee 33,957 | = (8) (3) 
iti bine sins 23, 017 le aa ae =e a 23, 017 (3) (3) 
Dacron...... mabe f 15, 742 (3) Gh ii SOS WER GIOGA bbe 15,742 | (3) (3) 
pi EES 2, 855 (3) de cm blampiiel — ai ccincae ee | 2, 855 (3) (3) 
nll i eS bes Einpactt as Siblioaion Sree |--------| 485 | 485 | (3) 1) 

Total poundage. (70, 151, 024 a 100 257, | 988, 504 100 (55, 684, 980 383, 824, 508 | 100 | 100 





1 Reports indicate that in unusual circumstances vinyl] coated cotton purchased for one purpose, é. g. 
sidewalling, was used for another purpose. Therefore, the upholstery, sidewalling, or headlining poundages 
may include some viny] belonging under other headings. 

2 Mostly cotton mill/waste and cotton linters. 

3 Less than 1 percent. 

4 Material components reported as acets ite, viscose, and rayon were grouped as rayon. 


’ Companies did not differentiate Saran from v inyl in all cases. Some Saran is probably included under 
vinyl. 


Source: Fabric and Fibers for Passenger Cars (U. S. Department of Agriculture, Agricultural Marketing 
Service, Marketing Research Division, Marketing Research Rept. No. 152 (April 1957), p. 6). 
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Senator O’Manonry. May I add, Mr. Chairman, that as I under- 
stand it, 1 company does some 56 percent of the total business. 

Senator Kerauver. The subcommittee is very ped to have Senator 
Goldwater of Arizona present. We hope you will sit with us, Senator, 
and participate in the hearings. 

Senator Wiley, you had a question to ask ? 

Senator Witxy. Yes. A statement was made by Senator O’Mahoney, 
on which I would like to get a little illumination. 

First, let me ask, why the shutdowns?) Why have you got 250,000 
men unemployed? Is it because there is not the demand for the cars? 

Mr. ReutrHer. At the present level of prices, the industry has priced 
out of the market, we believe, several million Americans who other- 
wise would be buying cars, and we would have employment building 
them. 

The steel industry then would be making the steel necessary to 
produce the cars, the rubber industry, the textile industry and all 
these other industries then would get the positive impact of the 
increased volume of production in the automotive industry. 

It is the source of the imbalance, Senator Wiley, and our opinion 
is that the companies, because of the administration of prices, have 
been taking a disproportionately large share of the fruits of our 
technology. They have been shortchanging workers and consumers 
and farmers, and the result is that the workers and consumers and 
farmers don’t have the purchasing power essential to consume what 


EREreLeee 


_ 
mx 


we have the productive power to produce. This is, basically, our 
problem. 


Senutor Witry. Then, do you agree with Senator O’Mahoney that 


there should be more manufacturers of automobiles instead of the 
Big Three ? 

r. ReurHer. I would think it would be a healthy thing for the 
American economy if we had more companies and more competition 
in the automotive industry. Now, it is much easier to say that than 
it is to bring it about. 

Senator Witey. Do you think that they are inefficient 

Mr. Reuruer. No; I have never accused them of being inefficient. 
Thave accused them of being selfish. 

Senator Witey. Your figures, as I understand it from your exhibits 
here, clearly indicate that the percentage, after taxes, of the gross 
national income is what, 13 percent? Was that it? 

Senator Kerauver. That is table 29, I believe, Senator Wiley. 

Senator Wizey. 13 percent ? 

Senator Kerauver. 13.2 percent. 

Senator Witey. After taxes; and I think your colleague reduced 
that down to $1 billion, in round figures, that was left for the stock- 
holders after the taxes have been paid, and then he said half of that 
was paid out in corporate dividends. 

They don’t put that money in the ground. That goes to work, 
doesn’t it? I am just trying to see my way through this maze. 

Mr. Reutner. Senator Wiley, I think that where the difficulty 
arises here is that you isolate the profits of 3 companies, when there 
are 115,000 companies. 

Now, if 115,000 all were this socially irresponsible and rigged their 
prices, then the economy would be operating at about 30 percent of 
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productive capacity, so that the only way you can measure the respon- 
sibility, or the irresponsibility, of the company, is not to get it lost in 
a general situation, but find out what would happen if every company 
had that policy. 

That is the measurement, and if every major corporation in America, 
and all the minor corporations, had applied in the American economy 
the administered price policy which has characterized the automotive 
industry, and if they had gotten profits out of the American consumers 
by shortchanging them the way the auto industry has, the American 
economy now would be in a complete major depression, because the 
imbalance would be that much further exaggerated. 

So the test is, if their policy were universally applied would it be 
good or bad, and the answer is it would bring disaster and chaos in 
the American economy. 

Senator Witey. Do you know how many stockholders there are in 
these three corporations ? 

Mr. Reutruer. There are a lot of stockholders but there are very 
few who own most of the stock. 

Du Pont owns 23 percent of the stock. 

Senator Wier. Did any of your organization buy any Ford stock, 
do you know? 

r. Revruer. Yes, our members buy some, but unfortunately the 
cannot afford to buy as much as I would like them to buy. That is 
one reason we would like to get them more money ; we would like them 
to own more stock. 

Senator Wier. That is a compliment to the corporations for good 
efficient management. 

. Revruer. As I said before, we have never criticized their efli- 
ciency. [Laughter. ] 

Senator Witey. What I am getting at is that if that percentage, 
according to your plan of the net profit, were distributed the way Ue 
want it, it would mean of course that the corporation stockholders 
would not get as big a profit, is that right ? 

Mr. Revuruer. They might wind up with more. 

We might wind up dividing abundance rather than scarcity. Do 
you think the idle capacity in the steel industry and the auto industry 
is making returns for the stockholders? 

It takes machinery that is operating to make profits, and idle capac: 
ity does not create profits. 

If we had the economy geared to full employment and full produc- 
tion then they might make more profits even though they were shar- 
ing it. 

enator Wizzy. I have no question about that. There are so many 
ifs, as the President used to say; those are “iffy” propositions. What 
I am interested in is trying to see whether or not the suggestion that 
you make in relation to changing the rules of the game that has been 
going on for so many years is the thing we want in America. I am 
seeking to pursue a course of neutrality until I can be convinced one 
way or the other, I assure you. 

Mr. Revruer. I think we can convince you, Senator. 

Senator Wier. I have no stock in any of those companies so that 
does not impress me any but the thing that does impress me is whether 
or not you are going to literally start something new in America in 
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relation to management and it means that eventually you would be on 
the board of directors; would you not? 

Mr. Revruer. Not at all, Senator Wiley. 

You have been reading the wrong propaganda. 

Senator Witey. You would like to be; wouldn’t you, sir? 

Mr. Revruer. Certainly not. 

Senator Keravuver. Just a minute. 

Mr. Revuruer. Certainly not. I think maybe I could wriggle my 
way on that side of the table if I were interested in making a lot of 
money for myself, but I am interested in people, so I am going to 
stay on the labor side of the table. 

We have not asked for representation on the board of directors. 
There are 20,000 companies in America that have profit-sharing plans, 
including Senator Goldwater’s store and Mr. Folsom, who is in the 
President’s Cabinet. 

(Laughter. ) 

Mr. Revruer. Mr. Folsom comes from Eastman Kodak; they have 
pioneered in this field. Mr. McElroy in the Defense Department 
comes from Proctor and Gamble; they have pioneered. This is not 
anew idea. This is not anew model. We believe that this is a sane 
and sensible means by which workers and consumers can share in the 
equity of our advancing technology on a noninflationary basis because 
instead of demanding their equity before the profits are made they 
defer their equity until the profits are there and they share them. 

Now, if there are no profits they do not share them and, therefore, 
it is not inflationary. 

I think, Senator Wiley, that really the question we have got to ask 
ourselves is, how do we get in trouble? 

Now we are in trouble. There is no question about that. There is 
unemployment, you have got unemployment in Wisconsin. The farm- 
ers are in trouble in Wisconsin. 

We have got mass unemployment in Detroit; in Pittsburgh there 
isunemployment. In Chicago, all over the country. Here is a quote 
from Business Week as of November 9, 1957, and it says—the title is: 
“The Investment Boom Tapers Off.” 

And here is what it says, I just quote one short sentence: 


The prime reason for this setback is that capacity has outrun demand. 


Now, that is the key to why we are.in trouble. In other words, we 
have got an imbalance because productive capacity has been expanded 
and purchasing power is lagging behind productive power. 

In the last 11 years, Mr. Chairman, American industry put $385 
billion in new factories and new plants, automated equipment and 
all the tools of economic abundance. 

Now that is fine. Nobody argues with that provided we now shift 
the emphasis to get purchasing power up there to balance our 
productive power. 

In the automotive industry, the big three alone in the last 10 years 
ut $7.2 billion into expanded factories, factories that are automated, 
actories that have the latest things that science and technology can 
give us in the ways of the tools of economic abundance. 

Now, we do not: 

Senator Keravver. Just a minute. 
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We are glad to have Congressman Charles Brown of Missouri sit-, 
ting withus. We welcome you, Congressman Brown. 

Mr. Revutuer. We do not object to that expansion in our produc- 
tive capacity because we know, the workers that I represent, they 
are grown people, they know that there are no economic Santa 
Clauses, that you cannot get something for nothing. They know that 
you can have higher living standards and more of the good things 
of life only as you create economic wealth by the application of 
human labor and human intelligence to the tools of economic abun- 
dance and the economic resources that we have access to. 

So they say, fine, we have got a bigger plant capacity, we have got 
more modern and more productive tools, but, they say, we are not 
using these tools and we have got idle capacity and unemployment, 
Why? And the answer is we are not using our productive capacity 
because we have not got the purchasing power in in the hands of 
millions of families necessary to translate human needs into demands 
on the store counters of America. That is why we are in trouble. 

Senator Lancer. Mr. Reuther? 

Mr. Revruer. This industry 

Senator Kreravver. Just a minute, Senator Langer has a question, 

Mr. Revtuer. Yes. 

Senator Keravuver. Senator Langer. 

Senator Lancer. You say these 3 corporations put $7,200 million 
into automotive machinery, whatever it may be. 

How many men did that put out of work? 

Mr. Revruer. Well, it is hard to give you an exact figure. They 
are some of the things we would like to know more about. We do 
know that we have felt the impact of automation. The first time I 
went to work in the automotive industry, was back in 1927, in Feb- 
ruary. They were making the last of the model T Fords, Senator 
Langer, and you know all about a model T because up in your coun- 
try they were very handy back in the days when the roads were not 
very good. 

Senator Lancer. Very handy in politics, driving. 

Mr. Revtner. I would not be surprised that they were. 

Senator Keravver. I think Senator Langer still campaigns in a 
Model T. 

Mr. Revutner. Anyway, when I went to work at Ford in 1927, before 
we had automation, it took thousands and thousands of workers on 
individual machines to make a Model T engine, which is a relatively 
simple mechanism. 

They bored each cylinder separately and did all the other things in 
separate operations. 

In 1951, the Ford Motor Co. opened up a new engine plant in Cleve- 
land, Ohio, adjacent to the municipal airport. It was the first fully 
automated engine plant. They take a rough casting of a V-8 engine, 
which is a very complex piece of engine compared to a Model T engine 
block. They bring it from the foundry and feed it into the automated 
feeding line, completely automatic, and without a worker’s hand 
touching that engine block, 14,4; minutes later it is fully machined. 

I went through that plant many years back and the people who were 
showing me around said to me—I could hardly see the workers because 
there were just a few here and a few there, watching electric panels, 
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red and green lights, going on to show where the machine was operat- 
ing to standard. 

When all the green lights were on, it meant every tool in a battery 
of machines was up to performance, meeting the precise tolerances of 
the machining operation. 

When an amber light came on, the machine was still operating but 
there was a signal that the tool in station No. 82 was becoming fatigued. 
The worker got a replacement tool, walked over in front of 82. When 
the red light went on, the machine stopped, he put the new tool in, the 
green light came on and the operation went on. 

Without a worker’s hand touching it, 14,5 minutes later the engine 
block was fully machined. 

So they said to me, “Aren’t you worried about how you are going to 
collect union dues from all of these machines?” 

I said, “the thought never occurred to me. The thought that oc- 
curred to me was how are you going to sell cars to these machines? 
You know you can make automobiles, but consumers are still made 
in the good old fashioned way.” [Laughter. | 

This is our trouble. This industry, has been getting a bigger share 
out of the technology than they are entitled to, and they really have 
paid for the expansion out of the higher prices. . 

Senator Kerauver. Mr. Reuther, before you leave Senator Langer’s 
question, somewhere in your statement, I saw a chart on that subject 
about the effect of automation. Do you recall where it was? 

Mr. Wernsera. It is table 25, I believe you are referring to, Senator. 

Senator Krravcver. Will you explain table 25? I think that may 
throw some light on Senator Langer’s question. 

Mr. Wernserc. We have here, incidentally, the original issue of 
the Detroit Free Press which carried those figures, which are Auto- 
mobile Manufacturers’ Association figures. We would like to sub- 
mit the article and the table with the figures for the record. 

Senator Keravver. That will be Reuther exhibit 10. 

(The material referred to may be found in the appendix on p. 3471.) 

Senator Keracver. Will you summarize, in response to Senator 
Langer’s question, what, if anything, it shows? 

Mr. Revruer. Senator this has been the area in which we have had 
the greatest difficulty in getting figures on what really is the increase 
in productivity. 

I mean, how much more wealth can 1 hour of human labor create in 
terms of the new technology? This has been an area of information 
that the companies have guarded with their very lives. 

They have been unwilling to talk about this, but you can take some 
overall figures which I think indicate what is happening in terms of 
productivity. 

In 1947, the industry made 4,798,000 cars and trucks, and we had 
a working force in 1947 of 648,800 workers. 

In 1957, 10 years later, we made 7,220,000 cars and trucks with a 
working force of 652,000 workers. 

In other words, in those 10 years we had an increase in the total 
production of cars of 50.5 percent with an increase of only one-half 
of 1 percent in the labor force. 

It is true that we had a tapering off of the number of workers in- 
volved in making parts and replacement accessories. But that is more 
than offset by the fact that the automotive industry has become more 
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integrated. They have pulled into the main plants many things they 
used to farm out, plus the fact that the 1957 automobile is much more 
complex and represents much more labor than the 1947 one. 

We did not have automatic transmissions in our 1947 models, and 
we did not have these tremendous wings that we now have on the back 
end, all of which takes time and manpower. 

So that if you take the level of production in 1947 and the level of 
production in 1957, and the level of employment in 1947 and the level 
of employment in 1957, you find that production went up 50.5 percent, 
and employment went up only one-half of 1 percent. 

Nobody can run away from the fact that the productivity of auto- 
mobile workers has gone up much faster than the productivity increase 
in the general economy because we have a much more highly devel- 
oped technology. 

No other bitnstey in the manufacturing industry is using as gener- 
ally as we are the tools of automation and the new technology. 

enator Keravuver. Is it agreeable with the committee that we 
recess now shortly and resume at 2 o’clock ? 

Senator Lancer. Very satisfactory. 

Senator Kerauver. I think this might be a very good time to 
recess. 

We will stand in recess until 2 o’clock. 

(Whereupon, at 12 noon, the committee was recessed, to reconvene 
at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Keravuver. The committee will come to order. 

Senator Lancer. Mr. Chairman. 

Senator Keravuver. Senator Langer. 

Senator Lancer. Mr. Chairman, we are very highly honored today 
to have with us the honorary senator of the University of Heidelberg, 
Mr. Louis Marhoefer. In 1955, President Theodore Heuss presented 
to this distinguished gentleman the Officers Cross of the Order of 
Merit of the Federal Republic of Western Germany in recognition 
of his especially meritorious services rendered the Federal Republic 
and in advancing German-American cultural relationships. 

Stand up so you can meet the Senators. 

[ Applause. ] 

Senator Kerauver. We are glad to have you with us, Mr. Mar- 
hoefer. 

Very well, Mr. Reuther, will you proceed ? 

Mr. Revrner. Mr. Chairman, the point we were making just before 
we recessed was that the consumers of America have really been sub- 
sidizing and financing the expansion of the automotive industry, that 
through the administration of prices, the consumers have been re- 
quired to pay much higher prices than they should have been required 
to pay, and that in fact they have financed essentially the expansion 
in the automotive industry. 

Here is a chart which is based upon the growth in net worth of 
the Big Three for the period 1947 through 1957. It indicates that 
General Motors Corp. increased its net worth by expanding 221 per- 
cent in that period, and that an expansion of only 28 percent, or 138 
percent of that total financing, represented money that they got im 
the money market by going out and selling stocks and bonds. 
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Ford Motor Co. increased their net worth 184 percent in that period, 
of which only 4 percent represented new money, and Chrysler Corp. 
increased their net worth 128 percent, of which only one-tenth of 1 
ercent represented money that they went out in the money market 

to borrow in order to finance their expansion. The balance of this 
growth, the black bars, indicate that portion of the Snanene of the 

growth and expansion of these 3 tremendous corporations that was 
financed out of their current income. 

Senator Kerauver. We will mark this as Reuther exhibit 11. 

(The chart referred to follows :) 
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Senator Wier. How many automotive concerns during that period 
fell by the wayside while they were charging too much for their cars ? 

Mr. Reuruer. How many of them? 

Senator Winey. Yes. 

Senator Keravuver. That is, from 1947 to 1957. 

Mr. Revruer. I think Kaiser got into the jeep business. They 
bought out Willys Overland and they discontinued making the Kaiser 
car. And of course, we did have the merger of Studebaker and 
Packard, and the merger of Hudson Motor Car Co. and Nash into 
American Motors Corp. 

Senator Wier. They lost a lot of money during that period, did 
they not ? 

Mr. Reurner. Yes, they did, and I am prepared to discuss that, 
because I think this is a problem that we need to look into. 

22805—58—pt. 6——7 
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If you argue that the price charged by the Big Three which pro- 
duce 97 percent of the production of passenger cars in the United 
States, if you say that the justification for them charging higher prices 
is the price that we have to pay in order to keep the independents in 
business making 3 percent, you are in effect saying that American 
consumers ought to pay more money for 97 percent of the production 
in order to keep 3 percent in production. 

But the ant reason that the independents are in trouble, Senator 
Wiley, is because they are trying to survive in a contracting market, 
in a contracting economy. Their only possibility—take Studebaker- 
Packard, they make a very attractive car, good workmanship. They 
appeal to a certain kind of consumer. If we have an 8-million-car 
year, there are enough consumers who prefer their car, but if we have 
a 5-million-car year, we wash out of the car market many of the people 
whom they must rely upon in order to get enough volume to survive. 
Volume is the key to survival, because that determines the kind of 
tools that you can have, the kind of technology that you can employ, 

The other big problem of the small companies is that they do not 
have access to the kind of capital necessary to expand and buy the 
most modern tools of technology, and General Motors, for example, 
has this tremendous self-financed capital, financed by the American 
consumers in high prices. They pay for the bulk of it. Over 87 
percent of General Motors’ expansion, in Ford, 98 percent of the ex- 
pansion, and in Chrysler, almost 100 percent was paid out of current 
income, made possible by an administered price system in which the 
consumer was required to pay more for his car than the economies of 


the sc 0 justify. 


Senator Wier. This morning you used the phrase “capacity out- 
runs the demand.” Did the capacity here outrun the demand and is 
that why a lot of these other fellows folded up or lost millions and 
millions? 

Mr. Reutuer. That is oneof the reasons. If we had—and I do not 
think anyone would challenge this who has worked in terms of the 
economics of the industry—if we had an 8-million-car year, and we 
have the capacity almost for 10 million right now, but if we had an 
8-million-car year in 1958, if we had 8 million new consumers who 
were prepared to buy new cars, then the position of American Motors 
and Studebaker-Packard, the 2 small independents who represent 
roughly 3 percent of the total domestic production, would be greatly 
improved in an 8-million-car market as compared to a 5-million-car 
market. They will not be able to survive if they have to struggle 
in a contracting market, because then their position worsens, their 
inability to obtain adequate capital gets more difficult, and their abil- 
ity to get a large enough share of a contracting market to survive 
becomes almost an impossibility. 

Senator Wier. You also said this morning that these big cor- 
er ieenge have the power to set aside the law of supply and demand. 

you want to amplify that, tell us just what you mean, in view of 
your previous testimony ? 

Mr. Revtuer. All right, take the next chart, because it illustrates 
it very well. 

Senator Kerauver. Let’s mark that Reuther exhibit 12. 

(The chart referred to follows :) 
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“ABILITY TO CONSUME 
(AUTO, TRUCK, AND PARTS INDUSTRY) | 





j 


Mr. Revuruer. I am not an economist, but I took a couple of courses 
in economics when I went to school while I was working at Ford’s. 
I was taught, as are most students who take classical courses in eco- 
nomics, that inflation is the result of an economic situation in which 
the demand for goods exceeds the ability of the economy to satisfy 
that demand, and where you get 2 customers competing in the open 
market for 1 product, they bid it up. That is the law of supply and 
demand operating, so that where you have a shortage of capacity 
and an abundance of customers competing for goods in short supply, 
they bid up the price. 

But here we have a situation where the price of automobiles has 
been raised year after year after year, despite the fact that the capac- 
ity to produce cars far outran the demand for the cars. Here is the 
situation. 

Senator O’Manonery. May I interrupt at this point? 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manoney. Let me illustrate by comparison what I think 
that chart shows. We have a great surplus of farm commodities pro- 
duced upon the farms. The capacity to produce agricultural com- 
modities is very great, so great that for over 30 years we have not 
been able to solve the farm problem. The prices of farm com- 
modities have gone down, in comparison with the prices of industrial 
commodities, to such an extent that it has become necessary for the 
Government, no matter what administration was in power, to appro- 
priate large sums out of the Federal Treasury to subsidize the farm- 
ers and pay them more than the market will give them. 

Your story here is that in the automobile industry, unlike the farm- 
ers who have been whipped by the law of supply and demand, the 


automobile manufacturers have conquered the law of supply and 
demand. 
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Mr. Reuruer. They just arbitrarily set it aside. If you had 8 
farmers in America who accounted for 97 percent of the total farm 
production, they, too, could defy the law Pinas and demand, but 
a you have millions of little farmers, they cannot, and this is the 
problem. 

Senator O’Manoney. There is a specific suggestion making the 
rounds in Washington that certain farmers wae to be eliminated 
because they are too small to produce. 

Mr. Er. Yes; well, 1 do not favor—— 

Senator O’Manoney. To send them to industry and make them 
clients of yours to get wages out of industry. 

Mr. Revutuer. I might say that some of our finest people come from 
the farms of America, but we are opposed to plowing under every 
second farm family in America. We believe that the family-size 
farmer contributes very much to America, not only to the production 
of foods and fibers, but he also provides something perhaps less tan- 
gible but just as important in terms of his contribution to American 
society. 

Now, getting back to Senator Wiley’s question about how the com- 
panies can set aside the law of supply and demand, here is a good 
example of what happens. 

In 1955 we used, roughly, 96 percent of our capacity. We had 
about 4 percent idle at that time. In 1956 we had expanded our 
capacity, but the utilization dropped, so that we had only about 73 
percent being utilized with 27 percent idle. 

If the law of supply and demand had operated, what would have 
happened was that when the utilization dropped, when the abundance 
of productive capacity increased in its relationship to the number of 
customers, we would have tried to create a balance between supply 
and demand by reducing prices in order to bring into production the 
unused capacity. That is the whole concept of a free economy and 
the operation of the law of supply and demand. But what happened! 
Despite the fact that we dropped from 4 percent unused capacity to 
27 percent, they raised the prices. 

Then we get to 1957. The utilization drops from 73 percent uti- 
lization to 68 percent, and the unused capacity goes up from 27 percent 
to 32 percent. Now, did they drop prices to get the law of supply 
and demand into motion ? 

They raised the price again, and they did the same thing on the 
1958 models. They raised prices again, even though at the present 
time we are only utilizing 60 percent of the productive capacity of 
the automotive industry. 

The same thing is true with steel. We are operating at less than 
60 percent of the capacity of the steel industry. Do you know of 
any steel company which proposed cutting prices so the law of supply 
and demand will bring idle capacity into production ? 

Mr. Humphrey, the ex-Secretary of the Treasury, testified that they 
positively were not going to cut prices in the steel industry even 
though the utilization of their facilities is less than 60 percent. To 
be exact, it was 56.6 percent in the week of January 21. So this proves 
conclusively: 





Senator Kerauver. Just 1 second. The Wall Street Journal issue 
of today quotes the American and Steel Institute that steel production 
now is 55.2 percent of capacity. 
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Mr. Revurner. Why, the question is, Why doesn’t the law of supply 
and demand correct that ? 

Why do we not have a lowering of steel prices so that more people 
who need steel will come into the market, and create a demand that 
will bring about a full utilization of the productive capacity? That 
is the way that classical economics are supposed to operate. 

It would operate that way if there were not powerful corporations 
in critical industries whose monopoly position is so powerful that 
they can arbitrarily defy the law of supply and demand by saying, 
“We do not care whether we have 20 percent idle capacity, 32 percent 
idle capacity, or 60 percent idle capacity. This is what we are going 
to charge the public for what we sell them,”—and there is nothing 
that can be done about it. 

That is what we are talking about here. This is our basic problem, 
because this is the source of the imbalance creating mass unemploy- 
ment ; it is creating underutilization of our productive capacity at the 
very time that both our domestic needs and the world situation require 
that we get out of the American economy every single additional 
piece of production that is possible. 

Senator Witry. During those years, Mr. Reuther, have you had 
your economists figure what you might call the net profit per car? 

In other words, volume lots of times makes a great difference in the 
overhead, as you know, and so I am just asking whether you have done 
that. You give us three different years there. What do you figure 
the profit per car was during those years from the figures you know that 
exist after net profit ? 

Mr. Revruer. Well, it is difficult, Senator Wiley, in an integrated 
company like General Motors Corp., they make diesel locomotives, 
they make washing machines, they make very many things, so it is 
dificult to define a profit position and translate it into profit per 
unit of car production. 

We think that is one of the things your committee ought to ask 
them when they come here. Find out how much they make on a 
car, the Chevrolet, how much did they make in 1955 when they had 
maximum utilization, how much did they make in 1957 when they had 
much less utilization, because volume is the key to unit costs, and 
volume is also the key to greater profits in terms of the capital invest- 
ment. Youdonot make profits on idle equipment. 

Senator Wier. Aren’t there lots of cars now being sold at prac- 
tically your own price ? 

Vannot you go out now and practically dictate your price for the 
cars ? 

Mr. Reuruer. Well, the dealer cannot be expected to subsidize by a 
loss on his part the extra price that the company has factored into the 
basic price of the car. That is unfair. I think it is unfair to ask the 
small-business man who is a dealer to make up for the selfishness of 
General Motors Corp. 

Let General Motors make their contribution to the well-being of 
the whole economy. Why should it come out of the hide of the Ameri- 
can car dealer ¢ 

Senator Wirry. Is that an admission that the statement I asked 
should be answered yes ? 

Mr. Reuruer. No, I think there are times when the car dealer, 
because of the pressures of the situation, probably cuts the price, but 
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he cannot cut enough to overcome the added costs that General Motors 
has factored into the price. 

Senator Witey. I do not want to get into any argument but I was 
looking at television last night and I happened to see where Ford 
advertises that he has cut prices on a number of his cars over what 
was charged last year, is that correct ? 

Mr. Revruer. Well, that is a very, very clever sleight-of-hand op- 
eration that gets into that. They take optional features and they 
make them mandatory. They juggle the things all around, but—— 
a Wier. You could not be prejudiced, could you? [Laugh- 
ter. 

Mr. Revuruer. It is not a matter of being prejudiced. It is a matter 
of simple arithmetic. The Ford cars on the average, the 1958 models, 
cost more than the same models cost last year. 

You just cannot run away from that. That happens to be an eco- 
nomic fact. I wish it were not true. I wish the reverse were true. 

Here is what happened. You talk about fixing prices. 

Ford Motor Co. on their 1957 model set the price of their cars about 
3 weeks in advance of General Motors. When they announced the in- 
crease in the price of their 1957 models the Ford Motor Co. made a 
public announcement in which they said to the American car buyers, 
“We have made this increase in the price of our cars, and it reflects 
the increase in our costs, materials, labor, and other things.” 

Three weeks later General Motors Corp. came out and priced their 
cars higher than Ford. 

Now Ford was supposed to have established their prices based upon 
their cost figures. But what happened ? 

As soon as General Motors announced higher prices, Ford revised 
their prices upward in line with GM. This is the first time in the 
history of a free enterprise economy where a company raised the price 
of their products in order to be competitive. 

They raised their prices to be competitive; why? Because prices 
in the automobile industry are set by General Motors. 

Ford had to get their line out early so they had to have a price tag 
on it when they sent them to the dealers, but as soon as General Motors 
made up their minds what the price would be that year, Ford very 
quickly got into line. 

That is an administered price system, and it has nothing to do with 
cost or the law of supply and demand. We believe that when a basic 
industry like automobiles, which has this broad impact upon steel, and 
rubber and other segments of our economy, when this is under the 
domination of three corporations which account for 97 percent of 
the production, and they arbitrarily rig the price of their products 
at a level higher than the product should be, they contribute greatly 
to creating the imbalance in our economy which causes unemployment 
and underutilization and gets us into trouble. That is precisely why 
it has to be corrected. 

It is more, as I said this morning, it is more than a matter of justice. 

Senator Witry. Were there any other elements like wages or steel 
or costs involved ¢ 

Mr. Revruer. Pardon? 

Senator Witey. Was there any other element in the price such as 
the increase in steel ? 

Mr. Reutuer. Oh, sure. 
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Senator Wiiry. Increase in wages, and increase in other things 
that go into the car? 

Mr. Reutuer. Obviously. If the price of steel goes up it means 
that that costs the company which is making that car more money, or 
if the price of rubber products go up, that all comes in; but then you 
go back to the steel industry where, for every dollar of wage increases 
the steelworkers got, the companies charged $3 in higher prices, you 
see. 

It starts pyramiding. What we propose to do is not try to correct 
the whole problem in the automobile industry, but to back up in steel, 
in rubber, and these other basic industries where you also have admin- 
istered price systems, where again they rig the price unrelated to the 
law of supply and demand or their basic costs. 

Senator Kerauver. Before you leave the subject that Senator Wiley 
brought up, you said that last year, I believe it was, Ford set their 
prices first and General Motors a few weeks later came out with their 
models, then Ford raised their prices based on the General Motors 

rice. 
: When Ford raises its prices on comparable models, did it raise them 
to about the same price as General Motors or was there any substantial 
difference ? 

Mr. Revutuer. I think it was roughly $1 below in most cases. Here 
is a headline that tells the story: This is the Wall Street Journal, and 
it is not a propaganda organ of the AFL-CIO. It is Monday, Octo- 
ber 22, 1956, and here is what it says: The headline is “Prices of 1957 
Ford Cars Adjusted To Bring Them Nearer to Chevies.” 

In other words, they had two price increases. They had one based 
upon what they said represented their cost increases, and then three 
— later Chevrolet went up higher and they very conveniently got 
in line. 

Now that is as clear an example of a rigged price proposition as you 
can have. 

Senator O’Manoney. Mr. Chairman 

Senator Kerauver. We might have occasion to refer to that article 
again. Itisthe Wall Street Journal of what day ? 

Mr. Wernpera. October 22, 1956. 

Senator Kerauver. Let’s make that Reuther exhibit 13. 

(The article referred to may be found in the appendix on p. 3385.) 

Senator O’Manoney. Mr. Chairman 

Senator Keravuver. Senator Wiley, were you through ? 

Senator Wier. Just one other question, because of Senator 
O’Mahoney’s question. 

I was wondering how this whole situation could affect the farm 
area in which I personally am so much interested. 

Do you want to give. us an analysis that where we have over- 
production in practically everything, there is not the consumption or 
the distribution or the utilization thereof ? 

Have you any solution to that problem ? 

Mr. Reuruer. Well, I think that we need to find a way within the 
framework of our free economic system, whereby there will be a 
premium and not a penalty upon people who create abundance. 

I do not think American farmers ought to be penalized because they 
create abundance. I do not think that automobile workers ought to be 
penalized by unemployment because they create abundance. ‘The only 





2216 ADMINISTERED PRICES 


way we can avoid penalizing people for creating abundance is to 
enable them to share in that abundance, and the only way they can 
share in that abundance is to have the kind of dynamic balance be- 
tween greater productive power and greater consuming power that 
will keep your economy going in high gear. 

If the farmers of America were lying around in poolrooms then 
I would be for penalizing them. But when they are penalized be- 
cause they raise an abundance of food and fiber, I say that is eco- 
nomically unsound and morally wrong. 

When the automobile workers, because they know how to use the new 
tools of abundance, automation and so forth, get dumped on the streets 
as they have been by the tens of thousands, not because they are doi 
a bad job but because they have increased their productivity and be- 
cause fewer man-hours can create more automobiles, that is morally 
wrong also. 

Look at the economics of the farm implement situation. Find out 
how many workers got laid off in the John Deere plant up in Iowa, and 
the Massey-Harris plant in Wisconsin, and the J. I. Case plants and 
the Allis-Chalmers plants and the Caterpillar plants, and en many 
fewer workers we have now making agricultural equipment than we 
had years ago. There are many fewer. Why? Because the Ameri- 
can farmers are getting less for everything they produce but they 
have to pay more for everything they buy. 


That is why they have a two-way squeeze on them, it is happening 
because the things they buy are in the areas where rigidly adminis- 
tered prices are established, but in the market in which they sell the 
things they make, the law of supply and demand works with a venege- 


ance, and it would work with even a greater vengeance if we did not 
have a price support program that gives them small protection. 

The reason I have always been sympathetic to the farmer is that he 
is dealing with the elements of production that are beyond man’s con- 
trol. General Motors can start out a new model in October, a new 
Chevrolet, have all the new gadgets and all the new chrome, and if 
things don’t go well, they can shut down a line or lay off a shift. They 
can reduce their production in the middle of the production year, a3 
they do. 

But when you put a crop in the ground and old Mother Nature 
takes over, you can’t look at the market and say, “Well, it looks as 
though the market on corn is going to drop this year, I think I will 
press a button out in the barn and stop that corn from continuing to 
grow and produce.” 

Or if an old pig sow is pregnant, she is going to have those babies 
just exactly when Mother Nature decided, whether the market for 
pigs has gone up or come down. 

In other words, the farmer is dealing with a production cycle that, 
once he puts a seed in the ground, he has lost control over. 

Therefore, if you ask him to provide the foods and fibers that the 
free world needs to clothe itself and to meet its other needs, then our 
free society has to be prepared, to assume some of the risks that go 
into that production cycle and are beyond his control. 

That is why I am for farm support, because I think the American 
farmers are entitled to it. To deny them farm support means that you 
ask them, as producers, to assume the hazards of all of these uncon- 
trollable factors in the production process. 





ets 
i 
be- 
ully 


out 
and 
and 


any 

we 
eri- 
hey 


ing 
nis- 
the 


ege- 
not 


t he 
con- 
new 
d if 
7, 

“hey 
r, a3 


ture 
‘S$ as 
will 
ig to 


ibies 
, for 


that, 


t the 
| our 
it go 


rican 
[ you 
1con- 


ADMINISTERED PRICES 2217 


Senator Witry. Of course, we are in favor of farm supports as a 
palliative, but we want the economic remedy that will make it so you 
won't have to support the farmer, where the farmer can get the costs 
of production, plus a reasonable return for what he produces. 

We have been looking for that remedy for years, and so perhaps 
if you have a suggestion as to that remedy, we would like to have it. 
I would like to have it, sir. 

Mr. Reutuer. Senator Wiley, I don’t profess to be an authority on 
farm problems, or many other problems, but it seems to me as a mat- 
ter of commonsense, as a consumer, that I am willing to pay my little 
bit in taxes towards keeping the farmer under the umbrella of some 
sort of parity support, until we can find a better way. 

I believe that the American farmers, the American economy, and 
the American consumers would be better off if we had a production 
support approach rather than a farm price support approach. 

I think that that makes a great deal of sense, because I think that 
with price supports we have to pay it twice. We pay it as taxpayers, 
we artificially hold the price of agricultural products at this level, 
and we pay taxes to do that. Then we have to go into the market as 
consumers and pay the higher prices which we are artificially sup- 

rting. I would rather pay the farmer a production payment so that 

wouldn’t have to pay it twice. 

There is another thing I think we ought to do. I spent a little time 
in India last year, over there trying to help workers in India build 
a free labor movement, because I believe that the Communists have 
perfected the techniques in the world by which they forge human 
poverty into political power, and I believe that freedom cannot be 
made secure except as we wage a struggie in the world for economic 
and social justice. 

You look in the countries of the world where there is a strong, free 
labor movement, where there is a measure of economic and social 
justice in the lives of most of the people, and you will find that the 
Communists are not a problem in these countries. 

But where there is great social injustice, where there is great pov- 
erty and hunger, and where there is great human desperation, the 
Communists know how to exploit that kind of problem. 

In India they have been trying now, making a tremendous effort— 
and I believe that whichever way India goes, so goes the cause of 
human freedom in Asia, where most of the people of the world live— 
in 5 years they have raised their per capita income from $50 to $56 
ayear. Yet, despite that, last year 70 million people in India had 
an income of less than $20 per year. 

I believe that if we used our food surpluses for the creation of 
regional world granaries as insurance against crop failures, and also 
used them to create capital goods, since most of the money paid to 
workers in Asia is for food, we could enlist our food surpluses in a 
constructive fight against the forces of Communist tyranny in the 
world, which would give us a force, a moral force, more powerful 
than all of the H-bombs that we can build, in the struggle against 
Communist tyranny. 

One of the things that really hurt me, last week I got a copy of Life 
magazine, and Senator Dirksen, I am sure, would be interested in this. 
This is a picture of a lot outside of Peoria Caterpillar Works, show- 
ing acres of tractors and bulldozers, and if you go up to John I. Case 
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or Allis-Chalmers in Wisconsin, or John Deere or Massey-Harris, 
you will find they have got acres and acres of this same kind of trac. 
tors and bulldozers. 

When I was in India last year, I went = to the northern part of 
India where they are building a big hydroelectric dam that will irri- 

ate 10 million acres of land when it is finished. It is second only in 
height to the Boulder Dam in the United States, a tremendous 
project, and they are struggling and sacrificing to build that dam, in 
the face of very limited and inadequate financing. 

I talked to the men there. What kind of equipment did they have? 
Caterpillar bulldozers. 

Well, I know about these things because our people make them in 
the Caterpillar plant in Peoria. They had 3 or 4 of these big bull- 
dozers pushing the mountains, and behind the bulldozers hundreds of 
people with little burros, with a little woven basket on each side of 
the burro. They would shovel a few shovelfuls of dirt into each 
basket, and behind the burros women were carrying dirt in baskets 
on their heads. 

I said, “If you had enough Caterpillar bulldozers, would that mean 
that you could complete this thing a couple of years earlier, maybe, 
and get these 10 million acres of land into production for raising food 
and fibers that a hungry people need?” They said, “Yes, but we 
can’t afford them.” 

Here they are. If India, if Asia only had 6 months of production of 
what we are losing. We used to have 19,000 workers in the Cater- 
pillar plant. There are only 12,000 there now, working 4 days a 
week. 

If Asia had what we are losing by our failure to utilize our produc- 
tive capacity, by failing to put the unemployed back to work, the 
Russians wouldn’t have a ghost of a chance, and nobody to this day 
knows what is going to happen to Asia. 

Economic penetration followed by political subversion, this is the 
great threat in India, not the H-bomb or the guided missile, but 
human poverty. 

You look at a statistical book and try to understand it, but you can’t 
understand it. You have to feel it with the heart, not merely under- 
stand it with the mind. 

I say this is a great crime. At atime when we ought to be stepping 
up our economic offensive in the world, in the positive struggle against 
aa and hunger, the raw ingredients out of which communism 

uilds its power, when we ought to be doing the most effective job 


possible, when the cry in America ought to be that every worker who 
1s a employed should be willing to put forward a little more effort 


to make freedom strong, what is the picture? Four million people 
are unemployed, and we have acres and acres and acres of surplus 
tractors and bulldozers stored all over the Midwest in the agricultural 
implement plants. 

This is a great crime. This is why the Russians, I think, are so 
smug. They say, “My God, I wish they would go on; if they could 
only use the steel industry 45 percent instead of 55 percent, if the 
automobile industry would lay off more people, if the agriculture im- 
plement plants would lay off the workers who make the tractors; 
we would be sure to win.” 
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That is what is wrong. I know something about communism. I 
did not read it in a book. I fought in the German underground move- 
ment against fascism. I have been working with groups all over the 
world, some of them behind the Iron Curtain, building the forces of 
free men to fight against communism. But I believe that in the long 

ull freedom will win over the forces of tyranny, not just with the 

-bomb. There is the negative aspect of our struggle. In the long 
pull it is what we do in the mobilizing of our productive know-how, in 
equating our scientific, technical, and production know-how with the 
comparable human and social and moral know-why. 

It is equating of human values with material values. This is the 
area in which free men will demonstrate their superiority. But when 
we are wasting manpower, wasting capacity, we are playing the game 
of the Russians. 

This is why we are down here. We are not down here because we 
dislike General Motors Corp. or the Ford Motor Co. We dislike 
what they are doing to the American economy when it needs to be 
fully mobilized. They are doing it through a system of rigid prices 
which price people out of the market and penalize the well being of our 
whole economy. This is what bothers us. 

I think we need to get our values in sharper focus in America, I 
think we need to work out a system of national priorities in which we 
put first things first, and then roll up our sleeves and do the kind 
of job now that we did after Pearl Harbor. 

goutnik can be a kind of bloodless Pearl Harbor, but we need to 
respond. What I have been trying to get management to under- 
stand—and I do not dislike any person as a person. I disagree with 
people, I challenge their economics, I question their politics, and I 
offer them the same right in my direction. But I do not dislike them, 
and I have been trying to get management to understand that really 
the H-bomb and the guided missile have brought the human family 
to a place in the history of mankind where we have all been reduced 
to the simplest common denominator of human survival; that unless 
free management and free labor working together can mobilize the 
productive power of this great and ~eletel free country of ours, 
neither can survive, and that what we ought to do is to recognize that 
there are things more important than whether General Motors Corp. 
makes $214 billion of profit or whether it only makes $2 billion; that 
the survival of our country is at stake, and the economy is the key 
to our survival. 

i ty a fully mobilized economy can overcome our educational 
eficit. 

I think the proposal of the President is not adequate. Why don’t 
we really tackle the educational problem? You cannot just say we 
will put more emphasis on science and engineering. We have to have 
a broad educational program. 

We need more schools, we need more teachers, we need to take this 
on. Why can’t we do it? We are wasting money in unused capacity 
and manpower that would more than cover all these things. 

Our plea is simply this: Every value that we cherish as free people is 
essentially indivisible. You cannot have peace in your own backyard. 
You can only have peace as it is made universal. Human freedom? 
We know that no one can really be free until all people are free. And 
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economic justice, these things are all tied together, inseparably tied 
together. What we are really trying to say to the people of America 
is this: Look, why don’t we rise above the conduct of narrow economic 
pressure groups¢ This is what the Russians think. The Russians 
think that we cannot develop a sense of common purpose, the sense of 
unity that we need to hold together our free society. They think that 
we are going to act as pressure groups, that we are going to war 
against each other, and that we will tear asunder the basic fabric of 
national unity. I think they are wrong. I think that free men and 
women can work together in terms of the positive aspects of peace, 
because they share common hopes and common dreams and a common 
faith, just as well as they work together when they are faced with the 
negative challenge of war, because they share common fears and 
common hatreds. 

This is the great challenge. Now where do you preach these things? 
Do you just do it on Sunday when you are talking about the good Lord? 
I think you have to do it every day of the week in the areas where there 
are difficult, nasty economic problems to be solved. 

That is what we are trying to do. If I did not think we were doing 
that, I would not give the labor movement 5 minutes of my time. I 
would find something else more useful to do. But I think the Amer- 
ican labor movement is trying, trying maybe not effectively, maybe 
not as well as it ought to be doing it, but trying to find a way to equate 
this tremendous progress that we have made in the physical sciences, 
in the art of working with machines and materials, trying to find a 
way of translating that into basic human values in the human and 
social sciences. 

This is what this fight is about. This is the area in which freedom 
will win or lose in the world, in my opinion, and it is not a matter of 
theorizing. It is not a matter of somebody writing a philosophical 
book. It isa matter of what free labor and free management do when 
they sit down at the bargaining table. Do they act as pressure groups 
or do they recognize their broader responsibility ? 

I have a responsibility to one and a half million members. They 
pay my salary. I am obligated to serve their interests and I try to 
do that to the best of my ability. 

Mr. Curtice, whom you will hear shortly, or Mr. Ford, or Mr. 
Colbert, they have a responsibility to their stockholders. 

I do not for one moment ask them not to carry out their responsi- 
bilities. But I do say that while I have a separate responsibility 
to my membership, and Mr. Curtice and Mr. Colbert and Mr. Ford 
have a responsibility to their respective stockholders, still together 
we have a responsibility to all of the people of this great country of 
ours, and our joint responsibility of necessity transcends in importance 
our separate responsibilities. That is what we are trying to say. 
And, therefore, when we sit at the bargaining table, we want to talk 
about wages and prices and profits, because you cannot separate wages, 
prices, and profits, if you are trying to act responsibly in terms of 
the needs of our whole society. 

So when we come up with an idea that we want to try to raise 
income of workers and reduce prices for consumers, we are not trying 
to be fancy. This is not a public-relations gimmick. This is raised 
because we believe that with the serious imbalance in our economy, 
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with productive capacity way up here and re power down 
here, we need to do everything humanly possible at the bargaining 
table to contribute toward the correcting of this imbalance. 

The most effective way to do it is to raise the incomes of workers 
and to cut prices to consumers. This industry is a good place to start, 
because this is an industry whose profits are the most fantastic of any 
industry in the world. 

We made a proposal some months ago, as you know. We asked 


the companies to cut the price of their 1958 cars by $100 per car on 
the average. 


That was rejected. : 
One of the things they said was—— 
Senator Krerauver. Mr. Reuther, I do not want to interrupt you, 


but Senator O’Mahoney had a question or two he wanted to ask 
before you went to another subject. 


DIFFERENCE BETWEEN AGRICULTURE AND INDUSTRY 


Senator O’Manonry. Mr. Chairman, I am prompted by the col- 
loquy between the Senator from Wisconsin, Mr. Wiley, and the wit- 
ness, and also by a statement the witness made regarding the 
automobile dealers, to make two brief comments. 

The difference between agriculture and industry, the difference be- 
tween the farmer on his farm, the rancher on his ranch, the manager 
in the factory, and the worker in the factory, is this: Agriculture is 
still primarily an industry carried on by individuals who do not have 
any overall managers. Industry, on the other hand, is gradually 
becoming almost completely a managerial institution. 

The president of General Electric Corp., talking to the Business 
College of Columbia University about 2 years ago, pointed out that 
in modern business the function of ownership and of management has 
been completely separated. 

He told the students at Columbia University, “I am an employee; 
Tam not an owner of General Electric.” 

That is true of the managers, the presidents, the directors of all 
of these automobile companies. They are employees, just as the 
witness here is an employee of a labor union. They are not owners 
and managers as the farmers primarily are. 

Therefore, whereas the managers of industry can control produc- 
tion, shut if off or turn it on as they decide will be best for their par- 
ticular industry, the farmer has no faucet with which to turn the 
spigot, because there is no central control. 

Now, the other remark, Mr. Chairman, that I wanted to make had 
to do with the witness’ reference to the automobile dealers. They are 
hot in the same category as the automobile manufacturers. As a 
matter of fact, they are in a very different situation from the local 
usinessman who distributes other products of industry. 

_ When the automobile dealer buys his cars to sell in the locality 
in which he lives, he has to pay cash on the barrelhead for them. 
With respect. to most other commodities, the sales are made on time, 
just as the automobile dealer has to sell a good part of his cars on time, 
so much down, so much a month. 

But the automobile industry enjoys the unusual privilege of having 
the dealer put up the entire price of the cars that are sent into 
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distribution, either before they leave the factory or as they leave the 
factory. They do not have the opportunity of financing their sales, 
as the distributors of smaller commodities have. 

Mr. Chairman, I would not have made this statement if you 
had not called on me. I did try to get in before, and I apologize to 
the witness who, I think we will all agree, is a pretty g advocate, 

Senator Kerauver. Thank you, Senator O’Mahoney. 

Before I call on Senator Wiley, is there any comment you wish to 
make about this matter, Mr. Reuther ? 

Mr. Revuruer. I agree completely with the analysis and the obser- 
vations made by Senator O’Mahoney. I think that this is quite true, 

Senator Kerauver. Senator Wiley ? 

Senator Witxey. Mr. Reuther, in your previous remarks, I want to 
call your attention to what, I think, calls for that fine brain of yours 
to give us some of the answers. 

‘ou possibly have meant to imply that those motors and the food- 
stuffs, if they were used by the Government in their foreign policy, 
might be a very valuable thing as an antidote to the so-called Commu- 
nist influx here and there. 

My farm program that I have had for a long time is based largely, 
I think, on some of the arguments you have had where you say that 
you cannot cure economic ills by mere law or mandate or edict. You 
have got to have economic remedies. 

Mr. Revutuer. That is right. 

Senator Witey. Now, the farm program, I have always said, what 
we have got to do, because of our vast supply, we have got to get 

reater consumption. But the second one comes within your category, 


etter ear and then, the third one, further utilization. 


To exemplify what I mean by the third, in Madison, Wis., we are 
now discovering ways of taking the milk and keeping it for months so 
that it can be just as good as the day it is produced. 

But further utilization is exemplified by a salesman who thought 
that cheese could be used in candy, and they have taken the candy and 
made cheese-sweet out of it, and I think it is the finest candy in 
America, because it is protein and not fattening, and it is finer tasting; 
but that is further utilization. 

Now, then, this farm product, no one listens to these points, but I 
am going to get them into the record. There is better consumption, 
better distribution. We cannot even ship our milk product into Wash- 
ington. They have got barriers against it. 

Who built the barriers? Well, our farmer friends in the adjoin- 
ing States, you see. They fixed it so that we cannot get Wisconsin 
milk into Washington. There you have got your barriers. 

Now, further utilization: I think the constituent parts of the milk 
could be utilized for a thousand and one things that we have not 
found yet, so years ago I introduced a bill to create a laboratory whose 
function would be to find the answers, and I have not been able to get 
it through. 

On the matter of further distribution, you suggest we take those 
motors—you suggest we take the farm products—I presume, and the 
other things that are not in balance, overproduction, I call it—— 
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Mr. Reuruer. Underconsumption is what it is. 

Senator Witey. All right. t us call it both, but let us get the 
remedy; and that is what we have you here for. We cannot arbitrate 
between you and management on your prices; you know that. That is 
what the chairman said this morning. That is not our function. 

Our function is to get the benefit of your scintillating thoughts, you 


see. 

[ Laughter. | a’ 

Mr. Reuruer. Flattery will get you nowhere at this point. 

[ Laughter. | 

Senator Kerauver. Do you understand the question, Mr. Reuther ? 

Mr. Revuruer. I might say, Senator Wiley, if every child in Amer- 
ica had one more glass of milk per day, there would not be a surplus 
of milk, and the dairy farmers in this area would not object to bring- 
ing Wisconsin’s rich dairy milk into this area. 

enator Witry. Say that again and again. I have said it a thou- 
sand times, and “Eat Wisconsin Cheese.” 

If they ate as much cheese per capita in this country as they do in 
Europe, we would not have this surplus of cheese. 

Mr. Revruer. Well, let me just say this: If you will support my 
efforts to divert some of the money that is now going to 
the people who already are probably eating more cheese than is good 
for them, I will get this purchasing power into the hands of a lot of 
people who cannot afford to buy all the cheese they want, and we will 
step up the consumption of Wisconsin’s cheese. 

aughter. | 

I will work out a mutual assistance pact with you. 

[ Laughter. | 

Senator Witey. You are a very intriguing young man, and I think 
some of your ideas may be workable. 

On the other hand, we have not yet found the remedy whereby you 
are going to get rid of this capacity that we have which outruns the 
demand in milk, and also in automobiles. 

Let us find that answer, so that it works both ways, and maybe we 
will shake hands over it. You cannot tell. 

Mr. Reutner. Very good. I look forward to that opportunity. 

The point is that the need is there. There is a tremendous unfilled 
need, a human need, but that need cannot reflect itself in demand 
because the people do not have the purchasing power. What we have 
to do is to find a way to get the money into the hands of the people who 
have the need, so that they can satisfy that need in the market place 
buying milk and buying automobiles, and buying all the other things 
they require. 

This is the imbalance that we have got to correct. 

I would like to point out, Mr. Chairman, so that we know the di- 
mensions of what we are talking about when we talk about unemploy- 
ment and underutilization 

Senator Wirry. I want to see that, too. 

Senator Keravuver. Let us designate this as Reuther exhibit 14. 
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(The chart referred to follows :) 
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Mr. Revuruer. According to the economic study that our economists 
have made, taking the productive capacity of the basic sectors of the 
American economy, that would be steel and auto and rubber and agri- 
cultural implements, and so forth, if we had had during the past 4 
years a full employment economy, and we were getting out of our 
capacity its potential output, our people claim that our gross national 

roduct could have been increased in the 4-years’ period combined by 
96 billions. 

I know it is difficult for us to really comprehend what $96 billion 
means. So we have broken this down to show what could be done 
with it. 

It could have built 314 million homes, new homes. It could have 
built hospitals, 400,000 beds fully equipped or 600,000 classrooms; it 
could have doubled social security benefits for the 9,200,000 people on 
social security. It could have done all of these things, and there still 
would have been money left over to increase the foreign-aid program. 

This is what we wasted, and you know when you waste an hour of 
work, it is gone forever. You cannot recapture the loss of unemploy- 
ment. The wealth the worker could have brought into being if he had 
had an opportunity to constructively and usefully use his time, his 
energy, and his skill, that production is gone forever. So we have 
thrown away 96 billions of dollars that we could have had in higher 
living standards, more educational opportunities, more of the good 


PACER 


things of life, an improved military posture, plus better tools to fight [ 


communism on a positive basis in the world. 

This is what is wrong. We are losing this tremendous wealth at a 
time when we need every ounce of economic resources that we can 
mobilize. 

What we have been trying to point out is that everybody gains if you 
have full employment, not just the workers. 
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The worker gains because he is fully employed. His family gains 
because the income is there. 

Everybody gains. 

You take General Motors Corp. and compare—— 

Senator Lancer. Mr. Reuther, when you were interrupted a few 
moments ago you stated that you made an offer to the Big Three to 
reduce the price of their automobiles $100. Then you were inter- 
rupted. Would you mind going on with that? 

Fwant toknow what happened. 

Mr. Revtuer. This is a copy of the original proposal that we made 
to General Motors, Ford, and Chrysler corporations. We proposed 
that they cut the price of their 1958 models $100 per car on the average. 
That would be their contribution toward trying to correct the im- 
balance in our economy. We, in turn, made a commitment that at the 
bargaining table we would negotiate within the economic framework 
of the profit position of the company that flowed out of a cut of $100; 
but we said that the overall position of the company may not suffer, 
because if they cut the price of the cars they stimulate sales, so that 
while they may make a smaller profit per unit, they may make the same 
total profit out of a larger volume. We pointed out to them the 
arithmetic of this based upon what happened in 1955 and 1956. 

These are figures that I think are very significant becaues they show 
that volume is the key to getting unit costs down and profits up. 

Volume is the key to the economic future of the worker, the consumer 
and the stockholder. 

In 1956 production in General Motors was down 23 percent below 
1955, but profits were down 31.5 percent. 

So you see the profits dropped much faster than the volume. 

Ford is even more dramatic. Production of Ford in 1956 was 25.5 

reent lower than 1955, but their profits were 50 percent lower. 
n Chrysler it is even more dramatic because as their volume goes down, 
the shrinkage of profits is accelerated, the ratio steps up. 

Chrysler had 36 percent less production in 1956 as compared to 1955, 
and their profits dropped 81 percent. 

So what we have really been saying is this: We said if we can have 
a full employment—full ao economy, and if you can stimulate 
the achievement of a full production-full consumption economy and 
start cutting prices, maybe other industries will follow suit and create 
a more favorable climate. Then we can bring into the market thou- 
sands and thousands of new customers and that will stimulate employ- 
ment and sales. While you make less per car you may wind up 
making more money in total, because you have a larger volume. 

So it makes sense from everybody’s point of view. 

Well, they turned this down, Senator Langer. They said we had 
no business even talking about it. We said we are not saying we want 
to bargain about prices. We have never asked to bargain about prices. 
But we do say that we have a responsibility to urge the industry to 
adopt a responsible pricing policy when an irresponsible pricing policy 
creates imbalance and mass unemployment and a serious threat of 
recession. 

They rejected our proposal. This was last August, I believe. 

‘ Senator Keravuver. Is it contained in this pamphlet that you have 
ere ? 
22805—58—pt. 6——-8 





2226 ADMINISTERED PRICES 


Mr. Revruer. It is. 

Senator Krrauver. That is what you have been talking about? 

Mr. Reutuer. That is right; that 1s our proposal. 

Senator Kerauver. Let that be printed as Reuther exhibit 15. 

(The document referred to may be found in the appendix on p. 3472.) 

Mr. Reurner. Then we got to the period where we are now, and 
we are getting close to the bargaining table although we will not be 
bargaining yet for 2 months—we obviously have to begin to formulate 
our demands in advance of the day we go to the bargaining table. 

I sat down with my colleagues in the leadership of our union and 
I said to them—and they shared my concern—I said that we are in 
trouble in America, and what we need to do is to try to find a way 
to make our maximum contribution toward the correcting of the im- 
balance. Our maximum contribution can be made only if we increase 
the income of workers at the same time that we reduce the prices of 
cars so that we can give more people more purchasing power. §o 
we decided to recommend to our convention, and we did so recommend, 
a two-package approach to our collective bargaining problems. 

It was very unorthodox, it was unusual but these are unusual times 
that we live in. We explained this to our members and they adopted 
this program by better than 90 percent last week. 

There were over 3,000 delegates, we debated this thing for 3 days 
and by better than a 90 percent vote they approved this approach. 

There were some people there who preferred that we make the 
shortér work week the 4-day week, our demand. 

I took the position that in view of the worsening world situation 
and our increasing world responsibilities, we as the strongest of the 
v4 nations needed to assume that this was not a time to fight for more 
eisure. 

This was a time to fight for full employment and full utilization of 
our manpower and our economic resources. 

The point of view we recommended was supported by better than 90 
percent. What did we propose to do at the bargaining table? Here 
again I want to emphasize this: Theory in collective bargaining is 
very shortlived. You get to practical things very quickly. You tell 
the boss what you want and he says “No,” and that is the end of the 
theory and you are right up against the practical aspects of the 
problem. 

So we said O. K., what do we do, what can we do in a practical way 
to meet this problem ? 

We said, let us have a two-package approach. We say that in the 
minimum package we want only what we know can be paid out of the 
increased productivity as measured in the total economy, not the auto 
industry, not the big three, but the total economy, that represents, 
we believe, that measure of economic and social progress to which every 
wage earner and his family is entitled, based upon the improvement 
in the whole of our economy, based upon the progress that we all make 
together. 

ut, we said, while we are willing to take that minimum concession 
as a downpayment, we do not want to forfeit our full equity because 
only as we realize our full equity can we make our maximum contri- 
bution to the expansion of purchasing power. 

But if we demand our full equity now, the company can say “Well, 
this in inflationary,” and we cannot disprove it. We can bring up 4 
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lot of economic statistics that we think would give us a good case, but 
we could not positively say we know absolutely that this is not infla- 
tionary, because General Motors can say, “Well, something might 
happen and we might lose money this year,” and then it would be 
inflationary because the company would have to raise its prices. So 
we said “O. K., we will defer the realization of our full equity until 
after the customers who buy your cars have paid the price, after you 
have met all of your basic operating costs, and then after you set aside 

rofits equal to 10 percent on your net capital we then want to share 
in the excess profits on the following basis: 

Fifty percent for the stockholders and the executives; 25 percent 
in the form of a consumer rebate—we do not make that as a bargaining 
demand, we are not trying to bargain about prices, we say this as a 
strong suggestion which we hope you will take; and 25 percent, which 
isa bargaining demand, to be shared among the workers.” 

In General Motors, that means 500,000 workers who would share 
inthisequity. Now, why do we take this position 

Senator Keravuver. Mr. Reuther, just on the details, the 10 percent 
you are talking about is before taxes? 

Mr. Reuruer. That’sright. That doesn’t mean that we are putting 
a 10 percent ceiling on earnings. This merely means that is the point 
that we break in. 

Now, why did we choose that, Mr. Chairman ? 

Senator Keravuver. That is approximately 5 percent after taxes? 

Mr. Reuter. That’s right. 

We chose that figure because that is the basis which General Motors’ 
executives and Ford executives, and essentially Chrysler executives, 
have used to determine at what point they share in the profits, through 
the executive bonus system. So we just borrowed their arithmetic, and 
we said that since Mr. Curtice is an employee, a very highly paid em- 

loyee of General Motors Corp., and he breaks in at this point to share 
in the excess profits, we want all of the employees to share, and we will 
use the same arithmetic that they use themselves. This is not of our 
creation; this is their creation. We merely borrowed it from them. 

Looking at the overall increase in productivity in the economy, 
according to the BLS, for the period from 1940 to 1956 it went up 
roughly 64 percent, as shown by this bar at the bottom of the chart. 

At General Motors, automotive wages in this period went up roughly 
27.7 percent ; the fringe benefits went up a little bit less than that, and 
we are actually using this figure—we are shy somewhere between 30 
or 32 cents, the amount by which our economic gains have fallen behind 
the increase in productivity in the whole economy, not General Motors, 
not Ford, not Chrysler, but in the whole economy. 

Senator Kerauver. We will make this Reuther exhibit 16. 
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(The chart referred to follows:) 
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Mr. Reutuer. I showed you earlier where we used the overall levels 
of production, where, from 1947 to 1957, the increase in production was 
50 percent and the increase in employment was only one-half of 1 per- 
cent. This means that the increase in productivity in the whole 
economy was much less than the increase in productivity in the auto- 
mobile industry, so that if we fell behind the increase in the whole 
economy by this amount, then obviously we fell much further behind 
in terms of the increase in productivity in the automotive industry. 

This means, obviously, that our wage increases and our fringe bene- 
fits were not responsible for inflation. But we said, “O. K., let us lay 
aside any possible question that an economic demand we make in 1958 
can be inflationary in character, in any respect. We take the mini- 
mum demand, based upon the improvement in productivity in the 
whole economy, we defer the balance of our equity until the profits 
are there, and if you get a share of the profits after the prices have 
been paid, and the consumer gets a price rebate after the profits are 
there to make it possible, obviously that is not inflationary.’ 

Well, this was what the delegates adopted. 

Up to now our improvement factor has been based upon a 2% 
parannt increase per year. This was arrived at by General Motors, 

ased upon the movement during the past 50 years starting in 1948 and 
backing up 50 years. This took in depressions and wars and every- 
thing else. 

This obviously does not measure accurately the actual movement, 
the increase in productivity in recent years. 

The improvement factor—I think it is important that everyone un- 
derstand—the improvement factor is the annual improvement which 
is built into our basic contracts which represents the workers’ share 
of the equity made possible by advancing technology. 

This is written into our contracts, and Mr. C. E. Wilson, who was 
one of the exponents of this wage concept, made it very clear that it 
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was based upon the average for the 50 years ending in 1948, and that 
General Motors and the automotive industry did much better. 

What we are saying is that we will take our minimum demand out 
of the general level of productivity in the whole economy, and the bal- 
ance of our equity out of the actual profits when they are there to be 
had. 

We believe that this is a reasonable, sane, and constructive approach 
to how free labor and free management can attempt to work out the 
sharing of the equities, so that workers, consumers, and stockholders 
ean all share in the increasing abundance, so that we can maintain the 
dynamic balance that is essential to growth and prosperity for the 
whole economy. 

When we came out with this proposal, as I say, it was based upon 
the approach which the corporations themselves had worked out. 
Much to our disappointment, the companies—I think without really 
giving it serious consideration, because it was a long document, we 
worked many many hours drafting it—and they rejected this before I 
think they had an opportunity even to read it properly, let alone think 
itthrough carefully. They rejected it. 

Mr. Curtice, who gave the first blast, said it was foreign to our free 
enterprise system. 

Well, let’s just pause for a moment and look at it. I said this morn- 
ing that there were twenty-thousand-odd companies, including the 
companies from which two of the prominent members of the Eisen- 
hower Cabinet came, Mr. Folsom and Mr. McElroy, that had profit- 
sharing plans, but Henry Ford had a profiting-sharing system, too. 
He had a rebate. He gave people back money on the old Model T. 

He had a profit-sharing plan when he initiated the $5 a day. It was 
a big profit-sharing plan and he so announced it. There is nothing 
wrong with sharing profits. 

Mr. Colbert said it was inflationary. If at the end of the year you 
get a price rebate, it seems to me that is very noninflationary, not 
inflationary. Then Mr. Curtice, I think, struck the most unfriendly 
blow when he said it was extravagant. 

This is what we could not understand. You know in 1947 we began 
first to try to bargain for pensions. A worker in the automobile indus- 
try had no sense of security, and he looked forward to the day when he 
could not buck the automobile assembly line with great fear and 
uncertainty, because too often he wound up on the industrial scrap 
heap, and he just dreaded the day when he could not keep up with the 

ine. 

So we went to these corporations, and I sat across the table with the 
executives in this great industry, and I said to them, “Look, dont’ you 
believe that it ought to be considered a normal part of the cost of 
making automobiles to lay aside moneys necessary to provide some 
measure of economic security and human dignity for workers when 
they are too old to work but too young to die?” And they said to me: 
“Go to Washington. Go down there and get a law. Change the 
Social Security Act.” 

So we came to Washington. We thought maybe that is where we 
ought to do it. And they had lobbyists down here blocking it, fight- 
ing down here against it. So we went back and we said: “If you 
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won’t do it down there where the worker pays half of it, then we will 
make you do it at the bargaining table and we will make you pay all of 
“i? 

So we began to work on our pension programs. I recall the day I 
sat down with General Motors Corp. and they said to me: “You know, 
(his is wrong that you are trying todo. If you give workers this kind 
of security by having the company pay for it, why, you will destroy 
their sense of self-respect and their sense of independence. Why 
don’t you tell them to save for a rainy day out of their earnings, and 
then they will be able to have security with a full measure of self- 
respect ¢” 

I said: “You tell me, gentlemen, what kind of mental and moral 
gymnastics you go through to arrive at the conclusion that when a 
worker earns $1.50 an hour—and that is what we were making back 
in those days, $1.50 an hour for GM employees—that you will destroy 
his self-respect, his sense of independence, if you give him $100 a 
month including social security, but the president of General Motors 
Corp.”—we took the president’s salary and broke it down into an 
hourly rate, including his bonus, and he made $332 an hour on a 40- 
hour week, 50-week basis. We allowed him 2 weeks’ vacation in 
Florida. And what had General Motors done for this $332-per hour 
executive? They knew he could not save on a measly $332 an hour 
for a rainy day, so they had a $25,000 pension fund for him, and I said: 
“T do not understand your economics or your morality. It is wrong 
for a $1.50-an-hour worker to want $100 a month but a $332-an-hour 
executive has $25,000 a year.” 

I said: “We are going to get this. This is a matter of need, and 
it is a matter of siendle justice.” 

Well, we did not get it easily. The Chrysler workers walked the 
bricks 108 days to get a $100 pension program with social security, 
although the corporation executives in Chrysler had fabulous pensions. 

This is where we came from. So when they say, “You are extrava- 
gant,” it does not surprise us. That is what they told us when we 
wanted a $100 pension and they were giving themselves $25,000 a year 
pensions. 

So we took it in our stride. But I would like to show you a few 
facts to see whether you think we are extravagant, or whether you 
think Mr. Curtice is perhaps the one who is extravagant. 

If our plan had been in effect during the past 10 years, 1947 through 
1956, this is what would have happened. A General Motors worker 
in that period, getting the average rate for the industry, earned in 
the 10 years, $39,272. That is the average wage, so that he earned 
roughly $3,927 a year for that 10-year period. 

If our plan had been in operation and he had shared in the 25- 
percent bonus, using the executive plan applied to workers, he would 
have gotten $6,406 in bonus, or a total of $45,678 for the 10-year 
period, or $4,567 on the average for each of the 10 years. That is 
what we are proposing. 

This is what would have happened in the 10 years. Here is what 
happened to Mr. Curtice. 

Senator Keravver. Let’s mark that Reuther exhibit 17. 

(The chart referred to follows :) 
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Mr. Reuruer. Mr. Curtice in this period, and I do not begrud 
him a penny of this, got $1,630,000 in salary, and $3,930,000 in “bonus, 
or a total of $5,560, 000 for the 10 years, or an average of $556,000 
a year for each of these 10 years. 

Now, just think of it. We propose that an average GM worker 
get $4,567 per year average, seat and wages. Mr. Curtice got 
$556,000. He says we are extravagant, but he is modest. I do not 
think any reasonable person in America will buy that kind of cock- 
eyed arithmetic. I just think that this shows an inequity. 

I was on a TV program on Saturday night when a fellow was ask- 
ing me, he said, “Yes, but Mr. Curtice owns the company, and he gets 
this because he owns the company.” 

He could not separate out in ‘his own mind the difference between 
Mr. Curtice who is managing General Motors Corporation as an 
employee, getting a part of the profits in a bonus, as differentiated 
from a fellow who owns a corner grocery store. He owns the store, 
he operates the store and obviously the profits he gets out of it be- 
long to him. 

All we are proposing, Mr. Chairman, is that just as Mr. Curtice, 
an employee of General Motors Corp., gets a share of the excess profits 
beyond the 10 percent in a year- -end bonus, which he has a right 
to spend any way he wants, so we want the GM workers to share in 
that bonus, and we want to apply the same principle that Mr. Curtice 
applies to himself to the other 500,000 GM workers who work for 
wages or for salaries. 

Senator Keravuver. Mr. Reuther, I am sorry to interrupt you, but 
I have been advised that a live quorum has just been called, which 
will probably be followed by a vote. We will stand in recess for 15 
minutes and keep you advised here about our progress, but we have 
to recess at this time. 

(Short recess taken.) 

Senator Keravuver. Mr. Reuther, you have been talking about the 
proposal which was endorsed by the UAW at its convention. It is not 
the purpose of this subcommittee, of course, to try to supervise or to 
have anything to do with collective bargaining between the UAW and 
the automobile companies. We are interested in all these matters from 
the viewpoint of concentration, monopoly, and unemployment, and 
high costs of living and matters in competition, things that affect the 
jurisdiction of our committee, of course, so we are glad to hear all the 
details about it. 

You have spoken about the proposal. Is it in writing, and is it 
available so that we can have the proposal ? 

Mr. Revuruer. Yes. The proposal we adopted is in the form of a 
resolution which was adopted by our convention, and we should be 
most happy to provide copies of that to you and to the court reporter 
here. 

Senator Keravver. If you will provide copies, we will put the pro- 
posal in the record as Reuther exhibit 18. 

(The document referred to may be found in the appendix on p. 3479.) 

Senator Krravuver. I may not have it in detail, but I saw one point 
that I wanted to ask about that might be critical of the proposal. As 
I understand the first step, real hourly earnings increase as fast as the 
increase in the productivity in the economy as a whole, and not just 
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in the automobile industry. Is it contemplated that the productivity 
in the automobile industry will not increase as fast as the productivity 
of the economy as a whole? 

Mr. Revruer. Productivity, Senator Kefauver, in the automotive 
industry increases considerably faster than the increase in productivity 
in the economy as a whole. So what we are proposing is that the 
minimum wage demand merely reflect the increase in the whole econ- 
omy, and that we defer the realization of the additional measure of 
our equity that we get out of the increased profits at the end of the year. 

In other words, if we were to say we want the basic demand to repre- 
sent the increase in productivity of the automotive industry, then our 
demand in that case would be much higher than this. 

Senator Keravuver. You said a few minutes ago that Mr. Wilson had 

ut forward a formula that the productivity over a 50-year period had 
increased 214 percent per year. 

Was that referring to the automobile industry or to the economy 
as a whole ¢ 

Mr. Reuruer. We can give you the exact quote there. This is at 
page 38 of my prepared statement, and Mr. Wilson states, and I quote 
from him : 

The 214 percent annual improvement factor is somewhat less than the Nation’s 
manufacturers have been able to achieve on the average in the last 50 years. 

We in General Motors have subscribed to what we think is the average of 
what the country can do. Of course, we hope to do better ourselves. 

In other words, this is a 50-year average that they used, based upon 
the whole economy, and the automotive industry did much better than 
that, and General Motors did much better than the automotive in- 
dustry as a whole. 

Senator Keravuver. It says there, though, in the first part, that 214 
percent annual improvement is somewhat less than the Nation’s manu- 
facturers as a whole, although General Motors did better than that. 

So I wonder what is the logic of taking the improved productivity 
in the economy as a whole rather than just taking it in the automobile 
industry ¢ 

Mr. Reutruer. Well, we believe that on the whole, all workers ought 
to share in the improvement in technology, and what we propose is 
that we take as our basic minimum payment a wage increase that 
reflects the level of improvement in the total economy, and defer the 
realization of the balance until we can get it out of profits, so that 
we are absolutely sure we are not creating any inflationary pressures. 

This is just the safest way to do it. 

And we also believe that the consumer should share in the increased 
productivity of the automotive industry by lower prices. 

If we try to eat it all up in wage increases, then the consumer— 
there would not be anything for him to share. 

We propose that the consumer share equally with the workers in 
the equity represented by the excess profits over 10 percent. 

Senator Kerauver. In addition to, over and above, the increase 
resulting from the increase in the productivity in the whole economy, 
there is a second step, the part above 10 percent of profits before 
taxes to be divided 50 percent to management, 25 percent to the 
workers, and 25 percent to the consumers, the consumers to get a 
refund, if there was any, at the end of the year, rather than trying 
to figure it out in the first part of the year; is that the—— 
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Mr. Revruer. I think there were many arguments used by the com. 
panies when they repected 

Senator Kerauver. I mean, did I get the proposal correctly? 

Mr. Reutuer. Yes; that is correct. You have got it. 

Senator Kerauver. I wanted to ask this: If some one company 
was making larger profits than other companies—I think the record 
shows General Motors has, on an average, made larger profits 
would this formula, if adopted, not drive more and more purchasers 
to General Motors on the theory that they might get a larger rebate 
than from some other company ? 

Mr. Revruer. I think that that would have some impact upon the 
market conditions. But if you say that you are opposed to a rebate 
because some people might buy this car because they get a bigger 
rebate then, in effect, that is an admission that there are administered 
prices. The prices ought to reflect the lower unit cost of the more 
efficient producer, and at the point where the prices do not reflect the 
lower unit costs of the more efficient producer, you have got rigged 
pricing. That is the problem here. You have got an administered 
price. 

I think, as a practical matter, what we are proposing to do will help 
the independents, because, first of all, we have a flexible approach to 
collective bargaining. We do not try to get out of the independent 
Renperer the same economic package that we get with the big pro- 
ducers. 

Secondly, the most serious problem that the independents have is 
that they are at a tremendous disadvantage in competition with the 
Big Three when it comes to getting access to needed capital for expan- 
sion purposes and modernization. 

Under this proposal, the consumer and the wage earner will be get- | 
ting their share of the excess profits which now accumulate, and which 
represent the self-financing, which I pointed out previously, where the 
companies are practically financing their expansion and growth out 
of the higher prices they charge to the consumers. 

If we were able to share in that, the amount that we would share 
would reduce their capital that they could use for expansion, and | 
this would tend to equalize more nearly, or certainly minimize the 
disadvantages that the smaller companies have. I think this would | 
be a real contribution to helping the independent producers. 

Senator Kerauver. Another trouble is that General Motors has a 
lot of other businesses—Caterpillars, tractors, refrigerators, spark 
plugs, diesel engines, and so forth—whereas American Motors, for 
instance, only has the automobiles and refrigerators, so that these 
other businesses in General Motors might make a large profit anda 
contribution which would be reflected in this rebate that purchasers 
of General Motors cars would get, which might work to the disadvan- 
tage of the purchasers from American Motors, for instance 

Mr. Wernperc. May I answer that, Senator ? 

Senator Keravuver. Or Ford? 

Mr. Wernzerc. We have based our calculations on rebates to be f 
applied not only to the passenger-car production of General Motors 
but to all of its products. The way we worked it out was this: We 
have first taken out of their actual profits 10 percent on net capital, 
and then, after splitting the remainder, 50 percent to the corporation 
and its executives, 25 percent to the workers and 25 percent for con 
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sumers, we have taken what that 25 percent to consumers would 
amount to as a percentage on sales, and estimating what it would mean 

r car we have applied that percentage to automobiles. This means 
that equal percentages would be applicable to the corporations’ other 

roducts and money would be available for rebates with respect to 
those other products. 

Senator Kerauver. In other words, you tried to leave intact what 
they make in their other lines of business so that the same thing 
might be available there that you are asking for here? 

Mr. Wetnzerc. That is right; and General Motors’ appliance busi- 
ness would not subsidize rebates to its automobile business. 

Mr. Revtuer. I think also, Senator, that 

Senator Krrauver. But it is all in a conglomerate statement. I 
did not think it would be possible to split it up between Caterpillar 
tractors and refrigerators and foreign business and war work. 

Mr. Revruer. General Motors Corp. knows precisely how much 
it costs to make a Chevrolet and what their profits are per Chevrolet 
made. They know exactly how much it costs to make a refrigerator 
and they know how much it costs to make a Delco-Remy portable 
power unit. 

They know how much it costs to make a yellow cab truck. 

They know these things. This is not a difficult thing to do if they 
want to do it. 

Senator Kerauver. But that is confidential business information 
which they keep and which they would not want to give to you, 
would they ? 

Isn’t that true? They would not want to disclose their confidential 
business records ? 

Mr. Reutuer. That would not be necessary, because it would be 
very simple to compute what portion of their total volume of business 
and earnings came out of the refrigerator industry, how much came 
out of the automotive business, this is a simple matter that could 
be worked out if there was a will to do it. 

If you are obviously trying to find reasons why you should not 
do it, then you can raise all kinds of hypothetical problems that seem 
insurmountable. 

But as a practical matter, General Motors Corp. operates as a 
whole series of companies. The Buick motor car division operates 
asa company. They know exactly how much Buick makes on their 
production. ’ 

Chevrolet operates, Yellow Truck and Coach operates, a separate 
company in terms of their costs and so forth. 

So does Frigidaire, so that they could work this out if they care 


I think there is this that. needs saying, that the impact of a rebate 
upon the attitude of consumers in the automotive industry or the 
appliance industry would be quite different from the impact of a price 
rebate, say, in the steel industry, because if you take a ton of sheet 
steel, say it is 28-gauge, that it is cold rolled, with a certain kind 
of polish. That steel whether it comes from Bethlehem or United 
States Steel or Republic Steel, that tons of steel is exactly the same. 

; You would not know, no steelmaker would know, the difference 
if he just saw a piece of steel. He would not know which mill made 
it. But a Studebaker has certain features that one customer would 
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like as compared to a Rambler or a Chevrolet or a Ford. While the 
rebates of the most efficient producer would be higher than those of the 
least efficient producer they would stimulate an increase in volume on 


the overall so that even the fellow with the smaller rebate would be | 


sharing in a bigger market. I think that the difference in the models, 
a fellow’s wife likes a certain kind of a car because—well, she just 
likes it, just the same as she buys a new Easter bonnet. 

It is not a matter of logic many times, but she likes a certain mode] 
and she will buy that even though the rebate on that car may be $10 
less than the rebate on another car. There is that consumer discretion 
in the automotive industry which would be quite different from the 
consumer’s discretion in the steel industry, because a ton of steel of a 
certain type and gage is exactly the same whether Bethelem makes 
it, or United States Steel, or Republic Steel. 

Senator Keravver. But the facts to make your plan work are not 
available now. 

In other words, they would have to report on an unconsolidated basis 
rather than a consolidated basis. 

Mr. Revutuer. Yes, but their books are kept so there would be no 
difficulty whatsoever. That would be a very simple bookkeeping 
matter. 

Senator Kerauver. Do any of my colleagues have any questions! 

Senator Lanerr. Yes. 

Senator Kurauver. Senator Langer has a question. 


Senator Lancer. Mr. Reuther, this morning you characterized | 


your proposal as being unorthodox. 

How does it differ from the Procter & Gamble and Eastman Kodak 
profit-sharing plans? 

Mr. Revuruer. I meant it was unorthodox for our union. It was 
unusual for our union. Obviously it is not so unusual if 20,000 com. 
panies have profit-sharing plans. 

Now they all vary. But the principle is the same, and the principle 
is a very simple one: If Mr. Curtice, as president of General Motors 
Corp., has a right to share in the excess profits as an employee—not 


as a stockholder, he gets additional moneys as a stockholder—if he has | 
the right to share in the excess profits as an employee, in an executive | 
bonus plan, then I maintain that the same principle ought to be ap- | 
plied to the hourly workers and the salaried workers who are excluded | 
from the executive payment plan. It is only unorthodox in our union, | 


it is not unorthodox in our total economy. 

Senator Lancer. I am still a little puzzled. 

How does the consumer benefit from Procter & Gamble, for 
example? 

Mr. Revutnuer. Well, they do not. 


We are adding another feature here that Procter & Gamble do not 


have. I thought you were talking about. profit sharing generally. 


We believe the consumer ought to share equally with the worker, f 


and therefore ought to have access to 25 percent of the excess profits 


above the 10 percent which is the figure that they use in their executive | 


bonus plan. 

Senator Lancer. That is all, Mr. Chairman. 

Thank you. 

Senator Keravuver. I think that is a very pertinent question yoll 
asked, Senator Langer. 
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Senator Wiley. you had some questions ? 

Senator Wixey. Yes. 

I presume that you have figures to show what it would cost the 
Government of the United States in taxes. 

In the first place, 25 percent would go to the laboring men, would it 
not, then you have got 25 percent which would be a rebate, which 
would not be taxable at all. It would be simply that much off the 
cost of the car. 

On the other hand, with the remainder in profits, the Government 
would get 52 percent of that, would it not? 

Iam just wondering from the standpoint of this Government what 
it would cost us in taxes. 

Mr. RevtHer. Senator Wiley, we have thought about that, too, be- 
cause we are concerned about the tax structure of our Government. 

It is our Government, too, and if our Government is not capable, or 
financed on an adequate basis to do the things that it must do, then 
it affects the world in which we live and the world in which the 
children that our members have are growing up in. 

But I think you need to understand that this is the essential differ- 
ence: When General Motors Corp. and the auto industry generally is 
operating at 60 percent of capacity, you don’t get any taxes out of the 
40 percent that is idle. Bringing that idle productive capacity into 
production and employing the workers who can make that possible is 
the only way you can expand the tax base. 

Ultimately, if we get full employment and full production, you 
expand the tax base, and the income of the Government is increased 
rather than decreased. 

In other words, what we are proposing is that we shift the distribu- 
tion of the income in this period so that we can stimulate greater activ- 
ity and create an overall greater gross national product to create the 
broader tax base which the Government can use to get adequate re- 
sources. 

I used that chart of the loss of $96 billion. If we lost $96 billion 
in the last 4 years, and you can demonstrate that by very solid economic 
statistical data, then it means that $96 billion of income which people 
could have had, the Government was not able to tax, because you 
can’t tax a dollar that someone hasn’t got. You can only tax a dollar 
that people get. 

You certainly can’t argue that in substitution for a full employment 
program which will bring this 40 percent of idle capacity into actual 

roduction and create the wealth that we can tax, you can’t say, well, 
et’s not do that but let’s instead let the corporations which pay a 
higher tax rate than an individual who gets the same money, let’s leave 
the corporations keep it because they will pay the Government more 
money. 

If that is the logical way to solve our tax problems, then we ought 
to cut all the low-income groups, give that money to the wealthy be- 
cause they paya higher tax rate. 

That isn’t the way a democracy functions. The answer has got to 
be to stimulate and expand purchasing power to get the idle capacity 
and the unemployed tack into production, so that the tax base is 
broadened, and we will get more income out of that broadened tax 
base, made possible by full employment and full production. 
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In other words, the Government has a tax base in which they shar 
the abundance of our economy rather than a restricted, narrow tax 
base, based upon scarcity. 

Senator Witey. Let me put the question another way, so we won't 
get into an altercation as to whether or not this will give you ful] 
employment. 

You contend it would, and I don’t know whether it would. Now 
let’s assume you have full employment. Men are fully employed, 
How much is it going to cost the Government in taxes then ? 

You have 25 percent back to labor, of which you had 52 percent, 
You have the other 25 percent, which is in the nature of a gift, back 
to the car buyer, which reduces his purchase price, so there is 50 
percent out of the net earnings of the company that has been reduced, 
25 percent absolutely, the other 25 is susceptible to taxation, as I take 
it the wages are in the hands of the employee. 

Now, let’s assume full employment. ‘Then, how much is it going to 
cost the Government ¢ 

Mr. Revuruer. Obviously, the 25 percent the consumer would get is 
not income, and he doesn’t pay taxes on that. The 25 percent in 
higher wages 

Senator Witry. But you know what those figure are. You have 
given us the figures. He would then have, in your opinion, somethin 
like $4,000 a year. He is a married man with children, and so forth 
and so on. 

Your economists could give us the overall as to what it would cost 
the Government in taxes. 

Mr. Revuruer. Senator Wiley, if you are interested, I will have our 
economists give you several hypothetical cases, and we can demon- 
strate conclusively that a full employment economy, with a broad tax 
base, will give the Government more money than a narrow, limited tax 
base now gives us. 

Senator Witey. I haven’t any question about that in my mind. My 
question, of course, goes to the matter of trying to figure out when we | 
are in need of taxes, what it is going to cost us when we take 50 percent 
of the corporation income away from the tax base of 52 percent, or 
whatever it is. 

Now, I realize, as Senator Kefauver has said today and as he said 
in his statement, we are not here to arbitrate between you and the 
companies. We are seeking to find a way, if there is one, to do some- 
thing to our economy that will give it not only a shot in the arm but 
a permanent shot. 

In other words, we are trying to find out—and that is our thought— 
whether there is any violation of antitrust or antimonopoly laws. Do 
you know of any? 

Mr. Revrner. I know that if millions of American consumers now 
were getting a rebate on the car that they bought last year, so they 
could use that rebate as a downpayment on a new refrigerator or an 
electric range, or something else they need, that would stimulate the 
appliance industry, which is presently operating at less than 60 per- 
cent of capacity, and I know that the Government of this country is 
not getting any income or taxes from the idle capacity of General 
Electric, Westinghouse, or anv other company. 

You just can’t get economic wealth out of idle factories and idle 
workers, and the only way you can get more income for the Govern 
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ment is to give the people more income, and the only way the people 
can have more income is to have full employment and full production. 

It is just that simple. 

Senator Witey. That is very simple. We want full employment, 
we want full production. We want also to have it arranged so that a 
man gets a living wage, that he at least gets in the farm area the cost 
of production, plus a reasonable return, but we haven’t gotten it, and 
so you simply say full employment. OURO 

You are assuming the fact we all want. The question is how to 
get it. ; 

Mr. Revrner. All right. 

There is one thing we do know, Senator Wiley. We know that what 
we are doing now is wrong, because we are getting in trouble, and we 
are proposing that we change it. : 

We propose that we are in trouble now because the big corporations, 
under a system of administered prices, have been getting a dispropor- 
tionately large share of the gross national product of the income 
of this country, and that they are shortchanging the consumer and the 
worker and the farmer. 

Until the worker and the farmer and the consumer get their share, 
we cannot recreate the dynamic balance between productive power and 
purchasing power which is essential to a full employment, full produc- 
tion economy: 

Now, you can say, well, how do you know that what you propose will 
create more employment. Well, it always has. You give more pur- 
chasing power to — to buy the things they want, and there will 
be more jobs to make the things they want. 

We know what we are doing now is getting us in trouble. Nobody 
can challenge that. I said the steel industry was operating at 56.6 

reent, and Senator Kefauver read the Wall Street Journal and said 
it is down to 55. 

We know that the automotive industry can make between 9 and 10 
million cars. We are probably going to make between 5 million and 
5,300,000. 

We know that the appliance industry is operating at less than 60 
percent of capacity. 

We know these things, and it seems to me just a matter of common 
economic horsesense to say if you are getting in trouble because of the 
things we are doing now, why don’t we try to do something else, and 
try to get out of trouble? 

Senator Witey. That is your argument, that this would do it? 

Mr. Revruer. We think so. 

Senator Wier. In other words, put them back to work on your 
plan. That would create at once a demand for these cars and this 
machinery you have spoken about, and so forth. I think that is the 
very issue. 

Now, we want that. We don’t disagree in what we want. What we 
are looking for is the remedy which we have sought in many ways for 
along time in our economy in this country. 

I think that one of the reasons we are running into this is, first, you 
have fear, which some people stress; some people don’t think it 
ae to anything, but there is fear. Fear causes a letting up of 

uying. 
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There is no question about that, and a lot of people that should spend 
money are not buying. 

On the other hand, we have overproduction in so many articles, in 
household furniture we have it, we have it in the things you haye 
mentioned here, and where you have overproduction, like with our 
milk, our cheese, and our grain—— 

Mr. Revuruer. You shouldn’t say that, though. We haven’t got 
overproduction in milk. 

Senator Wier. That is a philosophical answer, and I will agree 
with you if you have adequate distribution, adequate consumption, 
and adequate utilization, but there is “if, if, if.’ “If” is the whole 
problem, and you are assuming that those “ifs” are answered by simply 
eae getting your way in relation to the solution of the automobile 
industry. 

Now I was just told by someone—you have talked about these ad- 
ministered prices—we have had 5 experts in front of us and they said 
90 percent of the business of this country is in administered prices, 

How do you define “administered prices”? What does the term 
“administered” mean ? 

Mr. Revtruer. I would think an administered price is a price that 
is arbitrarily determined by the producer and is not the product of 
the forces of the free market place in terms of the normal things that 
ought to regulate the price of a commodity. 

In other words, it is a decision which the producer makes and not 
a price that flows from the exercise of free market place forces. 

Senator Witey. Do you apply that to wages, too? “Administered” 
wages ? 

Mr. Reurner. Are wages administered ? 

Senator Wizey. Yes. 

Mr. Reurner. Wages are bargained. If the consumer could bar- 
gain about the price he pays, then you could have bargained prices, 
but I don’t know how you can bargain about prices. 

Senator Wier. Then I think we are coming to this question: Are 
you in favor of the Government stepping in to fix prices? 

Mr. Revuruer. Oh, certainly not; and I have got this in my pro- 
posal. I want to mention this headline, for example, in the Evening 
Star: “Reuther Asks Price Price Czar to Combat Inflation.” What 
I am proposing here is quite contrary to a price czar. 

I am opposed to the Government fixing wages or prices. What I 
am in favor of—and we will make this proposal—I am in favor of 
legislation along the line that Senator O’Mahoney proposed in 1948. 

There would be an agency of the Government that would require 
a corporation producing 20 to 25 percent or more than that of the 
given products of an industry—this would only cover a very few 
giant corporations—but if an industry that occupies that dominant 
position in a given sector of our economy contemplated a price in- 
crease, there would have to be a public hearing where they would de- 
fend what they were trying to do. 

After the public hearing was held, they could still go ahead and 
one prices, but they would do it knowing that the public knew the 
acts. 

The labor union would be in the same fix. Certainly, when we bar- 
gain we can’t come in and say, “Well, we want to get our wage in- 
creases out of greater productivity,” and then demand a wage in- 
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crease in excess of our productivity increase, and take it out of the 

consumers’ pockets. 
We also would be in a position where we could still try to do it, 

but we would face the wrath of the American people if they knew the 


re. 

In other words, I want free labor and free management to operate 
in terms of the economics of the situation, the facts that are vital to 
our economy, that affects our well-being. - 

I want them to operate in an economic fishbowl. I don’t want to 
have any secrets. If the demands that I am proposing for the mem- 
bership of my union cannot be defended based upon the increase in 

roductivity, if I have got to get it out of robbing the consumer, then 
Vashi to be exposed before the American people. 

But if the employer is trying to get unjustified profits by higher and 
higher prices and tries to blame it on the union, then the public ought 
to know who is the culprit. 

Either the labor union or management is still free to do as they 

lease, but they do it with the public knowing the score and not hidin 

hind a cold war of propaganda and counterpropaganda, one wage 
against the other. ; 

I am opposed to a price czar. I am opposed to anybody being set 
up by the Government to tell General Motors, “This is the price of 
your car,” or to tell a labor group, “This is your wage level.” But I 
want people, not every little peanut vendor, not every little company, 
but if you do more than 20 percent of the total production of an in- 
dustry and your pricing policy has a broad impact upon the whole 
economy, then I want the economics of that vital segment of the in- 
dustry in a goldfish bowl. I want it applied equally to labor and man- 
agement. 

It seems to me this is the only way you can get things done so that 
the public can exert some moral influence in a situation when one 
party is wrong. And if they are both wrong, then the public ought 
to = the pressure on both of them. 

enator Wirey. Your suggestion is one that has, I am sure, been 
— consideration and will be given consideration. You do that 
ause you think it is in the public interest ? 

Mr. Revtuer. Right. 

Senator Wier. That when there is power, whether it is labor or 
whether it is economic or political, it is liable to abuse, is that right ? 

Mr. Revrner. This is the only way we can think of by which you 
can get these things worked out based upon the economic facts rather 
than upon economic power. 

Senator Wirey. You never use the word “No” or “Yes,” do you? 

Mr. Revruer. I said “Right.” I agreed with you. 

Senator Witry. I will restate my question. 

Mr. Revuruer. Very good. 

Senator Witny. Someone has said, you know, that power corrupts 
whether it is in labor, whether it is with money or in politics. That 
is why in this country, you know so well, having studied it, we have 
our system of checks and balances. So your idea is that when a 
corporation has 20 percent or more of the total product—is that it? 

Mr. Revruer. That is right. 

Senator Witry. In this country, there immediately comes into 
play a public interest, because it has power. 
22805—58—pt. 6——9 
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Mr. Reuruer. Right. 
Senator Witey. Which may lead to abuse. 

Mr. Revruer. Correct. I agree with you, yes. 

Senator Witey. Did you say yes? 

Mr. Revuruer. I did. I do not want to offend your sensitive ear- 
drums. 

Senator Wiiey. Maybe that is the one suggestion that comes within 
our province here in relation to antimonopoly laws that we are now 
considering. 

This other matter that you have given us a real dissertation on, 
and I am sure everyone has enjoyed | it, relates to what you think is 
the inequitable conduct of those who have money power, am I right? 

Mr. Revutuer. That is right. 

We think that they are abusing their power by fixing prices at a 
level which not only denies people their equity but gets ‘the economy 
in trouble. 

Senator Witey. You have a right to that conclusion. You think 
that bigness is limited to 20 percent ? 

Mr. Reuruer. We just used that. Senator O’Mahoney had a dif- 
ferent figure. 

Actually, ours would cover fewer companies than his original 
proposal. 

We think that if a company does 5 percent or 10 percent or 15 
percent, maybe they do not have enough power to really create a seri- 
ous problem, but when they make 20 to 25 percent of the total produet 
of a given industry, then we think they are getting so powerful that 
they ought to oper ate in a goldfish bowl as far as their economics are 
concerned. They can still ‘do as they please, but they do it with the 
public knowing what they are doing. 

We think that public opinion would have a very good influence 
and tend to minimize the abuse of economic power. 

Senator Witry. Do you think that commission or that setup should 
have the power to get an injunction ? 

Mr. Revuruer. No, no, we do not propose any governmental com- 
pulsion. You see, this is essentially our philosophy, and although 
our philosophy is misrepresented many, many times every week in 
this country 

Senator Witey. It does not affect you any though, does it? 

Mr. Revtuer. No, 1—— 

Senator Witey. You have a philosophy that makes that smile very 
contagious. 

Mr. Reutrner. I just happen to believe what we are doing is right, 
and when you think you are right, you just keep plowing ahead. That 
is what we are trying to do. Bui the idea is this. We believe that 
our free enterprise. system is the best system that has been devised. 
We do not think it is perfect. We think we have got to keep working 
to make it better. But we think it has given the American people 
the highest living standards of any people in the world, and we do 
not want to destroy it. We would like to improve it. 

We would like to take some of the wrinkles out of it and make it 
work better so that we do not have mass unemployment, up and down. 
But we believe that the key to making our free enterprise system more 
responsible is to try to get people ‘who make private economic de- 
cisions within the framework of our free enterprise system, to make 
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those decisions always conscious that with the economic power that 

s with their right to make a private decision is the corresponding 
social and moral responsibility to the whole people. Therefore when 
you get big, powerful corporations—here is a corporation that can 
have not only the right to decide the kind of model it is going to make, 
General Motors can decide what design the Chevrolet is going to have, 
or the Buick or the Oldsmobile or the Cadillac or the Pontiac, but 
they can decide the economic future of a community. 

You can be a worker or a shopkeeper or a lawyer or a dentist in 
acommunity in which 90 percent of the factory workers are employed 
by General Motors, and they can make a decision and make a ghost 
town out of that community. 

It has been done in this country. We say that when you have that 
much economic power, we do not want to infringe upon the exercise 
of your right to make a private decision, but we think that where 
the decision you make has such a broad impact upon the whole com- 
munity and upon so many people in the whole industry, and the whole 
economy, you ought to be required to make that decision with all the 
facts in the fish bow] so the people will know what you are doing. 

Now you can still make your decision. You can still do what is 
wrong, if that is what you decide to do. But the people will know 
that you made that decision and you are therefore responsible. 

On the other hand, if it is a labor group, they also should have to be 
able to defend in the fish bowl what they are doing. Otherwise, you 
have a situation where you get private economic decisions which affect 
the people as much as public decisions. 

You, Senator, are responsible as a public servant. You have to 
justify your stewardship to the people of Wisconsin and you have 
done that well, and they have sent you back here year after year. But 
you have to defend your decisions and your votes and your positions 
before the people who choose to send you as their representative. 

We are suggesting that these private economic decisions have so 
much impact upon the well-being of the American people, that some 
of these basic things should be in a goldfish bowl so the public will 
know, and when a person gets too far out of line, or a corporation is too 
far out of line, then an enlightened public opinion can exert some 
moral pressure on them to get them back in line. 

If we do not do this, then what we are going to get is Government 
compulsion, because every time there is a vacuum created by the un- 
willingness of a private economic group to meet their responsibilities 
ona voluntary basis, that vacuum ultimately is filled by Government 
decision and Government compulsion. 

The only way you can minimize Government compulsion is to 
maximize voluntary discharge of social responsibility. That is pre- 
cisely what we are proposing. 

Senator Krrauver. Mr. Reuther, I certainly agree with you, and I 
am sure that all members of the committee do, that we do not want 
any price czar in the United States. You have made it very clear 
that you do not want any price czar. 

I am at a loss to understand the statement in the afternoon Star, in 
an article by Mr. William Hines, the first paragraph of which says: 
“United Automobile Workers president, Walter P. Reuther called to- 
day for the appointment of a price ezar, who would prevent runaway 
inflation in the prices of key commodities.” 
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Is that in your prepared statement ? 

Mr. Reutuer. No, it is quite the contrary. I think we made it very 
clear that we are opposed to any Government dictation of either wages 
or prices. All we want is machinery of the Government in order to 
get the facts before the people. The right of management, the right 
of labor to make their decisions is untouched. 

Senator Kerauver. Can you understand from your statement where 
that comes from ? 

Mr. Revutuer. It has not the remotest relationship to our statement, 
Senator Kefauver. 

Senator Keravver. It got you a headline there. 

Mr. Reuruer. I know. Unfortunately that is one of the problems 
in America. Sometimes the headlines have no relationship to the 
story. 

Senator Wizey. Mr. Chairman, the last czar we heard of did not 
have much tosay. Hewasin Russia. Do youremember that? May- 
be that is the kind of ezar he is talking about. 

Senator Keravver. I do think it is unfortunate if that is not what 
you advocate—you advocate just the opposite—— 

Mr. Revutruer. That is right. 

Senator Kerauver (continuing.) That there should be a headline 
of that sort. 

Mr. Reuruer. This is one problem when the free press exercises its 
freedom without responsibility. 

Senator Keravuver. I hanld like to ask, though—— 

Senator Wier. Irresponsibility, sometimes. 

Mr. Reutuer. That is right. 

Senator Keravver. In connection with this whole matter of certain 
key industries giving information about what they are going to do 
and then going on and doing it, I think the committee would like to 
examine section 6 of the Federal Trade Commission Act, which prob- 
ably gives the Federal Trade Commission the authority for general 
investigations at the present time if it wanted to exercise it. The 
utilities investigation was an example of that kind on a full-scale 
basis. That is a matter we will go into. 

There is one other matter that bothers me somewhat about your 
proposal that I wanted to ask you about. 

There are two things. The workers get 25 percent of the profit 
above 10 percent. Might not you and your board of directors figure 
that since you have a vested interest in the amount of profit you are 
going to get as a return to the workers over 10 percent, that you your- 
selves get interested in higher prices so that your 25 percent would 
be larger, that is the 25 percent would be of a larger amount? 

Mr. Revuruer. Senator Kefauver, I do not think that we are going 
to make—— 

Senator Keravver. In other words, would this give you an incentive 
to keep prices higher and raise prices? 

Mr. Revruer. We have been fighting a 12-year battle on this price 
front because we have learned the hard lesson that when you short- 
change the American consumer, you ultimately pay for it in unem- 
ployment. Our people want full employment, and they know that 
full employment 1s possible only if there are enough customers to buy 
the cars, and there won’t be if you keep raising the price. This would 
be a very short-sighted policy if we tried to get more. 
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I think that we can stand on our record. We walked the bricks for 
113 days in 1945 because we were fighting the good fight for the 
American consumers, because we did not want higher wages at the 
nse of higher prices from the American consumers. 
MT think that we have a right to stand on that record, and I think 
that certainly our people know that only as the consumers get their 
fair share of the fruits of advancing technology through lower and 
lower prices will they create the market essential to full employment. 
That is what our people want. 

They want full employment. 

You ask the average automobile worker now what he wants and he 
will tell you, if he is unemployed, he wants to go back to work. 

If he is working 3 days a week he will tell you “I would like a full 
week’s work.” This is what our people want, and we can have that 
if we get enough customers. 

Senator Keravuver. Mr. Reuther, we have heard your statement 
about it. This larger 25 percent would not affect your judgment 
about wanting to increase prices or that you would rather see them 
lowered. 

How about the other people in organized labor ? 

What about the experience in industries where there is a program of 
this kind? Do prices go up? Do workers want prices to go up so 
that they will get 

Mr. Revurner. That is where the fishbowl comes in, Senator Ke- 
fauver. At that point we will be in the fishbowl. That is exactly 
why we want the fishbowl. 

Senator Witry. And you are the fishermen ? 

Mr. Reurner. Because I do not believe in double standards of 
morals. Ifa company is trying to get prices that they are not entitled 
to, and they are requested to get in the fishbow] so that everybody will 
know what they are doing. I am prepared to stand in that same fish- 
bow] when I am wrong. 

But you will not find me in that fishbowl, because when I have got to 
be the leader of a pressure group, they can get somebody else to have 
my job. Because I will have lost interest in it, sir. 

Senator Kerauver. But, Mr. Reuther, a lot of people are very 
anxious to get lower prices now, not a year from now. 

Mr. Revurner. We made a proposal that would have given lower 
prices now but they rejected that. 

Senator Kerauver. I know. But your proposal is that after a 
year, if there is a profit over 10 percent, maybe there will be some little 
refund or rebate. 

Do you think this prospect of something a year from now is going to 
stimulate purchases or lower prices? 

Mr. Revruer. Well, you know I have learned that in the world you 
have to use the tools that are available. The only tools we have to 
work on this are at the collective bargaining table. 

Weare going to try to make the most of those. 

If you can persuade these three gentlemen who are coming down to 
appear before your committee that they ought to get righteous before 
the end of the year and cut prices right away, we will be cheering. 

Senator Keravuver. If they did that, then you probably would lose 
your argument for this plan here, would you not ? 
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Mr. Reuruer. We would be very happy to lose an argument if we 
get prices brought down. 

We still think there will be enough there for us after they cut their 
prices. We know the sales will go up and they will earn more profits 
on a bigger volume. 

But we will take our chances. If you can convince them to cut 
prices a hundred dollars that we were unable to convince them to do 
when we proposed this last August, if you can get that now, we will 
be very happy then to bargain within the smaller economic circle, if 
one results from a reduction in prices. 

We think that the prospect of the profit circle reducing drastically 
is not too great, because we think that a price reduction will stimulate 
sales and out of the higher volume they will get, I think, almost the same 
profit with a lower price taking than they get now with a smaller 
volume and a higher price taking. 

Senator Keravuver. We are going to have to adjourn soon. 

We are always honored when a member of the House of Repre- 
sentatives comes over to sit with us. Congressman Brown has been 
here all day and I am sure my colleagues would join me in expressing 
welcome to him. 

I had understood you had one question, Mr. Brown, that you would 
like to ask. 

Mr. Brown. Thank you, Mr. Chairman. This is a good hearing, 
I am interested in this balance in the economy, and I note from your 
figures, Mr. Reuther, that in 1950, 15.5 percent of our households 
bought new cars, figuring households in America in cars sold. In 
1957, only 12.2 percent of our households bought new cars. 

Do you think that a part of that has resulted from this distorted 
farm income picture? 

Mr. Reutuer. There is no question about it. We are talking about 
a recession in the economy which is coming upon us now. The farm- 
ers have been in a very serious recession for a number of years. When 
we look at the sale of cars in America we find that the sale of cars 
and trucks and tractors in the farm States has taken a much sharper 
dive where the essential income of the group of people is from farm 
income. The sales have gone down much more sharply than they 
have in areas where the income is from manufacturing or, rather, 
nonfarm sources. 

Mr. Brown. In other words, what you are saying is that in reality 
food producers are competing against automobile manufacturers for 
the consumer’s purchasing dollar, and they are getting less of that 
purchasing dollar bacny and automobile manufacturers are getting 
more, is that one reason ‘ 

Mr. Revutuer. Well, I think that that is true to a certain extent. 
I think the farmer is in trouble primarily because he is getting less 
for what he makes and is paying more for what he has to buy. 

Mr. Brown. Stated another way, though, do you have any figures 
on what percent of the consumer’s individual purchasing dollar went 
for food in 1945, let’s say, and what percent in 1955, and those com- 
parative figures on automobiles? 

Mr. Revutuer. I do not know that we have them available but we 
could get them. 
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we We know that the farmer’s share of the consumer’s dollar is going 


down steadily. That is because he is getting less for what he makes. 


heir Mr. Brown. Would it surprise you to hear that the automobile 






































ofits share of the consumer’s purchasing dollar has doubled in that 10-year 
period ¢ 

Cut Senator Krravuver. Congressman Brown, you have a big book over 

0 do there you are reading from. Tell us what it is. 

will Mr. Brown. In 1945, 5.6 cents of the consumer’s dollar went for 

le, if automobile and transportation. In 1955, 12.7 went for automobiles. 
In 1945, 36 cents of the consumer’s dollar went for food. In 1955, 
cally 32 cents went for food. 
uate Now, sir, down in our area we do not pretend to know who is getting 
— too much, but we certainly know that we are not getting enough, and 
aller perhaps that imbalance is—when will that be reflected normally in a 
reduced price in automobiles. Will the automobile manufacturers 
and labor just keep selling fewer and fewer cars percentagwise of 
- households or will they reduce prices somewhere along the line? 
been Mr. Reutuer. We have been trying to get them to reduce the price, 
cag but we have been unsuccessful up until now. 
; We made one approach, the direct approach, requesting or suggest- 
vould ing that they reduce the price of cars $100. They rejected that. 

Now we have another approach. They rejected it, but we have 
ring. not given up on that one yet because we have not met them at the 
Oe bargaining table yet. 
holds If there is some other way of doing it, we would be happy to hear 
In from anybody who has a third approach. 

Senator Krerauver. Thank you very much, Congressman Brown. 
torted Mr. Brown. Thank you, Senator. — 

Senator Kerauver. If there are ne other questions of the Senators 
about this afternoon, we want to thank you for your lengthy appearance 
farm- here today, Mr. Reuther, and we will recess and reconvene sharply 
When at 10 o’clock in the morning. 

f cars Senator Kerauver. The committee will stand in recess. 
larper (Whereupon, at 4:50 p. m. the subcommittee recessed, to reconvene 
| farm at 10 a.m. Wednesday, January 29, 1958.) 
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WEDNESDAY, JANUARY 29, 1958 


Unitep States SENATE, 
SuBCOMMITTEE ON ANTITRUST AND Monopoly 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver pee 

Present : Senators Kefauver (chairman), O’Mahoney, Langer, Dirk- 
sen, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Dr. John M. Blair, chief economist; Peter N. 
Chumbris, minority counsel; Carlile Bolton-Smith, counsel to Sena- 
tor Wiley; Horace L. Flurry, assistant counsel; Peter Posmantur, 
attorney; Dr. E. Wayles Browne, Jr., economist; Marcy Brooks, 
assistant to Senator Hennings; Thomas B. Collins, staff member, 
Committee on the Judiciary, and Jerry O’Callaghan, legislative as- 
sistant to Senator O’Mahoney. 

Senator Kerauver. The committee will come to order. 

Mr. Reuther, I know in your testimony you have covered a great 
many of the points and topics set forth in your prepared statement 
which has been made a part of the record. I know you will cover 
more of them. You may not cover them all. The members of the 
committee may not have had a chance to read all of your statement. 

Senator Dirksen suggested yesterday, and I am sure all of us feel 
the same way, that we might want to ask questions about specific 
topics after we have had time to study your statement. So if later 
on we can have a chance to question you about specific items, I hope 
you will hold yourself in readiness to return after we finish today in 
case the committee or any Senator wants you to do so. 


STATEMENT OF WALTER P. REUTHER, PRESIDENT OF THE UNITED 
AUTOMOBILE, AIRCRAFT, AND AGRICULTURAL IMPLEMENT 
WORKERS OF AMERICA; ACCOMPANIED BY NAT WEINBERG, 
DIRECTOR, SPECIAL PROJECTS DEPARTMENT—Resumed 


Mr. Reutuer. Mr. Chairman, we should be most happy to cooperate 
in responding to any question that any member of the committee might 
care to direct at us, either in writing or we should be happy to appear 
here and testify directly in response to questions. 

Senator Kerauver. Thank you very much, sir. 

Proceed, Mr. Reuther. I have forgotten just exactly at what point 
we finished yesterday’s hearing. 
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Mr. Reurner. Yesterday, Mr. Chairman, I made the points that 
at the very time that America needed to be strong in order to meet our 
unfilled human needs at home, and also to put us in a position where 
we could discharge successfully our increasing world responsibilities 
in the struggle between freedom and tyranny, the great tragedy was 
that we were not utilizing our productive capacity and we had grow- 
ing unemployment and recession at the very time when we needed to 
be mobilizing our resources to their fullest capacity. I pointed out 
that we lost in the last 4 years because of unemployment and under- 
utilization of our productive capacity $96 billion, and then I pointed 
out what we could have done with that in terms of housing, 314 million 
homes, hospitals with 400,000 beds, or we could have built 600,000 
classrooms. 

We could have doubled the social security benefits of the 9,200,000 
people receiving it. We could have done all of these things and much 
more with the $96 billion that we lost. 

Now I raise that again this morning because yesterday a Mr. Doug- 
las Greenwald, who is the chief statistician of the department of 
economics for the McGraw-Hill Publications, a financial business 
publishing house in New York City, in testifying before the Joint 
Economic Committee of the Congress said that at the present time 
they estimate that we are using our industrial, manufacturing, pro- 
ductive capacity at about 75 percent of its potential output. 

In other words, when I say that during the past 4 years we were los- 
ing roughly $96 billion in our gross national product, this is economic 
wealth, these are the good things of life that we need to make our lives 
richer, and that we need to make our country stronger and equal to the 
world challenge. We were losing 96 billions of dollars, but that has 
increased a great deal because currently, according to this business 
economist we are utilizing only 75 percent of the industrial produc- 
tive potential of the American economy. 

In other words, we are wasting 25 percent of the total industrial 
productive potential of the American economy. 

That is what a conservative statistician with a very conservative 
New York business organization claims. 

Senator Keravuver. He is referring to all industrial capacity, is 
that correct ? 

Mr. Reuruer. Manufacturing production, that is right, and yes- 
terday I showed that the automotive industry had 40 percent. idle 
capacity, that the steel industry had more than 40 percent idle capac- 
ity; that the appliance industry, the industry that makes the wash- 
ing machines, and the sweepers and the refrigerators and all the things 
that millions and millions of households need, that these industries 
are operating at less than 60 percent, and now Mr. Greenwald says 
that in the overall picture, taking all manufacturing companies, all 
industries in combination, we have got 25 percent idle capacity. 

I wish that the Russian economy was operating at 25 percent below 
its industrial potential. Then the free world could relax. 

My point is that we are underutilizing both our manpower and our 
productive capacity primarily because of the growing imbalance be- 
tween the expansion of our productive power and the lagging pur- 
chasing power in the hands of the American people. The only way 
we can achieve a full employment, full production economy that will 
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give us the greater economic resources to meet our needs at home, and 
to equip us to be equal to the challenge in the world, is to get a 
dynamic balance reestablished between expanding productive power 
and expanding purchasing power in the hands of the people. 

Senator Kerauver. Mr. Reuther, you said that Mr. Greenwald said 
we were only using 75 percent of our industrial capacity. Did he, in 
his statement, give the percentage of industrial labor that we are 
using? Or did he go into that subject at all? 

Mr. Revruer. Well, this is a very sketchy reporting of his testi- 
mony, and I just tore it out of the morning newspaper, but I think 
it would be worth seeing what he said, in his full testimony, when you 
get into that aspect of it. 

We know that the figure of unemployment which was talked about 
yesterday, which is roughly around 4 million, does not in any way 
reflect accurately the true level of unemployment. 

We have got millions and millions of workers in these factories who 
are working 3 days a week. 

They are not listed in the number of unemployed, but they are par- 
tially unemployed. A fellow working 3 days a week is two-fifths 
unemployed. He ought to be working 5 days a week and after we get 
everybody working 5 days, if the free world still needs more produc- 
tion, then we ought to work some overtime; but right now we have 4 
million people fully and completely unemployed, and we have millions 
of other people who are working short workweeks. 

I pointed out yesterday that in the Caterpillar plant in Peoria we 
used to have 19,000 workers working. It is down to 12,000, with 7,000 
completely laid off, and the remaining 12,000 are working 4 days a 
week. So we have 7,000 fully unemployed, but we have 12,000 who 
are only working four-fifths of a week, because the fifth day they are 
unemployed. 

I think that is why you have the economy operating at 75 percent of 
capacity, because we have idle manpower, and idle equipment, and we 
should not in this hour of freedom’s challenge have 1 single worker 
unemployed or 1 single machine standing idle. 

Senator Witey. Mr. Chairman, isn’t the issue there 

Senator Kerauver. Senator Wiley wishes to ask a question. 

Senator Wirry. Isn’t the issue there, Mr. Reuther, how to effectively 
create the demand ? 

For instance, after the First World War economists forecast a de- 
pression, and I guess we got it, and then after the Second World War 
they predicted another one, but instead of that we went into a great 
expension because of our foreign aid. We got the Marshall plan, and 
that created a demand for the very things you are talking seeak 

But now you take your Peoria situation with your piled-up trac- 
tors; the farmers need those tractors, but they cannot afford to pay 
for them, they are too high-priced. 

I can remember buying a tractor, back before I came to Congress, 
for one-third what you pay for it now. The prices are way out of 
line because the farmer is not getting what he should for his product, 
and if we are going into the subject how best to create a consumption 
that will take the products that we have got, I am sure that would be 
very, very interesting. 
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Certainly simply raising the wages or the pay that the laborers re. 
ceive in meek ae or Ford is not going to do that job alone, 
They might create some consumers but none of them, I take it, are 
buying tractors. They are working in those factories. 

Mr. Reuruer. Some of the farmers who buy General Motors pas- 
senger cars also buy tractors. 

enator Wizey. What is that? 

Mr. Revuruer. I say some of the farmers who buy General Motors 
products or Ford products also buy tractors. 

But I think, Senator Wiley, this is essentially where we are. At 
the end of the Second World War we did not get into a recession be- 
cause there were billions of dollars of accumulated purchasing power 
that people built up during the war when they could not buy auto- 
mobiles or refrigerators. "We had ceased to make these things be- 
cause we had to divert our manpower and our materials and our pro- 
ductive capacity to the production of the implements of war. 

Senator Wier. That is part of the answer. 

Mr. Revutruer. So at the end of the war we had this tremendous 
pe demand and the purchasing power that had accumulated, 

e spent that. We had a terrific boom and we spent that. Now this 
is where we are. The headline of the story dealing with the testi- 
mony of Mr. Douglas Greenwald of the McGraw-Hill Publishing Co, 
says, and I quote: “United States Spending Rise Held Sole Push for 
Economy.” This is the old Government pump priming, and the Re- 
publican administration ultimately will get around to pump priming, 
to the same pump priming which the New Deal was criticized for, 

Now what we propose is that maybe the Government will have to 
do some pump priming with school construction programs and slum 
clearance programs and things like that. I heard the Director of 
the Budget on Sunday on Youth Wants to Know, and one of the 
young people asked him a question : “Do you think we will have to cut 
taxes in order to create more purchasing power, to get tax money into 
the purchasing power stream ?” 

He said: “Well, if the recession gets serious, that is what we may 
have to do.” 

Now that is precisely what we are proposing to do. We are pro- 
posing that we expand the purchasing power stream so that people 
who have needs can translate needs into demand, and how do we pro- 
pose doing that? Well, we propose raising wages and cutting prices. 

This is a two-pronged approach to the expansion of purchasing 
power, and we say it can be te out of the profits of these industries. 

We know that doing it with General Motors, Ford, and Chrysler is 
not going to solve the problems of the whole economy, but if we can 
get General Motors, Chrysler, and Ford to do it, maybe we can get 
United States Steel and Bethlehem and Republic Steel, maybe we can 
get the other big corporations to do it. 

Then we get the ball rolling in the right direction so that we get 
a compounding of positive economic factors that will make for balance, 
where at the present time we have a compounding of negative eco- 
nomic factors, which make for unemployment. 

I pointed out yesterday that the 325,000 unemployed workers in 
Michigan alone, in 1 month’s time, lost $136 million in lost wages. 
Now what happens when you have unemployment? Well, the unem- 
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loyment breeds unemployment, because the 325,000 workers who are 
fai off, their purchasing power has been drastically curtailed, and 
they are not able to buy the things that normally they would buy, and 
the people who would make the things that they normally would buy, 
they get laid off. Then their purchasing power is curtailed. Then 
the things that they normally would have purchased are not sold, and 
the fellows who would have made them get laid off. You get a snow- 
balling and a compounding of the negative economic factors, where 
unemployment breeds more unemployment that breeds still more un- 
employment. 

We propose reversing the pressures, so that you begin to get a com- 
pounding of positive economic factors that will roll in the opposite 
direction. We can create full employment and full production by 
the reestablishment of what we a the dynamic expanding balance 
between productive power and purchasing power, each time on a higher 
economic plateau that means higher living standards, more of the good 
things of life for everybody—workers, farmers, consumers, and stock- 
holders. That is our philosophy. 

Senator Wirey. I iilentane you yesterday to say that we had 
about a $340 billion national income; is that right? 

Mr. Reuruer. That is roughly what our gross national product 
has been. 

Senator Witey. Now, then, how much of that income is from the 
corporations ¢ 

Mr. Reuruer. What do you mean by that, do you mean how much 
do they keep ? 

Senator Witey. Yes, how much is available, and after a corpora- 
tion pays its overhead and taxes, how much does it have left? Have 
they got about 12 percent of that ? 

Mr. Reutuer. Mr. Weinberg tells me it is about $40 billion before 
taxes and roughly $20 billion after taxes. 

Senator Wixey. I think it depends upon what year you take, ac- 
cording to your own figures. 

Be that as it may, your idea would be that of that $20 billion, how 
much of it should be redistributed into the labor ranks? What I 
am getting at now is this: If a certain percentage of that goes into 
labor ranks, it will probably take a percentage away from the stock- 
holders who also redistribute it. 

In other words, what I am questioning now is not your philosophy ; 
what I am questioning is the remedy that you suggest that will get 
the machine going. 

We all want the machine going and I am just as sincere as you 
about this, but I also want to know this. There are a lot of fake 
remedies around in medicine, in economics, in politics and everything 
else. Now let’s get at this $20 billion which is left. How much of 
that $20 billion, then of the $340 billion, should be redistributed into 
the ranks of labor that would leave, as I say, less to be distributed to 
the stockholders. What effect would that have? 

It would be less for the corporations to keep their building pro- 
grams, expansion programs, and all that. 

Mr, Reuruer. Senator Wiley, let me put it this way. The prob- 
lem is this. Take General Motors. General Motors has made 
roughly in the last 10 years, $14 billion in profits. Now if General 
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Motors Corp., in the division of those profits, were sharing that with 
millions of ordinary people, then they would wind up with $5 billion 
in added purchasing power, say $214 billion in wages, $214 billion in 
price rebates to consumers. That $5 billion would be high-velocity 
purchasing power that would find expression in the market places 
buying the things we need, where $5 billion given to the wealthy 
families who control General Motors—Du Pont owns 23 percent of 
General Motors—what do they do with that? 

If we were in a period in the development of the American economy 
where we needed to emphasize the expansion of capital goods because 
the pressure of consumer demand was greater than the ability of the 
economy to satisfy that demand, then the emphasis ought to be on 
the need for capital to create the factories necessary to expand pro- 
ductive facilities to meet the demand. But at the point you have 
idle capacity, then you have to shift the emphasis over to purchasing 
power to reestablish the balance. 

If we were 10 years back in the American economy and we were 
meeting now in 1948, and the pressure of pent-up purchasing power, 
the pressure of demand against the ability of the economy to satisfy 
that demand was such that we would get inflationary pressures be- 
cause the capacity was not adequate to meet the demand, then I would 
argue that we ought to shift the emphasis to the expansion of capital 
goods to create the factories we need. 

But we have created the factories. General Motors, Ford, and 
Chrysler put in $7.2 billion. The whole of American industry in the 
past 11 years put in $385 billion. We have built the factories. They 
are standing idle now. 

What I suggest is that we need now to shift the emphasis to the 
expansion of purchasing power and not the creation of more factories. 

It boils down to this. In General Motors in the period from 1947 
through 1956 there were $14.9 billion of profits made. If our plan 
had been in effect, what we are proposing, the stockholders and execu- 
tives would have shared $9.3 billion, almost a billion a year, and that 
is certainly a pretty good return. 

But the American consumers, farmers who buy trucks, people who 
buy cars, people who buy refrigerators, people who buy all the other 
various products of General Motors Corp., they as consumers would 
have shared in lower prices $2.8 billion, and American wage earners, 
GM employees, 500,000 thousand of them in the United States and 
Canada, would have shared $2.8 billion in greater income. 

Together the consumer and the worker would have had $5.6 billion 
more purchasing power. 

This is high velocity money. This does not get put in salt brine. 
When you give the average farmer $500 more cash or the average 
worker $500 more income, he doesn’t go down in the basement where 
he has a big salt brine and salt that away. He spends it. But when 
you give that money to people who already have more than they need, 
they have already built idle capacity so they do not need it to build 
new factories, what do they do with it? What happens with the 
Du Pont family ? 

Every member of the Du Pont family is drinking all the milk that 
they can drink, eating all the beef they can eat, eating all the potatoes 
they can eat, so when you give them more purchasing power you do 
not create a greater market for food. 








yillion 


brine. 
verage 
where 
, when 
7 need, 
» build 
th the 


ik that 
otatoes 
you do 





ADMINISTERED PRICES 2255 






But when you give that same money to millions of low-income fami- 
lies in price reductions, as we propose, and in higher wages as we 
propose, you are giving them high-velocity purchasing power dollars 
which will find expression in the market places of America. 

I have been doing a little research on this milk problem that you 
and I are both concerned with, Senator Wiley, and here is a family 
budget put out by the Department of Agriculture. 

It was published in the Washington Post as of Friday, January 10, 
1958, and they have two modest budgets; one that is a little tighter 
and one a little more liberal. 

The first is called the low-cost list for a family of four. It is based 
upon 19 quarts of milk a week, and milk products, and 1014 pounds 
of meat and poultry, but it says that this is not an adequate budget. 
It proposes that, as a minimum budget, we ought to have 2014 quarts 
of milk, and 1914 pounds of meat and poultry. If we could get every 
American family on this little more liberal budget of 114 quarts of 
milk more a week, the dairy farmers of Wisconsin would have no 
surplus. 


Senator Krerauver. We will make that Reuther exhibit 19, and it 
will be put in the record. 

(The document referred to may be found in the appendix on p. 3486.) 

Mr. Reuruer. This, Senator Wiley, is a minimum diet, and I say 
to you, I pray that the day will come when the American farmers and 
the dairy farmers of America will not be penalized because they 
are doing a good job of creating abundance in food and fiber; that 
we will have the good sense to find a way—you know, when I talk or 
when I read about the Government’s having trouble storing all the 
food surplus because they have run out of storage space, I never can 
forget the fact that the best place to store surplus foods is taking the 
wrinkles out of empty bellies. That is how I believe we have to solve 
this surplus problem, and not penalize the farmer, but get it the peo- 
ple who need it. 

Senator Witry. I don’t see that you have got any curves. 

Mr. Revruer. I have never had too many wrinkles in my belly. 

Senator Wirey. You throw a few, don’t you? [Laughter.] 

I want to continue with this matter because I am serious about this. 
I will say that you and I can agree emphatically that the American 
people themselves are not treating the farmers right. If they would 
drink, as you said yesterday, an additional glass of milk per individ- 
ual they would have the milk problem, the cheese problem and the 
powdered milk problem solved. Instead of that they prefer to drink 
something else, you know that. 

Tam going back to this, what your specialist said about $20 billion. 
He said that after taxes all the revenue, the net revenue of all the cor- 
porations, would be $20 billion. 

Now, according to your suggested formula, you take 10 percent of 
the capital. What is the capital of all the corporations in America? 
Let us get that off. What do you estimate the capital to be? 

Mr. Wernzerc. I do not have that figure offhand, Senator. 

Senator Witey. Well, how much? 
Senator Krravuver. Will you supply it, Mr. Weinberg, or is it avail- 
able? 

Mr. Wernperc. We can supply it. 
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Senator Wixey. I want to get the mathematics. Well, let us take 
$2 billion off of that $20 billion, and that makes it $18 billion. Now 
then, your 50 percent reduces it to $9 billion. The 25 percent that 
goes to the stockholders would reduce that again about to $41 billion, 
is that right ? ; 

Then that is the equivalent that would go to labor, is that correct? 
Would that provide the shot in the arm? And I want to say that 
when I went to college and worked my way through college, an eco- 
nomics professor said that if you put into the economic current of a 
community a dollar at a given time, that is the equivalent of 20 dol- 
lars. That is not putting it in the saltbrine, as you say, and that 
creates the accelerated economic current. 

If you put too many of them in, then you get inflation. 

Mr. Reutruer. That is correct. 

Senator Wimey. And we have had too many of them in the past 
where the dollar has gone down in value to where it is worth about 35 
or 40 cents. i 

Now, you want to put back the $214 billion into the economic cur- 
rent. So what will that do to the dollar again ? 

Mr. Revtuer. Well, Senator Wiley, I personally believe that if 
we could get into our economy at the present time the impact of a $5 
billion high velocity purchasing power push, I believe that this will 
then check the negative compounding of the factors that breed unem- 
ployment, and get us rolling in the right direction where the positive 
factors will begin to compound. 

You are absolutely right that one dollar spent does not just sto 
there. It begins to roll. It creates, it stimulates activity, all kinds 
of activity. 

Just as when you sell a million automobiles, it does not just create 
employment in the auto industry because the steel workers then have 
to make the steel for a million cars and the rubber workers have to 
make 5 tires, that is 5 million tires, the textile workers have to make 
the fibers that go into the tires, and they have to make the upholstery, 
the electrical workers have to make the electrical equipment, the cop- 
per miners have to mine the copper. This begins to compound. 

Our trouble now is that the snowball is rolling down hill, and it is 
compounding the negative factors. We need to get something to stop 
the snowball and get it rolling back up. Five billion dollars in the 
American economy in high velocity purchasing power that would 
flow from the sort of thing that we are proposing, we believe, would 
do the trick. 

Now the Director of the Budget says that if the recission gets 
more serious we will have to cut taxes, and what are they thinking 
about doing? Well, the most effective way to cut taxes to help pur- 
chasing power is to increase the $600 exemption you get. If you 
are raising three kids, you get three times six hundred for them. 

We know that is not enough to raise a family, but if you could 
raise the $600 exemption to $800, they say it will give us roughly 
$41% billion in high velocity purchasing power, and if recission gets 
worse than it is you will find that is what they will do. 
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Why? Because when you cut taxes by increasing the personal ex- 
emption from $600 to $800 you are creating high velocity purchasing 

wer, and that is what we need. 

If the duPont family keeps a billion dollars now it does not con- 
tribute anything to purchasing power because they are not going to 
build new factories. They have got more factories than they need. 
But if you put that billion dollars into the hands of many families 
who need it to spend this money, that billion dollars will start bounc- 
ing in the American economy and create all kinds of ramifications 
that will compound the positive aspects of the thing. 

Senator WiLey. What will that do to the dollar—you did not answer 
that question—to the purchasing power of the dollar? 

Mr. Revrner. All right. 

Senator Witry. Already we are in the depression or recession and 
the cost of living has been going up. But the farmer has not been 
getting the benefit of the costs. 

Mr. Reutruer. All right. What will happen to the American dol- 
lar? We have, according to Mr. Greenwald, and he is a conserva- 
tive economist, 25 percent idle capacity. At the point that purchasing 
power has increased to where it begins to exert pressure on the ability 
of the economy to satisfy the demand without inflation, then I am for 
shifting the emphasis over to the expansion of capital goods and de- 
emphasizing purchasing power. 

This is this dynamic equation that we need to keep. Labor cannot 
make the decision arbitrarily, management cannot make it arbitrarily. 
We do not want Government to make it arbitrarily. 

In the free market place we have to maintain this dynamic relation- 
ship between productive power and purchasing power, and when 
purchasing power is on the short end we have to emphasize that to 
get it up to where it has to be. 

When productive power is at the short end we have to emphasize 
the productive power. 

What I suggest is that we expand purchasing power until we utilize 
that 25 percent of idle capacity, and at the point that purchasing 
power is crowding productive capacity and we get inflationary pres- 
sures, at that point we have to shift the emphasis to expanding our 
one power so that purchasing power does not run ahead of pro- 

uctive power. 

But purchasing power at the moment is a way behind, and that is 
where the emphasis has to be placed. That is precisely what we pro- 
pose to do. 

We want the consumer to get lower prices, we want the worker to 
get higher income, and we want to take it out of the increased produc- 
tivity of the American economy. It can be done. 

You know the good Lord did not ordain this recession. He did not 
ordain the one in 1929. These are manmade recessions, and what man 
make he can alsounmake. We proposed that we go about the job. 

I would like to go on with the rest of my testimony, if I might. 

Yesterday, Mr. Chairman, we talked about the need of finding a way 
of translating the tremendous abundance and the great increase in 
productivity that we have in our economy. This is the genius of the 
American economy. It is the ability to create greater and greater 
economic wealth. We talked about how can we share this so that 
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workers, farmers, consumers, and stockholders can get their share in 
a proper ratio one to the other, so that the economy continues to 
expand and they can all share in the constantly increasing larger 
economic pie as it is translated into gross national product. 

This is what we are talking about. Finding a way to do that within 
our free economy, I believe, will be decisive in whether or not we 
will be equal to the challenge of the Communists. 

Now I would like to show a chart which illustrates what we think 
is an inequity. 

Senator Kerauver. We will designate that as Reuther exhibit 20, 

(The chart referred to follows :) 
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ESTIMATED TOTAL EARNINGS of AVERAGE 
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Mr. Revruer. Here is a chart that is based upon a projection of 
what would have happened if in January 1947 a person with some 
money available bought 1,003 shares of General Motors stock at a cost 
roughly of $52,000. 

Now, we use that figure because in that year $52,000 worth of Gen- 
eral Motors stock got in dividends the same amount of money that 
a worker got if he worked the whole year. They each got $3,009. 

In other words, $52,000 invested in GM stock in that year brought 
the owner of that stock the same return as a worker got, if he worked 
the full year. 

Many workers did not, but we made it as if he worked the full year, 

Then we show what happened to the earnings of the worker in the 
next 10 years. The lower bar shows the upward movement of his 
equity out of wages, what he got in 10 years working for General 
Motors Corp. The broken line shows what the stockholder who 
started at an even point in terms of earnings with the worker in 1947, 
what he got. 

Here is what it amounts to in figures: 

A worker in those 10 years in General Motors would have made 
$46,000 if he had worked a full year every-year. This is not a true 
reflection, but we project it as though he had worked each year fully, 

A General Motors stockholder, the stockholder who bought the 
$52,000 worth of stock, in those 10 years, he got $96,000 in dividends, 
plus a capital gain because of a 3-times stock split of $189,000; and 
if he had sold his stock in September of 1957, his mcome for that 
period in dividends and capital gain was $284,000, in round num- 
bers, compared to $46,000 that a worker made. 

Now, if you broke this thing down, a $9,000 investment in GM 
stock in 1947 would have brought to a person the same economic re- 
turn that a worker got for 10 years of work. 

In other words, a worker was worth $10,000 roughly in General 
Motors—less than $10,000; $9,000—and I say there is somethin 
wrong with the equity in our economy when $9,000 in 10 years wi 
a more than 10 years of work and sweat on the part of a human 

eing. 

I say that there is something wrong with the economics and there is 
something wrong with the moral standards where $9,000 gets you more 
income than 10 years of hard work. Yet, there it is. No one can 
challenge the arithmetic of that. 

That is what happened; $9,000 brought more than 10 years of 
work, and $52,000 earned $284,000 of equity; and 10 years of sweat 
and hard work earned $46,000. 

I am willing to stand before the world and say that that is wrong, 
that there is something wrong with our values when we have to fight 
giant corporations who defend this kind of cockeyed economics and 
distorted standards of human morality. 

They can say, “But look at the risks this fellow took”—there are no 
risks in General Motors. General Motors has never failed to make 
profits, even during the depression. 

Is there a risk when you are a worker? You ask the unemployed in 
Detroit whether they take risks in the auto industry, when it goes up 
and down. They assume tremendous risks. 

Senator O’Manonery. Mr. Chairman. 

Senator Kerauver. Senator O’Mahoney. 
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Senator O’Manoney. May I ask the witness a question ? 

The chart is so far away I cannot see whether or not both the worker 
and the stockholder begin at the same point. 

Mr. Revtuer. Thatisright. That is what we did. 

We took 1947, January, so that we could start both the stockholder 
and the worker at exactly the same point. 

Senator O’Manoney. at is the point at which they start? 

Mr. Revtuer. At that point, GM stock with that investment of the 
$52,000 yielded the wage for that year, $3,009. 

In other words, we start out at the same point, the same income. 

Senator O’Manoney. But do the stockholders start out with the 
capital sufficient to buy the stock of an equal value of 10 years of 
work by the worker? Tow much did he start with ? 


Mr. Reutuer. The stockholder invested at this point roughly $52,- 


Senator O’Manoney. At which point did he invest it ? 

Mr. Reotuer. In January of 1947. 

Senator O’Manoney. And what had the worker invested at that 
time ? 

Mr. Reutuer. He invested his life work, his skill and his sweat. 

Senator O’Manonry. He might have been just beginning. He 
might have been beginning to get experience. 

Mr. Revtruer. Here is how we started, Senator O’Mahoney. 

The stockholder’s return on his investment at that point for that 
year was the same as the average GM worker earns, and so we there- 
fore say that at that point they were both getting the same return: 
$52,000 brought the same return to the stockholder as 1 year of work 
brought to the worker at that point. 

Senator O’Manoney. Of course, it is a very interesting comparison, 
but we must bear in mind that in the modern corporation like General 
Motors the stockholder buys his stock solely for the purpose of earning 
a dividend and not for the purpose of managing it. He exercises no 
managerial powers at all, but before he can make the investment of 
the amount that you mention, he must have saved that money in some 
other previous period, probably by toil and sweat and tears, also; so 
that actually the 10 years of working, the 10 years’ annual earnings of 
the worker, represent only half of the time that the stockholder put in 
to get the capital to make the investment. 

Mr. Reutuer. That is true, except that what we are trying to show 
here is, what is the value of human labor? What is the value of a 
man’s 10 years of work and the loyalty and the skill and the sweat that 
he gives the company in turning out useful products for our society ? 

What should his reward be for his contribution ? 

Senator O’Manonry. Of course, I would prefer to state it this way: 

at the person who was able to save sufficient capital to make an in- 
vestment of this kind in a collectivist corporation, which was working 
with the steady purpose of promoting concentration, that stockholder 
was the beneficiary of what the economists call the unearned increment. 
But your worker was the beneficiary only of what he pounded out by 
his physical labor every day. 

Mr. Revruer. I have been using this chart to talk about equity aud 
ty. Now let’s talk about pricing. That is what this hearing is 
about, 
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My point is, how can a corporation which gave a worker $46,000 
for 10 years’ work and gave a stockholder who put $52,00 into the 
business for those 10 years an equity of $284,000, how can that company 
say that it was what the worker got that is responsible for high prices? 
This is the question. 

Senator Witey. How much do you figure is invested in General 
Motors in tools and equipment for each worker? What is that? 

Mr. RevuruHer. General Mataes roughly has 500,000 hourly and sal- 
aried employees in combination in the United States and Canada, 
around 500,000. This is hourly rated workers and salaried employees 
in the United States and Canada together. 

Senator Witry. My question is what you hear generally, that there 
is from fifteen to twenty or twenty-five thousand dollars invested in 
equipment nowadays for the worker to produce what he produces, 
Now, I did not know but what you had that figure broken down, too, 

Mr. Revruer. We can get that. It depends upon the nature of the 
plant. 

If it isan assembly plant where you have a minimum of machinery, 
then the amount of investment per employee is relatively low. Ina 
plant that is manufacturing in character, where you have a high de- 
gree of mechanization, there the capitalization per worker employed 
is of course much higher. 

In our industry it is quite high because we have a high degree of 
mechanization. 

Mr. Werneerc. Senator. 

Senator Keravver. Mr. Weinberg may have the answer to your 
question. 

Mr. Wernperc. According to the General Motors balance sheet as 
of December 31, 1956, the depreciated value of General Motors net 
real estate, plant, and equipment was $2,967,812,359. 

Senator Witey. How much would that be per individual ? 

Mr. Wernzerc. I will give you the total number of their employees 
from the same report. The average number of salaried and hourly 
rated employees on GM payrolls throughout the world, which corre- 
sponds to their property account in 1956, was 599,000. 

Senator Kerauver. Then how much is that per employee? Can 
you divide it rapidly and give us an approximation ? 

Mr. Werneerc. That is approximately $5,000 per employee. 

Senator Witry. How much? 

Mr. Werneerc. Approximately $5,000 per employee. 

Senator Witey. As [I listen to this testimony, I am reminded of the 
fact that others who invested in other automobile stock lost their 
shirts, and I am also reminded of someone who said that it is a com- 
bination, the result of a successful corporation is the combination of 
the laborer, of the capital invested, and also America with its tre- 
mendous potentialities and demands. Those three qualities or quan- 
tities make the result. 

What you have shown is that for 10 years of labor a man gets the 
equivalent of what was invested originally, $50,000. 

Mr. Revuruer. No, $9,000. The fellow who invested $52,000 gets 
6 times as much. Nine thousand dollars invested in General Motors 
stock in January 1947, would have given the investor of $9,000 the 
same income that a worker got for the 10 years, and that is what we 








ery, 
In a 


de- 
vyed 


e of 


your 


et as 
3 net 


yyees 
yurly 
orre- 


Can 





ADMINISTERED PRICES 2263 











think is unfair. Certainly you cannot say that the wage increases 
resulted in higher prices. 

It is obvious that when the ratio is so much in favor of the people 
who own the business, they cannot blame the worker for the inflation- 
ary pressures. 

Senator Wixey. Is this the first time, then, that you have made a 
real demand upon the stockholders that they are not giving you the 
equitable share of what their labor and so forth produces ? 

Mr. Revutruer. No, this is our demand each year, but we just formu- 
lated it differently this time. 

You see, there is no difference. Henry Ford spelled this out so 
clearly back when he introduced the $5 day. He said that this was a 
profit-sharing plan. “I am going to put it into wages.” 

Now suppose that company A made $100 million in profits and 
suppose that we made a 10-percent wage demand upon that company 
which amounted to $5 million in costs. If we get the 10-percent wage 
increase, they would only wind up at the end of the year with $95 
million in profit instead of the $100 million. 

Our demand on the profit sharing is only a more responsible way 
of trying to get our equity, because supposing at the point we de- 
manded the $5 million wage increase, or the 10-percent wage increase, 
the company says, “We do not know that we can pay you this because 
it may mean that we will have to raise our prices. 

“We do not know how the year is going to be, how our profit posi- 
tion is going to be at the end of the year.” 

Therefore, if we pressed for the 10-percent wage increase, it might 
possibly create an inflationary situation where it translated our higher 
wage into a higher price. So we are trying to be responsible. We 
say we will defer getting that 10-percent wage increase until the end 
of the year, and then if it is there in the profits, we want our equity, 
but if it is not there, we will not demand it, and then we will not create 
inflationary pressures. 

But we add one other thing, and this is new. That is, we think the 
consumer ought to get a rebate, too. He ought to get his equity. 
Now, that is a new idea, but we do not make it as a collective bargain- 
ing demand. We are not going to pound the table and say, “You 
have got to do this.” We are going to try to persuade the company 
that it makes good sense to also quit shortchanging the consumer, give 
him a rebate so he can use the rebate as a downpayment on the next 
thing he is going to buy. That isall we are doing. 

I think, Senator Wiley, you need to understand that we recognize— 
and I have made speeches all over the country about this—that we 
recognize in our free enterprise economy there have to be incentives, 
that you have to provide incentives to get capital. You have to pro- 
vide incentives to people like Harlow Curtice to run these big cor- 
porations, 

But what we are trying to say is that this incentive is not something 
that ought to be monopolized by a few people on top. 

Why can’t a worker have an incentive? It is a funny thing, you 

ow. I sit down and bargain with these $500,000 and $600,000 a 
year executives, and they talk about incentive. That gives the old 
motor power. That is the motivating drive that makes for progress. 

d I say to them: If a $500,000 executive is going to drive and he 
has the incentive to get $600,000, I do not begrudge that, but I cannot 
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quite understand, as I have been putting it to them, what kind of 
mental and moral gmynastics they go through to arrive at the con- 
clusion that for a $500,000 executive to have the push and the drive 
and the incentive to get $600,000 that is sound and in keeping with 
the free-enterprise system, it is morally a but when a $5,000 
worker is trying to get $6,000 that suddenly becomes very dangerous 
and threatens our free-enterprise system. That is so much hogwash 
and nobody will believe that kind of nonsense. 

The simple facts are that unless the little guy gets his share, the 
economy will not work and it is not working now because the little guy 
is being shortchanged. The farmer is being shortchanged, the worker 
is being shortchanged, and the consumer is being shortchanged. Our 
proposal is to get the economy back in high gear by giving everybody 
their equity, and there is no other way to do it. 

The economy can only work if the people get their equity. When 
the people who have more than they need get still more, they create 
an imbalance, and they are not going to drink any more milk when 
they get another $100,000 more a year. That $100,000 shared with 
i gy who are drinking too little milk will wind up consuming more 
milk. 

This is the whole concept. I would like to show you, Mr. Chairman, 
precisely how this would have worked. 

This next chart shows—I talked the other day of what happened 
in the bonus plan. Now this is very important because nothing would 
be more tragic in America than to make an argument about profit- 
sharing an ideological one. 

Senator Kerauver. We will mark this as Reuther exhibit 21. 

(The chart referred to follows :) 
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Mr. Reuruer. Yesterday I pointed out that Mr. Harlow Curtice, 
president of General Motors Corp. received a salary of $200,000 in 
1955 and a bonus of $575,000 or a total income from bonus and salary 
f $775,000. 

: Shor Keravver. Mr. Reuther, just a minute. On that point, is 
that a bonus or is that a stock option or what is it ? 

Mr. Revruer. It is a bonus. It is a bonus out of profits beyond 
the 10 percent before taxes. 

Senator Keravver. Is any part of it a stock option or do they have 
stock options ? 

Mr. Revtuer. They can convert some of it, but it isa bonus. It is 
an equity which they have. They plow some of it back into stock and 
work it out on that basis, but the point I want to make, Mr. Chairman, 
is this: Some people get confused when they talk about this bonus 
plan as it relates to our applying this principle to hourly rated workers 
and salaried workers who do not participate in the executive bonus 

lan. 

They get confused on this essential and very important point. 
They say yes, but Mr. Curtice, he owns the company. He gets this as 
anowner. Nothing could be further from the truth. Not one penny 
of that $575,000 bonus that Mr. Curtice got has anything to do with 
his ownership of General Motors stock. This is a bonus to him as an 
executive, as an employee. He gets this as an employee of General 
Motors Corp. 

What he gets from General Motors as a stockholder is something 
beside this, and he has stockholdings, obviously. But this he gets 
strictly as a bonus as an employee. 

Now Mr. Breech, who is the chairman of the board of the Ford 
Motor Co., in 1955 received a salary of $185,000 and a bonus of 
$380,000 or together he got $565,000. 

Senator Witry. How much did he keep after taxes, do you know? 

Mr. Revruer. He kept more than you would think under the tax 
structure, because there are a lot of loopholes in that tax bill, and they 

t a lot of sharp lawyers to figure out how they can get through 

ose loopholes. 

Senator Witry. Haven’t you the figure for me so that the people 
who are listening can know it? Can you tell us how much? 

Mr. ReurHer. We have never seen Mr. Breech’s income tax re- 
turn form. 

Senator Wier. But you have sharp lawyers, too. 

Mr. Reuruer. Don’t say that too loud. They'll want a higher 
salary. 

You can figure it. 

Senator Wier. He is in the 91 percent bracket, is he not? 

Mr. Reuruer. Yes. But, Senator Wiley, there were stories in 
the press the other day which indicated that while there were 90 per- 
cent brackets, that these fellows have done a pretty good job of get- 
ting through a lot of loopholes by all kinds of manipulations. 

But even supposing they pay the full amount, is that justifiable? 
Do the corporation executives in General Motors want to have a 
monopoly on paying income tax? Why don’t they give some of this 
tothe little people, and we can pay our share too. 

You see, this is not a logical argument. 
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It seems to me that everyone has to help pay for the cost of dp. 
fending our common freedom, of making our schools possible, ang 
making our other governmental services possible. I would think 
every American is willing to pay his share, and I do not think q 
executive can say, “Well, I am getting more than my share out of the 
income of General Motors Corp., because I enjoy paying a biggy 
share of my income to the Government.” 

I do not think that is very logical. 

Senator Witey. I am interested only in those questions from the 
standpoint that if the money had been retained in the profit area, 
presume after the corporation had paid 52 percent, and then it js 
distribution again, and the corporation got an average, say, of 91 per. 
cent, the Treasury needs that money, and that is the only reason] 
brought it up. 

Mr. Revuruer. I would like to complete this chart, if I may. 

We do not want. to leave out any of the Big Three because we do 
not want to be accused of discrimination here. 

Senator Keravuver. Before you leave Ford, where does the bony 
start with Mr. Breech, do you know ? 

Mr. Reutuer. It is essentially the same as General Motors. Gen- 
eral Motors uses a base of 5 percent after taxes, and Ford uses 4 
base of 10 percent before taxes so that it comes out almost the same, 

The Chrysler bonus plan is slightly different, but not too much dif- 
ferent. Ford and General Motors are almost identical, and the rea. 
son for that is that the Ford top executives who introduced this plan 
are former General Motors vice presidents. They brought this with 
them. 

Senator Witey. Have you for our enlightenment set up the auto- 
mobile corporations that have fallen by the wayside, and the amount 
of money that has been lost by investors in seeking to make cars! 
Could that be set into the record, too? 

Mr. Reuruer. Yes, sir. We have some material on that in our 
statement, but if you would like more information on that, we should 
be happy to compile it and bring it to you because it is a long histo 
of small companies dropping by the wayside, and I think that this 
is a very sad thing. 

I think it is even more tragic, in that when workers lose their jobs 
they also have an investment in these companies. You go into places 
like South Bend now and compare it with the time when Studebaker 
operations were larger. You talk to the unemployed Packard and 
Hudson workers, and you will hear very tragic things. Again it gets 
back to the fact that the small company cannot hope to survive ina 
contracting economy with a contracting market. 

They can only hope to survive in a full-employment economy where 
the market is expanding and where they also have an opportunity to 
have access to adequate capital. 

This is the big problem, capital. These companies cannot get the 
money to make themselves competitive in terms of technology be- 
cause it is just too costly. 

Senator Wirey. Of course, some of these companies were not 80 
small either, running up into the hundreds of ic of dollars of 
assets, and they practically disappeared or had to consolidate. In 
other words, that is part of the American life that when money is it- 
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yested, you may make in some places a good return, and in other 
places no return, and you may lose your shirt, as you say, and I think 
that is part of the whole picture. : 

That may not be an answer to what you call the inequity here be- 
tween what is earned in a given corporation and what labor gets. 
That is a matter for you to try out with the corporation. We cannot 
dispose of that here. 

We are interested in what we have said before, the other angle, 
whether there is a monopolistic position here to the detriment of the 

neral welfare, whether there is violation of the antitrust laws. 

On the other angle you are going to continue on negotiations, and 
may the Lord be with all parties. 

Mr. Revruer. Thank you for your blessings. [ Laughter. | 

Senator Keravuver. Senator Wiley, on page 72 of Mr. Reuther’s 
statement he goes to some extent, sketchily, into some of the companies 
that started and fell by the wayside in recent years. For example, 
Tucker Corp. started in 1946 and lost $20 million. Crosley started in 
1939 and lost about $6 million. Kaiser-Frazer started in 1945 and lost 
about $107 million. I think we have some additional information 
which the staff has gathered on other companies that will be presented. 

Mr. Reutuer. I would like now, Mr. Chairman, if I might, to com- 
plete this chart. 

Mr. L. L. Colbert, president of the Chrysler Corp., received in 
salary, in 1955, $250,900, and a bonus of $249,800 or a total of $500,700. 

This indicates that the top executive personnel of the companies, as 
employees of the companies, not as stockholders, are sharing in the 
profits of the companies, and our proposition is that workers and 
consumers also share in the equity. 

I would like to point out, and I agree completely with the obser- 
vations and remarks of Senator Wiley that we are not here to bargain. 

That is not your responsibility, and we are not asking you in any 
way to get involved in collective bargaining. 

As a matter of fact, if you were trying to get involved in collective 
bargaining we would be down here with the companies protesting 
against it. We want free collective bargaining, but we want free col- 
lective bargaining on a responsible basis and not on a pressure group 
basis. We want free labor and free management to work out their 
problems but always understanding that while we have separate re- 
sponsibilities to our respective groups, together we have a joint re- 
sponsibility to all of the American people. That joint responsibility 
is primary, and takes precedence over our more limited responsibilities. 

Now, here is what would have happened if our plan had been in 
effect in 1955 in General motors. 

Senator Kerauver. We will make this Reuther exhibit 22. 








2268 ADMINISTERED PRICES 


(The chart referred to follows:) 
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Mr. Revutuer. This is entitled “How the Plan Would Have Worked 
in 1955 at GM.” 

General Motors profits in 1955 were $2,542 million—almost equal to 
their total net worth. 

Just think of that. The profit in 1 year almost equal to their total 
net worth. 

Senator Wier. Before taxes, I presume. 

Mr. Revutuer. Certainly before taxes, but you always remember, 
Senator Wiley, they set the price before taxes, too. 

Stockholders and executives under our proposal would have gotten 
$1,554 million. The consumers who bought General Motors products, 
workers, farmers, housewives, schoolteachers, middle-income groups, 
people who bought Cadillacs, all the consumers would have shared ina 
rebate or price reduction of $494 millions of dollars, and the workers, 
500,000 United States and Canadian General Motors employees, who 
are covered by our collective bargaining agreements, salaried workers 
included, who are not covered by our collective bargaining agreements, 
but we think they are entitled to their equity, would have shared the 
same amount as consumers, 494 millions of dollars. 

ee Wuey. How much would that have been a rebate per 
car 

In other words, how many cars were manufactured that year? 

Mr. Revruer. In 1955, GM would have been 81 dollars per car. 

Senator Writer. How much would it have been per individual 
Jaborer ? 

Mr. Revuruer. Each GM worker in that year would have gotten 
roughly 43 cents an hour more in pay. That is what it would have 
been equal to. 

Senator Witey. What was the total a year? 

Mr. Revutner. About $800 of high velocity purchasing power. That 
is where it counts. Very few GM workers have that salt brine barrel 
in the basement. They spend it. 
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Senator Witry. Let me ask you another question. 

What would have been the total average salary then, or wage? 

Mr. ReurHer. Well, let us see. 

Senator Witey. Counting that $800? 

Mr. Revuruer. In 1955 the average GM worker earning about 
$5,000—the average wage for 52 weeks in General Motors was $5,325, 
so that if you add $800 that would have been roughly $6,100. 

Senator Witxy. They put in a 40-hour week ? 

Mr. Revruer. Oh, no, a lot of overtime in 1955, that was our big 
year, we worked many, many 6-day weeks and many, many 10-hour 
days, a great deal of overtime. 

You see, the average wage in 1955 was $2.18, I think. 

Senator Witey. How much? 

Mr. Revruer. $2.18 times 2,000 hours, which is roughly a 40-hour 
standard week, so you get $4,300 and the difference between $4,300 and 
$5,300 is overtime, $1,000 worth of overtime. 

Senator Witry. What isthe hourly wage this year? 

Mr. Reutuer. Right now the average is about $2.40, I think, in our 
industry. 

Senator Witry. From $2.18 to $2.40—is that right? 

Mr. Revrner. Yes; thatisright,roughly. That is the way it would 
have worked in General Motors. I wish to show you what would have 
happened in Ford. 

Senator Lancer. Mr. Reuther, when Kaiser lost $107 million and 
went broke, how many men lost their jobs? 

Mr. Revruer. Well, it is difficult to estimate because you don’t 
know how the impact goes back to supplier plants. You see, the 
Kaiser Co. did not make all the component parts that go into a car. 
But I would say that as a minimum between 15,000 and 20,000 workers 
od their jobs as a result of that company ceasing to make auto- 
mobiles. 

Senator Kerauver. You mean that is in the plant itself and not 
considering the suppliers? 

Mr. Revruer. Well, as I say, you cannot go back to the supplier 
plant because it is difficult to trace that back, but I think between 
15,000 and 20,000 workers certainly lost their jobs in that situation. 

Senator Lancer. And you figure 4 in each family ? 

Mr. Revtuer. I think that the automobile workers are a little more 
productive on the home front than that. I think they have about 214 
children on the average, so that it is 414 per family. 

= Lancer. What became of those families? Did they go on 
relief ? 

Mr. Revruer. Some of them drift back to the communities from 
which they came. Others go on relief. These are the tragedies that 
do not reflect themselves in the financial statements, These are basic 
human tragedies. I think that nothing is more tragic than unemploy- 
ment, when it is the result of factors beyond the control of the in- 
dividual worker. 

I think nothing destroys you more as a person. When the outer 
man cannot find a job of useful employment, the inner man also suffers. 
I think being denied the self-respect of employment, of the ability 
to be » suecessful breadwinner and taking care of your family re- 
sponsibilities, is the most tragic human experience possible, apart from 
its economic aspects, the material aspects. 





2270 ADMINISTERED PRICES 


You destroy the sense of human dignity, you destroy the sense of 
worth, you destroy the inner man. There is the great tragedy of un- 
employment, in addition to the economic aspects of it. 

Senator Lancer. Mr. Chairman, may I ask one more question ? 

Senator Kerauver. Yes, indeed, Senator Langer. 

Senator Lancer. Secretary Benson says these small farmers being 
forced out of business—and they are being forced out, as you know, 
by the millions—are getting jobs in cities. What have you got to say 
about that? 

Mr. Reutuer. Well, there are 325,000 unemployed people in Michi- 
gan right now. There are 200,000 of those living in the Greater De- 
troit area, and if Mr. Benson thinks that the solution to the farm 
problem is to plow under the family-sized farmer so he can come to 
Detroit, he will not get a job—he will just join the unemployed. 

Senator Lancer. That is true all over the country, 1s it not? 

Mr. Reuruer. It certainly is, as the figures that were shown yester- 
day indicate. If the unemployment situation were highly localized, 
just in a couple of spots, then we would not have a bad situation; but 
as Mr. Greenwald, the gentleman from McGraw-Hill Publications, 
has testified, there is 25 percent idle productive capacity in the whole 
economy, and that is spread all over America. 

Chicago has got unemployment, New York City, Pittsburgh, Phila- 
delphia. The aircraft industry is experiencing cutbacks now because 
of the shift to the missile program, and we have got mass unemploy- 
ment in the aircraft industry. This is a general situation, so that no 
matter where you displace a farm family by squeezing the marginal 
farmer out of business, when you drive his children into the cities, 
they will be faced with unemployment in most every section of 
America at the present time, 

Senator Lancer. It would interest you to know that last year I 
checked North Dakota and I found in the State capital at Bismarck, 
11 percent who were unemployed. 

The figures from the Federal Government 

Mr. Reurner. Well, it will increase because you do not live on an 
island there. You cannot isolate your economic situation from the 
general economic situation, and I venture to say, Senator, that within 
the next several months the unemployment in Bismarck will increase 
considerably. 

This next chart, Mr. Chairman, is entitled “How the Plan Would 
Have Worked at Ford in 1955.” This shows that the profits of the 
Ford Motor Co., in 1955 before taxes, were $968,400,000, and there 
again they were almost equal to their total net worth. 

This is what is so fantastic about this industry. There is scarcely 
an industry in the history of world capitalism where a company has 
ever gotten in 1 year profits before taxes almost equal to its total net 
worth, and yet this industry does it. 

Senator Kreravver. Mr. Reuther, let that Ford chart be marked 
Reuther exhibit 23. 

(The chart referred to follows :) 
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Mr. Revruer. Under our proposal, if it had been in effect in 1955— 
and we believe that is the best way to test the soundness of a proposal 
isto apply it to a practical given situation—under our proposal the 
Ford Motor Co., the stoc ‘kholde rs, and executives, would have retained 
$63,800,000 of the profits for distribution as they choose. 

The customers, workers, farmers, schoolteachers. businessmen, pen- 
soners, would have gotten in rebates or lowered prices $202,300,000 
astheir share. The wage earners, hourly rated workers, and salar ied 
employees in the U nited States and Canada, would have gotten their 
share equal to the consumers, $202,300,000. The consumers’ share and 
the workers’ share again is high-velocity purchasing power dollars. 
This is what we “ain’t got” and this is why we are in trouble. We 
telieve that if basic industries in America would be willing to share the 
fits of advancing technology with their stockholders, with their 
customers, and w ith their wor ‘Kers, then we can get this high-velocity 
purchasing power into the economy, and we can get back on the high 
toad to full employment. 

Now, I would like to do the same thing for Chrysler Corp., in 1955. 

Senator Keravver. Let that be marked Reuther exhibit 24. 
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(The chart referred to follows:) 
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Mr. Reutruer. The Chrysler Corp. is a smaller operation, and this 
chart shows how the UAW plan would have worked in 1955 at the 
Chrysler Corp. 

Chrysler Corp. had a —— in 1955 of $233,600,000. 

The stockholders would have retained $150,800,000, and the con- 
sumers would have had a share of $41,400,000, and the wage and 
salary workers, their share being equal to the consumers’ share, would 
have been $41,400,000. 

Now, 1955 was obviously our best year. We were within 4 percent 
of utilizing what we considered our full productive capacity, and 
that is the sort of thing that we ought to be doing. 

If we had 4 percent margin, that would be enough cushion to avoid 
straining our economy and creating dislocation in the other direction; 
so 1955, we think, is a good year to measure what is possible ina 
full-employment economy. 

But 1956 was a bad year, because the production of cars dropped 
from almost 8 million cars and trucks to something, I think, around 
61% million, so we have a sizable drop in 1956; but, here, again, we 
can see what is possible, even under a situation that is not favorable 
where you have sizable underutilization. 

As this chart indicates 

Senator Keravuver. That is entitled, “Power to Produce Outrun 
Ability to Consume.” 

Mr. Revuruer. This is in the record already, Senator. 

am referred to is Reuther exhibit 12, and may be found m 
p. 2211. 

Senator Keravuver. Very well. 

Mr. Revtruer. This chart indicates that in 1956 we had 27 percent 
idle capacity, and idle capacity and idle manpower do not yie 
profits. It is only capital that is fully employed that yields profits 
so that 1956 profits are based upon 27 percent underutilization 
productive capacity. 

Despite that, this shows how the UAW plan would have workel 
in General Motors in 1956. 
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In 1956, General Motors Corp., despite that underutilization of 
capacity, made a profit of $1,741,400,000. The executives and stock- 
holders would have retained $1,170,000,000. The consumers would 
have gotten their share, $285,700,000; and the workers would have 

ten an equal share with the consumer of $285,700,000. 

That is when they are operating with one hand tied behind them, 
with 27 percent of capacity unused. 

This next chart shows what would have happened at Ford in 1956, 
had the UAW plan been in operation. 

Senator Keravuver. Those will be marked Reuther exhibits 25 and 
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(The charts referred to follow :) 
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Mr. Reutuer. Here, again, this is with under-utilization, in the 
case of Ford, considerable and very serious under-utilization. Y 
despite that, profits of the Ford Motor Co. in 1956 were $478,800,000, 

he stockholders and the executives would have shared $333,400,000, 
The consumers would have shared $72,700,000, and the hourly and 
salaried employees would have shared the same amount as the con- 
sumers, $72,700,000. 

There you have it. If we utilized our productive capacity, you 
can see what is possible. This is the economics of abundance, of 
making the biggest possible economic pie, so that stockholders can 
get a bigger slice, consumers can get a bigger slice through lower 
prices, and the workers can get a bigger slice. 

We get in trouble when we share scarcity, and we can solve the 
problems of our free society when we learn to create and manage in- 
telligently by sharing economic abundance. 

I believe very sincerely that in the long pull, in the struggle be- 
tween a free economy and a regimented economy, our ability as free 
people working together in our free economy, free workers, free man- 
ass free farmers, free government, learning to create maximum 
abundance, and then intelligently and with equity and justice sharing 
that abundance, will be the decisive factor in whether our free econ- 
omy and our free society will be equal to the Soviet challenge. 

Senator Keravuver. Mr. Reuther, if you will excuse an interruption. 

You made a very persuasive presentation in connection with this 
proposal. I am sure the first question somebody would ask you about 
it would be this: 

You have assumed here every year that the companies are going 
to earn money. If you base your proposal upon a 25 percent sharing 
with the employees of profits above 10 percent, what if the company 
loses money, like American Motors did in 1956? They are making 
money now, I believe, I am glad to say. 

Senator Wirey. A little bit. 

Senator Keravver. I don’t know if Chrysler lost money, but they 
didn’t make very much, and Studebaker-Packard lost money. And 
what if these other companies, Chrysler and Ford, should get toa 
point where they are not making any profit above 10 percent ? 

Do you think you and your UAW would still be interested in this 
proposal, or what would be your position about it then? What is 
going to be your position about it as to these companies that are not 
making any money ? 

Mr. Reutuer. Senator Kefauver, it is obvious that if we have 
an approach which says that the workers and the consumers have a 
right to share in the profits of these rich corporations and they don’t 
make a profit, we obviously can’t share something that is nonexistent. 

But when we had our convention last week—and we have a very 
democratic union, and we are very proud of our democracy. For 3 
days we debated what we were going to do in 1958, at the bargaining 
table, and there were more than 3,000 delegates who participated. 

The president of the Studebaker-Packard local stood ,on the floor 
and supported our proposal, although he knows that the profit positsen 
of that company will not yield anything. 

The president of the Nash local in Kenosha, Wis., a plant of Ameri- 
can Motors, he stood on the floor and supported our proposal although 
. knows that American Motors is not in the same position as General 

otors. 
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These workers support this because they too understand that only 
as we can get high-velocity purchasing power into the American econ- 
omy by siphoning off some of these tremendous profits of the big cor- 

rations can we expand the economy, can we create the kind of climate 
in which the little companies can hope to survive. 

Therefore, the employees of the small companies with little profits 
are in favor of this because they know this is the key to their problem. 

Now the other thing is this, Senator Kefauver. Here is the chart. 
we talked about before. In 10 years General Motors has made $14.9 
billion, and I predict if the situation ever comes about in America that: 
General Motors Corp. does not make a profit, that will mark the be- 
ginning of the end of the profit system in America, because our economy 
will be so completely in chaos that the Russians will send us a note and 
ask us how we want to give up. 

Obviously you can project all kinds of hypothetical economic situa- 
tions, but the simple facts of life are that at the depth of the depression, 
when the millionaires were jumping out of the windows of the tall 
buildings in New York, when the stock market had gone bust, when 
America had 14 million unemployed, when the farmers were fighting 
the sheriffs trying to hold on to their farms against eviction notices, 
when America was in chaos, General Motors Corp still made profits. 

It seems to me that that was a pretty good acid test of their profit- 
making ability, and we are willing to take our chances. 

Now as this chart points out, if General Motors Corp. had imple- 
mented our proposal, the UAW proposal for the period of 10 years 
from 1947 through 1956, when General Motors Corp. made $14.9 
billion, the stockholders and the executives would have kept $9.3 billion, 
the consumers would have had $2.8 billion in lower prices through 
rebates, and the employees would have had $2.8 billion in greater 
income. 

Senator Keravuver. I do not believe that chart has been identified. 
There will be Reuther exhibit 27. 

(The chart referred to follows :) 
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Senator Keravuver. This new chart will be Reuther exhibit 28, It 
is called: “If this were the 10th anniversary of the UAW bonus pro. 
gram in GM alone.” 

(The chart referred to follows :) 
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Mr. Revuruer. I do not think that General Motors Corp., will feel 
badly if I give them a little commercial here. This is their 50th 
anniversary and they are having a big celebration, the 50th year of 
General Motors Corp. 

We got into the spirit of this and we prepared an anniversary cake 
of 10 years, if our plan had been in effect in General Motors in the 
last 10 years. 

Senator O’Manoney. Mr. Chairman, would it be appropriate to 
remark at this moment concerning the 50th anniversary, that there 
is now pending in the United States District Court in Detroit a suit 
by the Temineannt of Justice against General Motors to cut down 
some of the sales of buses to the 4 largest customers of General Mo- 
tors, on the theory that by restraining General Motors to the sale of 
not more than 50 percent of the requirements of the 4 largest bus 
companies in America, it might promote free competition, or at least 
raise an obstacle to concentration of economic power. 

I do not know that that is frosting on the cake that you have got 
there. 

Mr. Revutrner. While I agree with you, Senator O’Mahoney, I 
would think that your remarks were not in keeping with the spirit 
of a birthday cake. 

This chart indicates, Mr. Chairman, that in the 10 years, had the 
plan which the UAW is proposing been in effect, in those 10 years 
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workers through higher income and consumers through lower prices, 
through the price rebate, would have gotten together in combination 
$5,600 million in higher wages and in lower prices, in higher pur- 
chasing power, high-velocity purchasing power. 

But we have trouble, when we talk in our union about $5,600 mil- 
lion in understanding that, and so we broke it down to indicate what 
could have been done by the people of America if they had shared 
in this $5,600 million in greater purchasing power. We point out 
that we could have built 560,000 $10,000-homes, or we could have pro- 
vided 1,120,000 young people with $5,000 college educations. 

We could have bought 2,800,000 $2,000-automobiles, or we could 
have bought 3,700,000 $1,500-tractors. That would have made a lot 
of work. 

Senator Kerauver. Are those alternatives? 

Mr. Revtruer. That is right. You could not have done all these 
things. You could have done any one of these things. 

But it indicates the basic point we are making, that the key here 
is the expansion of purehasing power. Only the expansion of high- 
velocity purchasing power can correct the imbalance between ex- 
panded productive power, the 25 percent idle capacity and the in- 
ability of people to translate unfilled human needs into demand at 
the market place. 

Now we do not think that General Motors can solve the problem, 
but if General Motors did this, and Ford did it, and Chrysler did it, 
the steel industry did it, and other basic industries, we would be on 
the road back to economic recovery and America would be stronger in 
the face of the world challenge. 

It is these things, Mr. Chairman, that lead us to come here because 
we believe that America is the last best hope of freemen. This is not 
a matter of being eloquent. It is not a matter of trying to make 
speeches. It just happens to be a simple basic truth, that no other 
country in the world—and there are other countries that make up the 
Free World Alliance with us—has been blessed as we have been blessed 
with material resources, with a highly developed science and tech- 
nology in the field of mass production, with a skilled people, with a 
Si eeneretic heritage where these resources have got to be devoted 
tothe service of basic human values. 

We have had thrust upon us by history the major responsibility 
for being the custodian of world freedom, and we are not equal to 
that challenge and that great responsibility if we do not utilize our 
resources intelligently and effectively. 

This matter before your committee, and the matters that we will be 
dealing with at the bargaining table, while they are not here before 
your committee, are essentially this basic problem, of how we as a 
free people can demonstrate that despite the fact that we have differ- 
ences, still we can achieve unity in diversity. 

You see the Communists—and I spent almost 2 years in the Soviet 
Union. I did not learn about the Communists in a textbook, as I said 
yesterday. 


I went over there as a technician to tool them to help make Model 
A Fords. 
Henry Ford worked out the contract with the Soviet Government. 
went over there like many other workers from Detroit, so I saw the 
Soviet Union. Iknow what it is. 
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I saw workers disappear in the middle of the night when the secret 
olice took them away, and their wives did not even dare ask what 
prpened to them. I saw the workers beaten up in Germany under 

Hitler, and I always said that there is very little difference between 
fascism and communism. The only difference is that the slogans are 
different, but the chains are the same. 

I have learned this. I think that the Communists know they can- 
not beat America. I think that they are counting on our defeatin 
ourselves. They believe that we as a free society are made up o 
warring economic pressure groups, that free labor will act as a narrow 
economic pressure group, that free management will act as a narrow 
economic pressure group, that free agriculture will act as a narrow 
economic pressure group, that other groups in our society will con- 
stantly drive to get more and more at the expense of the balance of our 
society, and that in that struggle of warring economic pressure groups, 
we will fail to develop a sense of common purpose, a sense of national 
unity, and that somehow we will destroy ourselves from within. I 
think the Russians are wrong. I think we can prove that they are 
mistaken in their concept of the inability of free people to recognize 
that the whole is more important than the separate parts. Really 
what we are trying to do is to get corporations who exercise tremendous 
power in America, and labor unions who exercise great power, to sit 
at the bargaining table and to voluntarily accept and carry out their 
joint responsibilities to the American people. 

Senator O’Manoney. Mr. Chairman, may I interrupt at this point? 

Senator Krerauver. Senator O’Mahoney. 


ECONOMIC FREEDOM AND POLITICAL FREEDOM 


Senator O’Manoney. I want to compliment the witness on the 
statement that he has just made, and I want to point out to him that 
he will find evidence to support his statement in the Economic Report 
of the President submitted to Congress this year. I am referring to 
chapter 3 of that report. On page 41 of the report there appears a 
table. As I recall the title, it is table 7 and it shows the industrial 
production of the world for the years 1955-57, based upon the index 
of production in 1953. Taking production in 1953 as 100, this table 
shows, coming from the President, that free world production, includ- 
ing the United States, was 110 for the year 1955, but excluding the 
United States, it was 118. 

In other words, the rate of gain in industrial production in the free 
world outside of the United States of America was greater than it has 
been in this country in the years from 1953 down through 1957. 

This is a demonstration not only that Canada has gained more rap- 
idly than we, but that Yugoslavia has gained more rapidly than we 
have. 

Now I realize, of course, that many of these other countries start 
from a lower base than that from which we start. 

Mr. Revutuer. That is right. 

Senator O’Manoney. But the fact is that we are in an economic 
cold war with Communist Russia. I believe that there is much greater 
danger from this economic war than there is from the early initiation 
of any militaristic attack upon the United States. 

I believe we should not be afraid of freedom. We ought not to be 
afraid of economic freedom, and the attack that we should make here 








or FS er eo 


it 
ir 


t? 


‘P- 
we 


rt 


nic 
ter 
on 


ere 


ADMINISTERED PRICES 2279 


in the United States is to show all the world that free people here can 
continue to raise the standard of living for the masses of the people. 

The evidence in the President’s Economic Report is, to my mind, 

roof that the greatest problem of this Congress, the greatest prob- 
em of the labor leaders of America, the greatest problem of the indus- 
trial leaders of America is to put their heads together to work out a 
system which will make and keep our economy free, because we cannot 
hope to have political freedom if we do not have economic liberty. 
enator Keravuver. That isa very fine statement. 

Mr. Revrner. Senator O’Mahoney, I agree fully and completely 
with your statement. 

Senator O’Manoney. May I say I noticed that Mr. Weinberg, while 
I was talking, took a copy of the Economic Report, and I note that 
that table appears on page 41, Mr. Chairman. 

I ask that the table may be made part of the record at this point. 

Senator Kerauver. Very well. ‘The table in the President’s Eco- 
nomic Report will be designated a committee exhibit. 

The table referred to may be found in the appendix on p. 4166.) 

enator Witey. Mr. Reuther. 

Senator Kerauver. Senator Wiley wishes to ask a question. 

Do you wish to respond to Senator O’Mahoney first, and then we 
will recognize Senator Wiley ? 

Mr. Revuruer. I want to say this not as a labor leader but just as a 
human being, about where we are going in this world. I have a couple 
of young girls growing up back home, and I am concerned about the 
world they are going to grow up in. I have been trying to get people 
to understand a couple of simple ideas that I learned as I pushed 
around the world. 

The Communists do not have to convince anybody. I mean, when 
they decide to expand their steel industry, when they decide to expand 
some other basic sector of their economy, they do not have to go out 
and convince the workers they ought to do it that way, and pay for it 
in lower living standards. 

The Politburo meets in the Kremlin, and they make a decision, and 
that is the end of it. 

In other words, under a system of communism, or any other totali- 
tarian system, they get unity by rigid conformity from the top down. 

But we, in the free world, have to get unity in diversity. While we 
think differently about problems, and while we have competing eco- 
nomic equities in sharing the economic pie, we always have to under- 
stand that while we have differences, we need to achieve unity in 
diversity by reconciling the differences within the framework of the 
values that we have in common. If we do not recognize the differ- 
ences and get unity in diversity within the framework of these values, 
then the conflict within destroys the values of all of us. 

When you sit at the bargaining table this is not an abstract philo- 
sophical concept, because values have no meaning unless you can 
apply them to practical problems. 

0 when labor sits down and management sits down they have to 
start dealing with these values. They have to understand that all of 
the basic values are essentially indivisible in character. You cannot 
have free management without free labor. You cannot have free 
labor without free management. And neither can be free excepting as 
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they learn to work together to preserve our free society in a free 
world. 

It seems to me that if we start from that basic starting point, then 
we can begin to reconcile the areas of conflict so we can go together 
and make progress together, preserve our common freedom, and 
contribute to the preservation of peace and freedom in the whole 
world. 

This is what the Communists think that we are incapable of doing, 
I think they are wrong. I think we can prove that freemen can rise 
above the little things that divide us, and unite in terms of the big 
things that we have in common. 

But we cannot do it without accepting our responsibilities. We talk 
about free collective bargaining. Management says they do not want 
Government intervention into the economic system, and neither do 
we. But we both need to understand that in a free society the only 
adequate substitute for Government compulsion is the voluntary ac- 
ceptance and discharge of a basic social and moral responsibility. 

Whenever we default, whether it be labor, whether it be mana 
ment, whether it be labor and management in collusion, when we de- 
fault in our basic responsibility, we create the vacuum that Government 
must fill, and substitute Government compulsion for the voluntary 
meeting of these basic responsibilities. 

I pray that we can get free management and free labor to work out 
a solution, and I do not for 1 second say that all the sin is on one side, 
I think the labor movement has made many mistakes, but I think that 
when we are talking about prices, when we are talking about what is 
wrong with the American economy, when we are talking about how 
we can get 25 percent idle capacity into production, how we get the 
unemployed back to work, then there is no question about it that the 
American people, consumers and workers, have been shortchanged, 
and that mangement in the big industries where they have administered 
prices, have to restrain themselves, and they have got to find a way. 

We propose, Mr. Chairman, that the way to encourage, the way to 
facilitate the maximum discharge of voluntary responsibility so that 
we can minimize the necessity for Government compulsion, is to get the 
public fully enlightened about the economic lien, 

I sit down with General Motors Corp. We have a public relations 
department, and when we get ready to make a demand we get our 
public relations department into high gear and we try to get our 
ideas out to the public. 

And General Motors has a big public-relations department, with a 
public-relations budget that runs into many millions of dollars; we 
do not have that kind of money. Then we have a propaganda contest; 
and sometimes the contest deteriorates into a name-calling contest; 
but that does not solve any of the problems and the people of America 
think, “Well, a plague on both your houses,” and they never really 
get around to knowing the facts. 

This is why we put forward the proposal we make, which is based 
upon the concept that Senator O’Mahoney had back in 1948. The 
Government is not to get into wage-price decisions, not to get into the 
areas in which voluntary decisions ought to be made by labor and 
management, but the Government is essentially to provide the mechan- 
ism by which the public of America, the people of America in whom 
the ultimate authority for decision must rest on all basic matters of 





] 
] 
( 
] 
| 





8 
ve 
t; 
it; 
ca 
ly 


he 
he 
nd 


ym. 
of 


ADMINISTERED PRICES 2281 


public policy, can learn the facts. Then we would get to the people not 
propaganda, not the unions’ propaganda or the companies’ propa- 
ganda or somebody else’s propaganda, but get to the people the basic 
economic facts, so that an enlightened public opinion can exercise 
moral persuasion upon all the parties who are going to make private 
economic decisions which bear upon the public welfare. 

You cannot expect an enlightened public opinion if the only access 
they have to basic economic data is what they get in the climate of a 
competing propaganda contest between a big union and a big cor- 
poration. 

We believe that if the Government had an agency that would 
operate in that way, it need not be trying to put anybody on the spot 
or trying to be partisan in a labor dispute. Such a governmental 
agency would concern itself, not with all companies, but with com- 
panies whose production represents from 20 to 25 percent of the total 
product of a given industry. This is only a handful of giant cor- 
porations, but it is a small group of giant corporations whose eco- 
nomic power, whose domination of vital sectors of the American 
economy, is so tremendous that their private economic decisions have 
broad ramifications upon the well-being of the whole economy and the 
welfare of all of its people. 

So what we propose is a very simple thing, not a czar, not a Gov- 
ernment agency with any power to make a decision about whether a 
price is 1 penny too high or 1 penny too low, or whether a labor 
union’s demand is 1 penny too high or 1 penny too low but a govern- 
mental agency for one simple basic purpose: to provide a public hear- 
ing in this fishbow] I talked about yesterday when a company whose 
production represents 20 or 25 percent or more wants to raise prices. 
General Motors, for example, will make 50 percent of the total car 
production in 1958, so that when they get around to wanting to raise 
their price, they would have to have a public hearing and tell the 
people of America why they think they are justified. 

Now the public agency could not say you cannot do it. But if the 
did raise prices they would do it knowing that the public knows all 
the facts—not the propaganda we gave them, not the propaganda 
the company gave them, but the economic facts as they were developed 
ina public hearing. 

Now supposing that General Motors Corp. was acting responsibly 
on its pricing policy, and supposing they were not short-changing 
the American consumers as they are, we believe, and we then came 
in and we were flexing our economic muscles as a union, and we were 
asking for more than our share made possible out of the advancing 
technology, and the greater productivity. 

General Motors could say that would require a price increase and 
we will not give it to you, and we could have a public hearing where 
we would have to defend ourselves because we would be the group 
who were forcing a price increase. 

And we would then have to stand before the American public. 
Such a governmental agency would be for the sole purpose of hold- 
ing public hearings in these exceptional cases where big corporations 
can get the economy out of balance, with no other rights or powers or 
authority. But we suggest further that in addition to this agency, 
there be established separate and apart from it, and independent of 
it, a department or an office of consumer counsel, and the person 
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directing such a department would be the advocate and the champion 
and the defender of the American consumers. 

He would be authorized to go before a board and to question com- 

anies and to compile data, for the purpose of defending the economie 
interests of the American consumers, who cannot sit at the bargaining 
table, who are not invited into General Motors when they are talking 
about raising prices. We would give the American consumer an 
advocate who could fight their battles. 

Why do we think this is the answer ? 

This is neither a proposal that says we ought to just keep drifting 
where irresponsible private economic decisions get the economy deeper 
and deeper into recession, where unemployment increases and idle 
capacity gets more serious and more tragic, nor do we propose to take 
the other road which is to get the Government in with both feet with 
price control and wage control. We do not want to travel that road. 

We do not believe that the answer to the problem of America is for 
the Government to take over the American economy. 

We want to preserve the broadest possible areas of our free eco- 
nomic system, but we believe that it has to be made both responsible 
and responsive to the peoples’ need. 

So we propose a middle course, a course where the Government 
comes in only as an agency to get the facts before the public, and 
then the public, knowing the facts, can exert a powerful, constructive, 
restraining moral influence upon both labor and management at the 
point they are making private economic decisions in the areas of their 
activity which have a serious impact upon the well-being of the whole 
economy. We believe, Mr. Chairman, that the constructive influence 
of the moral persuasion that would flow out of an enlightened public 
opinion could be the most decisive factor affecting these decisions 
which now in many cases are made as the result of the exercise of 
economic power. They would be tempered by a sense of responsibility, 
and only thus, we believe, can we get decisions not based upon the 
persuasion of economic power, but rather upon the persuasion of 
economic logic. 

That is why we offer these proposals, Mr. Chairman, because we 
think they are sound, we think they will work and we think they will 
make our free enterprise system stronger by making it more responsible 
and more responsive to the peoples’ needs. 

Now we do not claim that this is a magic formula, that this will cure 
every problem we have. 

Democracy must experiment. It must try all kinds of tools. It 
should not be wedded to any rigid doctrine. It should not say that 
because we never did something we should never try to do it, because 
the problems of the future will not be solved in every case by 
yesterday’s tools. 

What we propose here is an approach to the idea of trying to get 
the pressure of enlightened public opinion to exert its moral influence 
at the point of private decision in those sectors of our economy where 
private decision has such an impact upon the total economy that the 
private decision either can bring great good or great evil to the whole 
economy and to the whole people. 

We make these suggestions not as a back-door approach to socialism, 
because we are not committed to travel the road to socialism. 
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We think that free enterprise will be strong only if it serves the 
needs of people, because no economic system has a moral right to exist 
except as economic activity serves human needs. The more we can 

ar our free-enterprise system to the basic needs of people, to make 
it more responsible and more responsive, to that extent we will pre- 
serve the system, and we want to preserve it. 

I would much rather bargain with General Motors with all of their 
money, with all of their resources, than I would want to bargain with 
Uncle Sam. At least General Motors cannot call out the troops. 
Uncle Sam can. So we do not want to travel that road. 

But we know that the best way of assuring that we do not travel 
the road in which governmental compulsion becomes the substitute 
for voluntary economic decision, the best guaranty is not to create the 
vacuum that government compulsion will fill if we fail to find a way 
in which free labor and free management together can meet their joint 
responsibilities to all the people on a voluntary basis without govern- 
mental compulsion. 

Senator O’Manoney. Mr. Chairman, may I ask a question at this 

int? 

P eeator Kerauver. Senator Wiley had asked for recognition, Sen- 
ator. 

Senator O’Manoney. Will the Senator yield to me? 

Senator Witey. I would be very happy to. 

Senator O’Manoney. I thank the Senator from Wisconsin. 

Senator Witey. Providing you say nothing detrimental to my milk 
industry. 

Senator O’Manoney. I drink as much milk as one man can in one 
day and from here on out I will say I would like to get it from Wis- 
consin. 

Senator Wirry. Once in a while you show good judgment. 

Senator O’Manoney. By the way, have you set in motion the sug- 
gestion I made to you yesterday that you have some of that cheese 
candy brought here to be distributed in this hearing ? 

Senator Witry. So far there is no evidence anyone needs to be 
sweetened up, but if you can find them, let me know. 

[Laughter. | 

FREE ECONOMY THROUGH PUBLICITY 


Senator O’Manoney. Mr. Reuther, I would like to ask you when 
you first became acquainted with my bill S. 2908, which I introduced 
on July 28, 1948. 

Mr. Revruer. Well 

Senator O’Manoney. Ten years ago, almost. 

Mr. Reuruer. Well, I must confess, Senator O’Mahoney, that we 
did not know about it at.the time you submitted it. 

I personally have an excuse. I was shot just about that time, and 

was in the hospital almost continuously fighting for my life, but 
that does not excuse Mr. Weinberg. 

He said he did not find out about it until 5 months ago. 

Iam going to talk with him about it when we get home. 

Senator O’Manoney. That is perfectly all right. I suspected that 
would be the answer. 

At the beginning of these hearings on administered prices, I called 
attention to the fact that I had introduced a bill in 1948, and since 
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it has been mentioned now, and is the basis of your appeal, an appeal 
which I welcome, I want the record to show why nothing was done 
about this bill in the 10-year period. 

The introduction was on July 28, 1948. We were coming into an 
election; that was the famous election of 1948 in which a very promi- 
nent newspaper known throughout the United States announced on 
the day after election that the defeated candidate had won the election, 

They were mistaken ; we all remember that. 

The Korean war was developing and price controls went in. So 
it was unnecessary with price controls and perfectly obviously it 
would have been futile to try to develop at that time the volunta 
system which I envisioned at this time. But I am impressed with 
the fact that the first section which I wrote myself, I may say, back 
in 1948, seems to fit the times in which we now live. 

And so, Mr. Chairman, I would like to read it into the record. It 
is very short. It is entitled: “Declaration of Policy, Section 1.” 

Senator Kerauver. Senator O’Mahoney, will you give the page of 
the Congressional Record that you are reading from ? 

Senator O’Manoney. This is the Congressional Record for July 28, 
1948, page 9452. 

Senator Wizey. Is that one of your speeches? 

Senator O’Manoney. No; it was an insertion in the record: 

Section 1. The Congress recognizes, one, that mounting prices and mounting 
profits are undermining the purchasing power of the Nation and are setting the 
stage for a new depression, all at the time when international recovery and 
world peace depend in great measure upon stopping inflation and, two, that a 
few giant corporations have control over the production, the distribution and 
the price of basic commodities upon which all American economy depends. The 
Congress believes that inflation will be checked if the pricing policies of these 
corporate giants are publicly reviewed before increased prices may be made 
effective, and to that end the provisions of this act are enacted. 

The whole purpose was merely to require a public hearing so that 
the facts would be laid before all of the people. The suggestion I 
made was based upon the conviction that when the managements of 
these giant corporations were required to tell the people of the whole 
United States the economic policies of price increases they intended 
to follow, they would be careful to come before a public hearing with 
facts to support their action. 

There was no word in this bill giving the Government or any agency 
of the Government the power to fix prices. My purpose was to secure 
a free economy through publicity. 

Mr. Reutuer. Mr. Chairman, may I just comment? 

Here again this is the great tragedy of America. I sat here yester- 
flay and I expounded the same point of view that Senator O’Mahoney 
just outlined. Everybody knew that I did not propose a price czar 
or anything of the kind, and yet here is another headline. This is in 
the Chicago Daily Tribune, January 29, 1958: “Reuther Urges Price 
Czar for Auto Industry.” 

You see, America cannot stay free with this kind of distortion and 
misrepresentation. Nobody is proposing a price czar. I am in favor 
of the exact proposal that Senator O’Mahoney has made with the 
Government having no right in any way to compel or to make a de- 
cision on pricing. I just want to get the facts before the American 
public, and yet you get this continual distortion, deliberate falsifica- 
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tion, and misrepresentation, because people do not want the American 
people to know the truth. 

This is what happens. whi Ny 

Senator Kurauver. I called attention to the same headline in the 
Evening Star. The Star is a careful and responsible newspaper. 
After asking you if there was anything in your statement that could 
have led to any such headline or story and you said that there was not, 
and that your feelings were entirely the opposite, 1 was happy to see 
that The Star changed its story in its later edition. 

Mr. Revtuer. See if you can influence the Chicago Tribune, Sena- 
tor. That will test your influence. 

Senator Keravver. I am not thinking of influencing anybody. This 
story is by Mr. Phil Dodd, who I know isa good careful reporter. The 
first paragraph says: 

Walter Reuther, president of the AFL Automobile Workers, teed off on the 
automobile industry today with a proposal for a Federal price czar, and a de- 
mand that workers be allowed to share in the abundance of America’s progress. 

I ask you again if there is anything in your statement anywhere in 
which you propose a price czar, or if you believe just exactly the op- 

ite ? ‘ 
rir. Revruer. I said, Mr. Chairman, that our proposal in no way 
got the Government into the pricing business. 

I am opposed to the Government dictating prices or wages. This 
is an attempt only to have the Government facilitate getting the facts 
to the American people so that people making private economic deci- 
sions will make hens decisions in the light of the knowledge that the 
public knows the score. 

I am opposed to a price czar. I am opposed to price control. I am 
opposed to Government dictating wage controls. I want the economy 
tobe free. I think this will help keep it free. 

Senator Keravuver. I do agree with you it is unfortunate that this 
headline should be Reuther Urges Price Czar for Auto Industry, in 
view of your testimony here. 

Senator Wiley. 

Senator Witey. Mr. Chairman, I think the Senate isin session. Are 
we having a session this afternoon ? 

Senator Kerauver. May I inquire, Mr. Reuther, have you completed 
your statement ? 

Mr. Reutuer. I have completed my testimony, Mr. Chairman. I 
really must get back to Detroit. 

This is my difficulty. If you want to continue this afternoon, I 
would like to request that I be excused because I was told I was only 
going to be here for 1 day to begin with, and I have other things that 
are quite pressing. I have just come out of my special convention. 

ere are many things I must do that I am obligated to do. 

Mr. Weinberg and our staff people can stay here if you want to 
further discuss this this afternoon, but I must get back and I would 
appreciate very much if the committee would relieve me. 

I would be willing to come back at some other date. 

Senator Keravver. I am sure that Senator Wiley, Senator Dirksen, 
Senator Langer, and Senator O’Mahoney and I have further questions 
We wanted to ask you, Mr. Reuther. They do feel that we would like 

or you to be here personally to respond to them at some time. 
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Mr. Reuruer. Mr. Weinberg will be authorized to respond for our 
organization, or I would be very happy to come back, Mr. Chairman, 
I was asked to come down here for 1 day originally, and I just came 
out of my special convention. I do have an obligation to a lot of 
people, and I would like to meet that, but I would be willing to come 
back. Mr. Weinberg can carry on this afternoon and I will come back 
if you would like me to. 

Senator Keravuver. If we recess until 2 o’clock, could you carry on 
this afternoon or would you rather carry on now? 

Mr. Revrtuer. I have got a 1 o’clock plane that I am scheduled to 
make so that I wouldn’t be able—if I came back at 2 then the meetin 
T have got scheduled in Detroit would not be possible because I would 
not get back until this evening. 

Senator Dirksen. Mr. Chairman, it, of course, will break up the con- 
tinuity of this hearing. I certainly would not be satisfied to address 
my questions to Mr. Weinberg, and I have quite a lot of them, and I 
want Mr. Reuther here. I have had no opportunity yet to ask ques- 
tions. I have carefully refrained from doing so until I could do so 
without interruption. 

Mr. Reutner. Mr. Chairman, I will be here at 2 o’clock. 

Senator Witey. Why couldn't we make it 1: 30? 

(Discussion off the record.) 

Senator Kerauver. We will come back at 1: 30. 

Mr. Revutuenr. I will be here at 1: 30. 

Senator Krravuver. Very well. 

We will stand in recess until 1: 30. 

(Whereupon, at 12:10 p. m., the committee was recessed to recon- 
vene at 1: 30 p, m. the same day.) 


AFTERNOON SESSION 


Senator Kreravuver. The committee will come to order. 

All of us have availed ourselves of the opportunity of asking many 
questions, except Senator Dirksen, and I know he has many questions, 
and we want to give him this opportunity as quickly as possible. 

We do not want to censor or restrain or cut down on any witness, 
but since there are a Jot of questions, I know the witness, Mr. Reuther, 
will cooperate in making his answers as brief as he reasonably can. 

Senator Dirksen, for the record, in analyzing certain material that 
has been or will be submitted by the witnesses to follow, would you 
mind if I asked Mr. Reuther just three questions, to try to get the 
briefest kind of answers? 

Senator Dirksen. You go right ahead. 

Senator Keravver. If there is no objection, I will direct to be 
printed in the record an article by Mr. Dan Cordtz, a staff reporter 
for the Wall Street Journal, from Detroit, in the issue dated the 10th 
of December, which is very pertinent to the inquiry here. It will be 
printed in the appendix to the record. 

(The document referred to will be found in the appendix on page 
3496. 

<n Keravver. The particular question I wanted to ask refers 
to a statement in the article that, based on average auto workers’ wages 
at $2.47 an hour, this would indicate there are about 120 to 125 man- 
hours of hourly rated labor in the sample car. 

Do you agree with that, or what is your estimate? 
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Mr. Revruer. Yes, we agree with that, generally. ’ 
We think that in the absence of the exact data that that is pretty 
as an approximation of what the man-hour composition of the 
average car represents. 

Senator Kerauver. Ofcourse, it would go up and down—— 

Mr. Revtuer. That is right. 

A Cadillac would have more than a smaller car, but I think that 
is pretty close to what the a car would represent. 

Senator Kerauver. Very well. 

The second question is, your table 3 is based on the estimate that a 
$100 reduction in prices would increase the industry’s unit sales by 
1 million cars per year. 

What is the basis for this estimate ? 

Mr. Wetnnerc. We cite in the brief, Senator Kefauver, a statement 
by a Mr. Fribley, who is the former head of the Automobile Dealers 
Association, in which he said that if the industry refrained from 
raising prices in the fall of 1956, it could make a difference of a million 
cars in total retail sales of automobiles. 

Senator Kreravuver. Is he the president of the Automobile Dealers? 

Mr. Wernzerc. He is a former president. 

Mr. ReutHer. He was president at the time he made the statement; 
he was then the president. 

Mr. Wernsere. That is right. 

Senator Keravuver. What is his name, again ? 

Mr. Wernzera. Carl] E. Fribley. 

Senator Keravuver. Do you have his statement in full ? 

Mr. Wernperc. We have his statement quoted in our statement on 

age 11. 

, nator Keravver. His assertion is in your statement on page 11? 

Mr. Reuter. We use him as authority as a former president of 
the Automobile Dealers Association. We felt he certainly was in a 
good position to approximate the increased volume, the increased sales 
that would result from the price reduction. 

Senator Keravuver. Very well; that answers the question. 

The third one is that on page 47 of your statement you point out 
that while the Bureau of Labor Statistics has indexes of labor pro- 
ductivity for many other industries, it has none for the automobile 
industry. Is that the situation, and if it is the situation, do you know 
why that is true? Do they have it in the steel industry? Do they 
have it in other basic industries ? 

Mr. Reutuer. They have it in the steel industry, and we, for many 
years, have been trying to get the Bureau of Labor Statistics to cal- 
culate the increase in productivity or compile productivity data that 
would be comparable for the automotive industry to what is now 
available in the steel industry. 

We have been unsuccessful because of the continued resistance to 
such efforts by the automobile companies. 

We believe that the Bureau of Labor Statistics should have available 
for the public the same basic data on the increase in the productivity 
of labor in terms of the technology of the automotive industry as is 
available in the steel industry. 

Mr. Wernerc. May I add to that, Senator Kefauver, the problems 
of computing an index of productivity in an industry like autos, where 
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the products are so complex, are much more difficult than in the stee] 
industry, where you have basically homogeneous products; but it is 
possible to do it, and it would be possible to get a reasonably accurate 
picture if the Bureau of Labor statistics could get the full coopera- 
tion of the automobile industry in making data available. 

Even without that cooperation, however, the Bureau could put to- 
gether from published sources an index that would necessarily be an 
understatement of the actual productivity rise, but would give us 
some general idea both of the direction and the general magnitude of 
that rise. 

Senator Kerauver. Very well. 

Now, on a little different but maybe a lighter line, referring to tail 
fins and quadruple back lights and so forth, what part are they play- 
ing in the price of automobiles, and in concentration, if any, if you 
have any quick brief answer, Mr. Reuther ? 

Mr. Revurner. Mr. Chairman, our union has not attempted in any 
way to influence the styling or the design of automobiles. This is a 
managerial prerogative and we have never attempted to interfere, 
but I would like to answer your question as an individual citizen. 

I personally believe, although our union has never expressed a point 
of view on this, I personally believe that the industry gives the de- 
signing department too much latitude sometimes. I think that there 
are many times when they change cars just for the sake of change, even 
though they make them worse than the last year’s model, and I think 
that the American public generally would be willing to have less sweep 
on the fins and sometimes less chrome and less gadgets, and keep the 
car down to essentially a functional piece of transportation. I think 
if they did that they could cut the price a great deal, and I think the 
American public would be happier, and I believe also that we could 
sell more cars, we would have more employment and the company 
would make increased profits because of that. 

Now that is my attitude as an individual citizen who buys a car 
every once in a while. I am at the present tune driving a 1957 
Rambler, and I think that one of the problems in America is that they 
are making the big cars so low that you cannot get into them and so 
long that you cannot park them, and it seems to me we ought to be 
more sensible about this. 

An automobile ought to be essentially a means of transportation. 

I went to England last September and when I got off at the airport 
there a British newspaper man said to me, “Mr. Reuther, you are from 
the motor-car industry.” That is the way he put it, and he said 
“Tell me what is the essential difference between a large American 
motor car and a small British motor car,” and I said, “Well, I think 
the essential difference is quite obvious. An American motor car you 
get into, and a British car you put on. 

“And if they keep making our cars lower and lower and lower we 
will have to put them on, too.” 

Now this is my reaction, just as a person who uses an automobile 
for transportation. 

Senator Kerauver. There has been a good deal of discussion on 
this subject. Senator Bush had something to say about the matter 
the other day. Thank you. 

I yield to Senator Dirksen at this point. 

Senator Dirksen. I think Senator Langer has a statement. 
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_ Senator Laneer. I want tomake a comment or two. 

Mr. Reuther, have you ever read the autobiography of Robert 
LaFollette? 

Mr. Revruer. Pardon. 

Senator Lancer. Have you ever read the autobiography of Robert 
LaFollette ? 

Mr. Reutuer. I do not think I ever read his biography. I read 
about Robert LaFollette, Sr.; I read about his life and his great 
dedication and I consider him one of the great Americans. 

Senator Lancer. I might say I heard him make several speeches in 
the Senate, at the time cs ran for President. The speech you gave 
today is very, very similar to the ones Robert LaFollette gave 45 or 50 


ears ago. 

: You at the other day that you thought your proposal was more 
or lessnew. I might say that when Theodore Roosevelt ran for Presi- 
dent on the Bull Moose ticket, he went a long ways further than you 
did. He even wanted a recall of judicial decisions of the Supreme 
Court of the United States, and that after the Supreme Court decided 
a case, if it did not meet the public fancy, there ought to be a recall of 
that decision. 

I don’t know as you could improve any on the speech you gave this 
morning and what you said yesterday but I want to make the com- 
ment that I think you could read with profit the speeches of Robert 
LaFollette in the Senate and the speeches he gave when he ran for 
President. The newspapers, of course, while they misrepresented 
him and he did not have the radio to get the truth to the people of 
this country, nevertheless he prophesied and predicted just exactly 
what was going to happen and how these giant corporations were 

oing to be organized. He got 5 million votes for President but I 

lieve if he had had the radio he could have gotten the truth to the 
people of this country, and he would have been elected President at 
the time that he ran. 

That is all, Mr. Chairman. 

Thank you very much. 

Senator Kerauver. All right, Senator Langer. 

Senator Witey. Mr. Reuther, now that it has been indicated that 
you got your ideas from Wisconsin and you drive a car from Wiscon- 
sin and you are in favor of cheese and milk from Wisconsin, what 
else can you do for us now? 

Mr. Revruer. Senator Wiley, there is one area in which I think 
I must be accused of not carrying my adequate share of consumption: 
I don’t drink any of the good beer you make up there. I don’t drink 
beer. That has been pointed out to me on a number of occasions by 
the brewery workers in Milwaukee. 

Senator Witey. You mean you do or you don’t ? 

Mr. Revutuer. I don’t. 

Senator Wirey. You mean when you are alone or when you are 
with others ? 

Mr. Revtuer. In neither circumstance. 

Senator Witey. Just a few questions, and I will appreciate Senator 
Dirksen yielding: I am waiting to hear his catechism of you, because 
he has undoubtedly devoted a lot of time to it. 

I have in front of me an economic report entitled, “Economic In- 
dicators, January 1958” which indicates that in November 1957, of 
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the overall total personal income at the annual rate of $345.4 billion, 
the labor, wage, and salary portion of that was $247.2; that the farm. 
ers, who number about 22 million, only had $11.4 billion income, 
and that the dividends amounted to $12.4. 

What I was getting at was how does the income of the auto worker 
compare with the overall income of labor in and out of unions in 
this country? Can you give us that information ? 

Mr. Reuruer. We can give you the wages for all manufacturing 
industries. 

Senator Wixry. Yes. 

Mr. ReutHer. And then we can give you the average wage for the 
UAW groups. We are, of course, higher than the average. We are 
not the highest. There are some industries where there are greater 
hazards that pay more wages than we get, but we are much higher 
than the average manufacturing wage. 

Mr. Weinberg can give you the exact figure on that. 

Mr. Wernzerc. As of October, average hourly earnings in all manu- 
facturing—these are gross hourly earnings including overtime—was 
$2.08 an hour. 

Senator Witry. How much? 

Mr. Wernzerc. $2.08 an hour; whereas, in the automobile industry, 
the latest figure I have here for autos is August. It was $2.47 an 
hour, also including overtime, and shift premiums, and that sort of 
thing. 

Mr. RevutTuer. Our wage would have been 39 cents an hour on the 
average higher than the general level of manufacturing wages. 

Senator Wizey. Is that all union or nonunion, too? 

Mr. Wetnserc. The automobile industry is practically 100 percent 
organized. 

Senator Witey. Oh, yes; but how about labor outside of the auto- 
mobile industry ? 

Mr. Wernserc. The all-manufacturing figure includes union and 
nonunion alike. 

Mr. Reutuer. I don’t know that there is a figure available for an 
ar of just organized plants. I don’t know where they could be 
had. 

Senator Wiiey. We have listened, sometimes almost entranced, to 
your flow of language. It is very convincing. 

Now, I just want to ask this question of your expert: The point 
that is made by Mr. Reuther is that out of the corporate income, that 
after 10 percent of the capital structure was deducted and held by the 
corporation, that 50 percent of it would be disposed of by 25 percent 
for labor and 25 percent for the purchasers. 

Yesterday I asked the question—and I think you should get it if 
you haven’t got it now: What would that cost, in your opinion, as far 
as the Government is concerned ? 

In other words, we are all members of a team called the United 
States of America, and one of the things that is troubling us now is 
a balanced budget. One of the things that is troubling us is to get 
funds equitably, let’s say equitably, from those who are beneficiaries 
of the American system, and I would like to get those figures, if you 
have them. 

Mr. Wernzerc. May I say something on that, Senator ? 
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The question of whether the new budget proposed will be bal- 
anced or not at the end of the new fiscal year beginning next July 
depends on the level of economic activity. 

his is admitted by the President. This is admitted by the Budget 
Bureau. You cannot look at these things statistically. 

If you change one thing in the process, you change several other 
things; and if through the proposal that we are making we change 
the amount of purchasing power in the hands of consumers and in the 
hands of workers, then we change several other things, the most im- 

rtant of which is the total level of economic atcivity, which provides 
the basis out of which the Government collects taxes. 

As Mr. Reuther pointed out yesterday, the 25 percent of American 
manufacturing capacity that is idle today is yielding no tax revenue 
tothe Government. 

To the extent that we get that back into operation, get people em- 
ployed to utilize that capacity, get the goods flowing out of it, we are 
creating income both for corporations and for individuals, that the 
Government will take a part of in taxes; so the question of balancing 
the budget and balancing it with the lightest possible load on the tax- 
payer is a question of getting the highest possible level of employment 
and production. 

Senator Witey. I believe I understand your answer. Now, I said 
resterday I wanted the figures to show, assuming that there was full 
ishor} what it would cost the Government in taxes, if that could be 
done; because we are sitting here as judges and not as special pleaders 
for any side. Weare here to get the facts. 

And so, to me, in your labors to get what you want, it seems ver 
important for us at this time at least to know what the result of rook 
action would be under present conditions and under full employment. 

Mr. Wernpera. May I say, Senator, that had we had full employ- 
ment and full production during the past 4 years so that we had not 
lost the $96 billion in gross national product to which Mr. Reuther 
referred yesterday, government—State, Federal, and local—would 
have gotten out of that $96 billion, without increasing tax rates, some- 
thing on the order of $20 billion in increased revenues. 

Senator Witey. There is an element in the manufacture of cars 
that I have a bit of philosophy on because I have seen it in my own 
town in small industries: that the people themselves, not the stock- 
holders, create the demand and create the prosperity. If we should 
take as the American system that the corporation owes an obligation 
to the workers, does it not also owe an obligation to the general econ- 
omy outside of simply the prorated taxes that it pays? 

hould the taxes be raised, should they be lowered, because economic 
health in General Motors is due not primarily to labor, not primarily 
to capital, but primarily to the purchasing public, and you want to 
ive the purchasing public a rebate of $50 or $60 a car, and in doing 
that do you take from the tax—full employment again—the equiva- 
- so that they will have to pay it back in their own taxes to make it 
up 

Mr. Revruer. Senator Wiley, we agree completely with that point 
of view. It seems to me that General Motors Corp. and other cor- 
porations and the union equally so have a responsibility first of all 
to the Nation, because if we do not preserve our Nation, then the other 
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things we enjoy as individuals will not be possible. That is our prime 
responsibility, and we are concerned about that just as you are con- 
cerned about it. 

But the company also has a responsibility to its stockholders, its 
workers and its customers. 

We think it is bringing these things into the right relationship one 
to the other that is the key to having the kind of dynamic onpeenne 
economy that we believe in and that we think will make erica 
strong. 

ees Wuey. Does that not go to the matter of moral responsi- 
bility of the individual? Does it not go to the question of what he 
owes society, what he owes to labor, what he owes to his stockholders 
and what he owes to his God? It all goes to educating the individual 
to do what he thinks is right. 

Mr. Reurusr. That is right. 

Senator Wizey. And if you disagree with what he thinks, then you 
are going to try to influence upon him the obligation that you want. 
Then you get into using power that we discussed yesterday, whether 
it is vast money, vast groups of labor or any other power. So to meit 
is a very interesting situation and one that I think we can say you have 
brought considerable light, as far as your own theory is concerned, 
into the picture. 

Thank you very much. 

Senator Keravuver. Is there any response you want to make? 

Mr. Revruer. I share Senator Wiley’s point of view. I think it is 
essentially a moral question. I think it is a question of how people 
who have power use that power with a sense of moral responsibility. 

I share the philosophy that power without morality is power with- 
out purpose, and that therefore, it is the moral purpose, it 1s the moral 
motivation that directs the use of power that determines whether it is 
used well or badly, whether it is used in the interest of the broad com- 
munity or whether it is used in a narrow, selfish way that hurts the 
interests of the broad community. 

I agree completely that this boils down fundamentally to a moral 
question, because the economics flow from the kind of moral standards 
mon apply to an economic problem. I share that point of view com- 
pletely. 

Senator Kerauver. Senator Dirksen. 

Senator Dirksen. Mr. Reuther, before we get away from it and 
while it is still in mind, I was interested in your allusion to small 
British cars. Did your reporter friend over there raise the question 
as to what the tax is on a British car? 

Mr. Reuruer. The tax on the British car is of course very high, 
ove that is one reason why the number of cars they make is obviously 

ow. 

aenerae Dimxsen. Do you know how high the tax on their cars is 
today ¢ 

Mr. Reuter. I know they have a high tax on petrol, gasoline, and 
also they have a tax on the horsepower of a car and the purchase tax, 
so the taxing structure is quite different there because the British do 
not have the economic fat in their economy that we have. 

Senator Dirksen. The fact of the matter is that for cars up to 
$1,666, the British tax is one-third of the value of the car, from $1,666 
to $3,000, as I recall, it is two-thirds of the value. That is the pur- 
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chase tax. And over $3,000, the British tax is 100 percent of the 
value of the car. 

Mr. Revtuer. I think, Senator Dirksen, you need to understand 
that the production of cars in Britain is essentially an export item. 
They attempt to earn dollars in the world market, and that British 
car production is not geared to the domestic market because the British 
economy cannot create the mass market that they need. They think 
in terms of the world market, earning dollars, and essentially the 
tax program is also a part of discouraging domestic consumption in 
order to encourage foreign exports. 

Senator Dirksen. But the tax plus the size of the highways has 
much to do with the accent on smaller cars, does it not? 

Mr. Revtuer. I think the accent on smaller cars is due to the fact 
that they are building a car for a small country. We are a continent, 
not just a country of a continent, and we have big land areas. 

I do not think that we ought to have all our cars the size of British 
ears. I think that we should not go quite as far. But I think we still 
ought to be able to park two or three cars in the average block. 

Eonator Driessen. The only point I make is that always if you look 
for the economic motive or consideration that is involved, you will 
find there is a very good reason for it, like the huge two-wheel wagons 
in France. They are simply the result of the wheel tax over there, and 
a peasant farmer could pay on two wheels instead of four. 

ou see, there are reasons for all things. 

Mr. Reutruer. That is right, I agree with you. 

Senator Dmxsen. Mr. Reuther, as you well know, and I am sure 
you do, this record is going to be pretty carefully examined by many 

ople, by students, by economists and others, and I have only one 
aoe and that is to make sure that the record is clear and that it is 
air. 

You and I do not see eye to eye. The last time we engaged on 
George Denney’s program as you will recall, we did not see eye to eye, 
. I try to be fair and I try to be gentlemanly and I do shoot hard if 

can. 

Now I did not mean to be offensive this morning when I thought 
you ought to stay. 

Mr. Revurner. No, I did not take it that way, either. 

Senator Dirksen. I hope you didn’t, and I regret extremely if it 
occasions any real inconvenience for you, but I feel the matter is 
of such importance that you could well forgo that meeting until we 
had finished this examination. 

Mr. Reuruer. That is why I agreed to stay, because I agree with 
you. 

Senator Dmxsen. You made a good many allusions to the future, 
to your interest in the future, your interest in mankind, and I make 
only one prefatory statement before asking some questions. 

Once I made a good many speeches in behalf of Chinese relief, and 
a friend said, “Why are you concerned over a matter of so little interest 
and that isso remote?” 

I said: “I remember what an old Irish poet said, that every man’s 
death diminishes me because I am of mankind.” 

And so while they were Chinese, ten thousand miles away didn’t 
make any difference. I am still interested because I am of mankind. 
I share your interest in the people, and so T want to ask you, do you 
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believe Henry Ford has a comparable interest in people, in the per- 
petuity of this country, the perpetuity of business, the children and 
the grandchildren of America ? 

Mr. Reutuer. Ido. I have never questioned that these people think 
they are trying to do the right thing. I only question a they do. 

I think that the executives of American corporations, whether they 
be in the automotive industry or in any other industry, are inter- 
ested in a decent world where justice can prevail, where human values 
will be respected. 

I think that sometimes their economics are wrong. I think that 
sometimes from their point of view they do not see the forest because 
they are too close to the trees, but I have never—this is not a personal 
matter with me—I have never disliked people, even management 

eople. 

. a to know C. E. Wilson very well as a human being, and have 
great respect for him and I think he was in his element when he was in 
General Motors. I think when he got into politics he was out of his 
field, but that does not mean I do not respect him as a human being. 
I still like him as a human being, but there is a difference between 
liking people and questioning their motives and disagreeing with 
them. I disagree with their economics because we get into trouble, 
but we do not disrespect them as individuals. 

I think if I were sitting down with young Henry Ford or C. E. 
Wilson or many of these other people and were just talking as human 
beings, I think we would agree on almost all of the important things 
in terms of what goals we think are important. We disagree on how 
to get there. 

This is our problem. 

Senator Dirksen. I agree with your statement. I think most any 
reasonable person can concur in it. But certainly I did not get that 
impression from reading the printed presentation that you made to 
the committee, because on page 1 you indicate that you regret and in 
fact you resent the fact that these gentlemen did not come and sit 
around the table at this same time. 

Were you of the opinion you were all going to sit around the table 
and discuss this matter of the $100 price reduction ? 

Mr. Revutuer. As I understood it, Senator Dirksen, the original 
invitation that we received was the same invitation which the cor- 
porations received, and that what we were going to do under that 
approach was to sit down at the same time and try to intelligently and 
rationally discuss this common problem, and we responded in the 
affirmative. 

We said that we would be happy to come. Now at the point the 
companies said no, or that was changed and we did not agree to go 
ahead that way, why we accepted the present procedure. But I think 
you have to understand that when you are approaching a bargain- 
ing situation—Mr. Breech made a very inflammatory speech the 
other night. I think he should not have done it but he did it and I 
suppose I will make inflammatory speeches and that won’t contribute 
to the kind of climate we need. 

What I have been trying to say is, let us not wage the cold war. 
Let us see if we cannot find an area of agreement. Now we invited 
to our convention the other day, last week, Mr. Curtice. 
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We asked him to come to our convention and speak to our conven- 
tion. He did not come. I think he made a mistake. He should have 
come. 

I can assure you if General Motors ever has a stockholders meeting 
and they invite me to come, I will be there bright and early in the 
morning. 

Senator Dirxsen. I want to say in your defense that I think the 
idea you have got about sitting around the table is the idea I would 
have gotten from the letter that you received. At this point I am 
going to ask that the letter which was addressed to you on the 7th 
of November be placed in the record. 

I think I would have gotten certainly an identical idea when I read 
a paragraph which says: 

Members of the subcommittee unanimously decided that although your offer 
to the automobile companies was rather vague and indefinite, the opportunity 
should not be passed without having you and the Big Three manufacturers of 
automobiles brought together with the hope of arriving at a better understand- 
ing of the issues involved in a firm hold-the-line-wage-and-price formula. 

Senator Kerauver. Will the Senator read the last paragraph also 
of the letter ? 

Senator Dirksen. Yes. 

You are therefore requested to appear before the antitrust and monopoly 
subcommittee at a hearing scheduled to be held on Monday, November 25, 1957, 
at 10 a. m., in room 318 of the Senate Office Building. To this same hearing 
there will be invited simultaneously heads of General Motors Corp., Chrysler 
Corp., and the Ford Motor Co. You will be the first witness to be heard. It is 
my hope that at this hearing there can be developed a better understanding 
of the problems involved in a formula for holding the wage and price line in 
the automobile industry. 

Now, Mr. Reuther, the first point I want to make is that where it 
says the subcommittee unanimously decided, I want the record to 
show that the subcommittee did not unanimously decide, and that I 
was opposed to it in the beginning. I am opposed to that kind of a 
meeting. Then I will ask for your comment on it. 

Senator Kerauver. Before you comment, Mr. Reuther, the letter 
Senator Dirksen refers to is signed by me as chairman of the sub- 
committee. 

We have no desire to have any prolonged discussion here at this 
time, but we did have a brief meeting, an informal meeting, with at 
least four members of the committee present, at which we decided 
upon the hearing. 

The fact that it was set forth in the letter that you would be the 
first witness certainly carried out my expressed intention that we were 
not going to have everybody testify at once at a Donnybrook affair. 

It was my hope that in 1 or 2 days, and I hoped it would not be so 
extensive as this, that everybody could be heard. 

But, as I explained to the members of the committee and to all the 
witnesses, we wanted to have an orderly hearing, and let everybody 
have his say separately. Iam sorry if Senator Dirksen has put a wrong 
interpretation or a different interpretation on it than anyone else had, 
because manifestly with everybody talking at once we never would 
get very far. 

Senator Witey. You mean, the Senators could misunderstand each 
other. 

[Laughter. ] 
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Senator Keravver. I see no reason why, in any committee hearing, 
and I have certainly seen them that way, why management and labor 
cannot be in the same room together while one talks. 

As a matter of fact, I have seen here some of the representatives of 
automobile companies. I think they are all here today, and I am glad 
they are here. I cannot see how that does any harm. 

When they testify, I cannot see any reason why you or Mr. Wein- 
berg or anybody else should not be in the room. That does not mean 
we should all try to talk at once at an orderly hearing. 

Senator Drrxsen. Is there any objection, Mr. Chairman, to insert- 
ing the full letter in the record ? 

Senator Keravuver. No, indeed; there will be printed in the record 
the subcommittee’s letter to Mr. Reuther, signed by me, as well as the 
letter I subsequently addressed to Senator Dirksen. 

(The letters referred to may be found in the appendix on pp. 3319 
and 3322. 

Beanie Dre«sen. Mr. Reuther, what would be your notion of 
the propriety of yourself and the heads of the motor companies and 
the committee, a committee which, under the rules, deals with the 
question of monopoly and antitrust, sitting around the same table 
for the purpose of determining whether or not there could be some- 
thing done about rolling back motor prices in accord with the sug- 
gestions which you made last fall? 

Mr. Reutuer. Well, Senator Dirksen, I believe that whether a 
meeting that would involve the Big Three motor companies, that is, 
the executives of those three motor companies and the heads of the 
union that represents most of the employees in the plants of those 
companies, I would think that whether or not a meeting of that 
group were good or bad would grow out of the motives. Why are they 
meeting ? 

Are they meeting to plan some collusive action to further fleece 
the American public by workers getting higher wages, and the com- 
pany getting higher profits out of higher prices to consumers? I 
would think such a meeting would be hight y improper, and if one 
like that ever happens, I hope the Antitrust Department is breath- 
ing down their necks very fast. 

But if they got together to talk about how we, as free people, each 
in our own fields and collectively, could work together to bring about 
a greater utilization of our productive capacity, get the unemployed 
back to work, expand purchasing power by reducing prices, then I 
would think that such a meeting would be highly profitable from the 
point of view of the interests of the American people. 

Here again, you see, meetings in themselves are not bad. It is the 
motivation or they are the motivations why people get together. 
If they get together for good reasons, then the meeting is good. If 
they get together for bad reasons, then the meeting is bad. 

I personally think, Senator Dirksen, the day will come in America, 
and I am not a prophet, but I am willing to say this for the record, 
the day will come when American labor and American industry and 
American agriculture and maybe education, and so forth, will have 
some mechanism by which they can meet periodically to talk about the 
broad problems of America in an atmosphere unrelated to collective 
bargaining. 

The great tragedy of America is that free labor and free manage- 
ment only sit down at the table together when they have something 
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to fight about, and maybe they ought to work together on broad prob- 
lems in the absence of the haggling under pressures of the bar- 
aining table, so that they can learn to live and work together, and 

Phis ultimately will improve the climate at the bargaining table. 

I would like to sit around the table and talk education, what we 
can do for our kids; how we can get the educational system in Amer- 
ica equal to the educational needs. 

The tragedy of America is that we seem more concerned about 
the condition of our plumbing than with the adequacy of our educa- 
tional system. 

If labor and management and educators could sit down together 
and talk about these things, I think we could help to find an answer. 

So I am for free people meeting to talk about problems, but I am 
opposed to people getting together in a back room to plan a collusive 
operation contrary to the public welfare. 

Senator Dirksen. Suppose, Mr. Colbert, Mr. Curtice, and Mr. Ford 
had met at the Book-Cadillac Hotel at luncheon and fixed a price. 
What do you think would have happened under the antitrust laws? 

Mr. Reutuer. Well, they do not have to meet at the Book-Cadillac 
to fix the price. 

Senator Dirksen. That is quite beside the point. I am just think- 
ing of the legal aspect of it. 

r. Reuruer. I would think that highly improper. 

Senator Dirksen. Would it not be equally improper if we sit 
around a committee room in the case of a committee dedicated to the 
business of finding violations of the Antitrust Act and seek to hassle 
out an agreement as to whether or not your proposal for a hundred 
dollar price reduction should eventuate or not? 

Mr. Revutuer. Well, Senator Dirksen, I would conclude that there 
is a tremendous difference between a private meeting in the Book 
Cadillac for the purpose of raising prices, and a public hearing in 
Washington for the purpose of reducing prices. 

Isee a great difference between those two meetings. 

Senator Dirksen. Probably the only difference is that the Anti- 
trust Division of the Department of Justice would be a little timid 
about inciting the Senators around the table. 

I think that is probably the only difference. 

Now, Mr. Reuther, you have been talking this morning about propa- 
ganda, and I am raising some of these questions just to make this 
record clear. 

We talk about money that is available to industry for propaganda 
meee. If this is a fair question, and I leave it entirely to you, 

ow large a staff does the UAW have and you have personally and 
what staff do you have in your relationship to the AFL-CIO by way 
of editors, publicists, economists, statisticians, and others who carry 
on that kind of work ¢ 

Mr. Revruer. Well, our union, I think, has a large staff for a trade 
union because our union is the biggest trade union. We have in ex- 

cess of 114 million members, though they are not all paying dues now 
because the unemployed members do not have to pay dues. We pro- 
vide a great deal of service to our membership, and the only way we 
can provide service to our membership is to have an adequate and 
competent staff in the field, and we have such a staff. 
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I wish we had a larger staff so we could give our people more 
service. 

The service that we give is not only in terms of the day-to-day sho 
problems of the work. If he has a grievance we have to have a sta 
member. Our contract requires—the General Motors contract re- 
quires that at a certain level of the grievance procedure the inter- 
national union has to have a representative at the bargaining table to 
try to resolve that grievance, and then if it goes above that step toa 
higher step we have to have a representative there, and then if it goes 
to the umpire—we have a permanent umpire—we have to process the 
briefs and present the case. 

So we have staff members doing that kind of day-to-day job in terms 
of shop problems. 

A worker gets laid off out of line with seniority, he files a grievance, 
we have to process that. The worker is penalized, he thinks unjustly, 
We have to process that. 

A worker may have a pension claim, we have to find out whether 
he would get his pension claim properly. We have an arbitrator who 
handles disputes there, so we need competent people to handle those, 
_ We have problems of workmen’s compensation, a worker feels he 
is not getting his compensation right so we have a lawyer and a doctor 
getting into that. 

We deal with occupational disease problems. One of the great prob- 
lems in our industry was what we call lead poisoning. They used to 
put a great deal of lead in the joints of the automobile bodies. Workers 
used to polish that out. 

So we set up a medical clinic and we hired a staff of doctors to deal 
with occupational disease problems, and we are still working on that 
sort of thing. 

So there are many things we do. 

We have a public relations department. We put out our paper once 
a week. We used to put it out once a month. We now have a weekly 
pease We used to have a monthly magazine which we discontinued 

ecause we could not afford it. 

We do everything we can to try to carry on as much educational 
work and as many educational activities as we can. 

We have, every summer, educational groups all over the country. 
We used last year the facilities of the University of Wisconsin—we 
have our own camp in Michigan—trying to develop leadership, because 
we believe our kind of labor movement is as strong as the membership 
make it and as effective as the intelligence of the leadership that di- 
rect it. 

So we do a great deal of work. 

And we, I think, perhaps put more emphasis on education than any 
other union. 

We have periodic educational conferences. We had the last one 
in Washington last year where we had 1 day, for example, in which 
we discussed international problems. 

We discussed the U. N. and why we should be interested in what is 
happening in Pakistan or in Indonesia. We developed this idea of 
the indivisibility of freedom, that we will really have to help solve 
the problems of the world. Then we spent 1 whole day, donater 


Dirksen, on political problems, I mean citizenship problems. What 
did we do? 
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Well, we did something which we think is quite effective. In the 
morning we hada pe discussion, we had Senator Knowland, Senator 
Curtis, Senator Humphrey, and Senator Kefauver. They spent the 
whole morning, with equal time, discussing the political issues that 
we thought people ought to be aware of. 

Then they left and in the afternoon we broke up, we had 3,000 dele- 

tes there. 

We broke up the delegates into groups of 100, and they all met, and 
then each group of 100 broke up into tables of ten, and the people 
around the tables of 10 all discussed the things that Senator Know- 
land talked about, Senator Kefauver, Senator Curtis, and Senator 
Humphrey. Then each group of 10 decided what question they would 
think most important to ask the Senators, and they went back into 
groups of 100, elected a chairman and picked 2 questions. That night 
at 8 o’clock we met again in general assembly and the 4 Senators came 
back, and the chairman of each of these groups of 100 then put the 
questions which their group had discussed and arrived at to the 4 Sen- 
ators. 

We had two Republicans, two Democrats. Now we do more of that 
than any other union. Why? 

Not because we think we are better. Not because we think that we 
are superior. We do it because we believe that ultimately a union 
is good or bad, it is strong or weak, it is effective or ineffective, depend- 
ing upon the level of understanding of its membership, and we think 
the same lesson applies to democracy. 

If your people know the problems, understand the approaches— 
and that is why in our union, we get a greater degree of activity and 
participation than any other union because we work at trying to get 
people to understand. I tell our workers all the time that the union is 
not a slot machine where you put a dollar in and pull the lever. “The 
union will give you what you give the union.” 

If you want a good union—this is what was wrong with the Team- 
sters Union, the membership were completely divorced from the union. 
And only the membership can keep a union clean and dedicated and 
honest; we try to activate and involve our membership in the work 
of the union, and to do that we have publications and «* have public 
relations groups and so forth. 

Senator Dirksen. Now could we get back to the question of how 
many people do you have in that field and how much do you spend? 

Mr. Reutuer. In the public relations department we have, to the 
best of my recollection, and we can give you the exact figures, we have 
Mr. Winn who is the director of our public relations department, and 
I think he has one assistant now, plus secretarial personnel. 

This is our public relations department. 

We have a publications department, this is the department that puts 
out our newspaper and is essentially responsible for our other publi- 
cations which are not regular publications. We put a pamphlet out 
on some special problem. Mr. Feister is the director of out publica- 
tions department, and I think he has five assistants on his staff. 

Now he may have six, but it is in that area somewhere. And what 
we are doing is, he puts out our regular paper now which is a weekly 
paper. We put it out in I think six different areas because with one 
and a half million copies if you printed them all in one place, it would 
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take too long to put them in the mail so we break it down geograph- 
ically. 

Radiator Drirxsen. Why not file—— 

Senator Kreravver. Mr. Reuther, I do not want to rush you or cut 
your questions short, but I am certain Senator Dirksen has quite a 
number of questions and others may have some questions so if you can 
condense your answers 

Mr. Reuter. Very well. 

Senator Lancer. Mr. Chairman, I protest that. I think the witness 
is entitled to talk as long as he wants to in answering the question. 

Senator Kerauver. Very well, we will just let it go at it was before. 

Mr. Revutuer. I should be happy to provide Senator Dirksen and 
all the members of the committee with a financial report of our union. 

We do not hide anything in our union because we do not have any- 
thing to hide. We will be glad to give you a financial report. Youdo 
not have to pass any laws to get our financial report out to the mem- 
bership. 

We and it to every member, every time we have the CPA audit 
every member gets a copy of our report, and we should be happy to 
give you a copy. 

Senator Keravver. Let’s have your financial report filed as Reuther 
exhibit 29. 

ov document referred to may be found in the appendix on p. 
3327.) 

Senator Dmxksen. Mr. Chairman, let the record show that I have 
made no objection to the length of Mr. Reuther’s answers. They can 
be just as ample as he cares to make them. 

But there was a reason for bringing up this question because on page 
2 and the top of page 3 of your prepared statement you speak of mean- 
ingless statements drafted in their public relations offices, meaning, 
of course, the motor industry. 

Now that certainly is going to convey a certain impression to some 
people and your whole statement, as you know, is a part of the record. 
It would appear that there is a propaganda bombardment constantly 
from one oda but why not file for the record the statement of all your 
public relations activities, the number of people engaged, the cost 
of the literature that you get out from one year to the other, and then 
if you care to include it, I do not know whether you have Washington 
expenses that have to be filed with the Clerk of the House and the 
Secretary of the Senate, but I know that for the year 1956 the AFL- 
CIO filed a statement showing an expenditure of $145,181.91, evi- 
dently, according to Congressional Quarterly, for what they euphemis- 
tically call lobbying expenses. I would prefer to use a softer term 
and call them representation expenses. 

Mr. ReurHer. Senator Dirksen, all of these matters are reported 
fully in our financial report, which we will supply, and it will show 
the expenditures of our Washington office, and it will cover the items 
that are touched upon. 

Senator Dirksen. I do not think you should send me all this litera- 
ture that comes to my desk because the trouble is I keep it and I look 
at it and maybe I come to faulty conclusions. 

The other morning on my desk was a copy of a very interesting vol- 
ume on Wages and the Public Interest, from the Conference on Eco- 
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nomic Progress. It has an office at 1001 Connecticut Avenue NW. 
It is the national committee, and included in its personnel or its direc- 
torship is Thurman Arnold, former Assistant Attorney General, Wil- 
liam i. Davis, Abraham Feinberg, A. J. Hayes, Fred Heinkel, J. M. 
Kaplan, Leon Keyserling, O. A. Knight, M. W. Thatcher, Glenn J. 
Talbot of the Farmers Union of North Dakota, Marvin Rosenberg, 
Miles Pennybacker, James G. Patton, Armand May, Murray D. Lin- 
coln, and Walter P. Reuther. ! eee 

Do you contribute to this? Is this a part of your publication and 
what we might—without being invidious—call propaganda effort? 

Mr. Revuruer. The labor movement is one of the groups that has 
contributed toward this, as you can see by the representation. There 
are business groups, there are farm groups who jointly make possible 
a publication of this particular importance. 

t is not a labor publication. It is a publication gotten out jointly 
by a group of people from industry, from agriculture, and from labor 
who are trying to get as many people in America to think as we think, 
along the lines that are suggested in that pamphlet. 

Senator Dirksen. Do you contribute to its publication ? 

Mr. Reuruer. We do. We are one of the labor groups that con- 
tribute, but there are a number of labor groups. It is not a DAW 
publication. 

Senator Dirksen. Now, Mr. Reuther, I certainly do not want to be 
offensive but frankly, as I listened to you, I developed a real doubt 
about many of these figures that have been used in your prepared 
statement, and I hope you will forbear with me if I express that doubt 
publicly. That is the nature of the legal breed, you know, to some- 
times impeach the credibility of a witness, but it is in the interest of 
the validity of the record. 

I raise this question, and I hope you will not regard it as personal, 
but in 1955, you appeared before the House Committee on Agricul- 
ture, and at that time you made a considerable statement on the price- 
support program on basic commodities. 

o you remember that, when Mr. Cooley was the chairman of the 


committee ? 


Mr. Reurnuer. Yes, I recall the time that I appeared before the 
House Agricultural Committee, Senator Dirksen. 

Senator Dirksen. As a matter of fact, they had it printed as a 
House document, and I will identify it as document H. R. 12, 84th 
Con , 1st session, and in relation to a bill to amend the Agricul- 
tural Act of 1949, as amended, with respect to the price supports for 
basic commodities. 

In the main, I must say this was a pretty good statement. I cer- 
tainly do not agree with what you said about Ezra Benson, because, 
when you mentioned with respect to him that— 
in his desperate effort to win support in the cities for his programs to reduce 


farm price supports, Secreary of Agriculture Benson has been misrepresenting 
the effects of the price support program upon the consumer— 


and so forth. 

All of the people who know him, certainly know Ezra Benson 
would not misrepresent but, other than that, I have no particular 
quarrel. I thought it was a pretty good statement. 
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But there appears on the first page of your statement as issued by 
the House committee this sentence: 

Even if dairymen got their feed grains free, it would mean only about 1 
cent a quart savings on milk. 

Has that statement ever been called to your attention since you 
made it in 1955? 

Mr. Reuruer. I don’t even recall having said that. No one has 
talked to me about it. I should be glad to check into it. 

Senator Dirksen. I am reading from the document called State- 
ment Presented by CIO President, Walter P. Reuther, Before the 
House Committee on Agriculture, February 25, 1955. 

It could very well be that you did not prepare this statement, but 
the trouble is that quotations are made from a statement of this kind 
and I saw such a quotation and I got curious about it; so I went to the 
trouble to find out just what the trouble was. 

The Department of Agriculture reported, in a report dated Janu- 
ary 31, 1955, issue of Marketing and Transportation Situation, that 
the average retail price of a quart of milk in 1954 was 22.4 cents. Of 
this price the farmer reecived 46 percent or 10.3 cents, as compared 
with 11.1 in 1953; a drop of 0.8 cent. 

Out of his share, quoting the figure in the Farm Cost Situation, 
the farmer paid approximately 5 cents for feed used to produce a 
quart of milk, 45 percent of which was feed grain and the balance 
was hay. 

If that is correct, and that is from the Department of Agriculture, 
then your statement to the committee was only 125 percent wrong, 
and I am jus wondering about these figures that you fabs thrown at 
this commitee and whether they will stand up in the light of day for, 
frankly, there hasn’t been opportunity to examine 110 pages of your 
statement and find out what the basis is for all these figures; but 
I just bring it up to show you what my own doubts are about all 
the figures that you have rather fluently presented to the committee 
since yesterday morning. 

Mr. Revutrner. My I comment now? 

Senator Dirksen. Yes. 

Mr. Reutruer. Very well. On the question of the specific item that 
you refer to with respect to my testimony before the House Agricul- 
tural Committee, we will dig into that and we will check into that, and 
we will be glad to respond on that. 

I don’t recall the facts behind that, but we shall check into it; 
because I think that is your right. I don’t prepare all these figu 
obviously, any more than you do when you go out. But we wil 
— into that. But I think, Senator Dirksen, there is this to be 
sai 

Senator Kerauver. Without objection, you may prepare a memo- 
randum after looking at your records at the time you testified, and 
we will put it in the record as witness exhibit 31. 

Mr. Revruer. But I think, Mr. Chairman, that this must be said: 
We have come. here, we haven’t-tried:to. run. away from being cross- 
examined. We welcome this. We welcome Senator Dirksen’s par- 
ticipation in this questioning. We are prepared to come back. 

We hope that you will dig when the automobile companies come 
here. We don’t claim that we are infallible, that we couldn’t have 
made a mistake. We do say that this is the best information that we 
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have access to, based upon Government reports and based upon au- 
thoritative reports from corporations, whicl they have to publish. 

Of course, General Motors Corp. has information we don’t have, and 
if their information that is secret information disproves some of these 
conclusions, we shall be very happy to be corrected. 

But, based upon the available public information, what we have 

resented here we think, barring the normal mistakes that human 
ees can make in trying to calculate and put together a set of fig- 
ures, we think that they are essentially a reflection of the economic 
facts. 

Now, I think, Senator Dirksen, you need to understand that nor- 
mally we wouldn’t be communicating or talking about the Secretary 
of Agriculture, but Secretary of Agriculture Benson went to New Or- 
leans where he made a political speech, where he tried to make the 
American farmers believe that they were in trouble because workers 
in the cities were getting high wages, and then he made another speech 
elsewhere where he tried to make the American consumer think that 
they were paying higher prices for their products because of the farm 
price-support program, and I wrote Secretary Benson. 

I said: “You are playing one group against the other, and that is 
not the way you solve problems in America.” 

I think he did a great disservice to the farmers, a disservice to the 
American workers, and a disservice to America; because I don’t think 
the way you solve the problems of one group is to try to build up 
antagonism on the part of another group. 

We have always said that if the American farmers are in trouble 
economically, ultimately we will get in trouble; because our prosperity 
in the cities is inseparably tied together with the prosperity of the 
American farmers; and I went after Mr. Benson only because he was 
attempting to stir up, in my opinion, antagonism between the Amer- 
ican farmers, and American workers. 

I want friendship. I want cooperation. Because we have got com- 
mon problems. The city workers are the best customers for the Amer- 
ican farmers, and the American farmers are the best customers for the 
things we make in the factories. 

That has been our position, and, as far as we are concerned, why, we 
would prefer not to Sos to argue with the Secretary of Agriculture. 

He doesn’t even answer the letters. He makes a charge against us. 
We write him to ask him to correct the record. He doesn’t even an- 
swer our letters. 

We don’t think that is the way a public official should act—we pay 
taxes to help pay his salary, too. He ought to at least refrain, in our 
opinion, from using his office for the purpose of partisan politics and 
putting group against group. 

That is where we get into the argument with Secretary Benson. 

Senator Dirksen. Mr. Reuther, I can only let the character of Ezra 
Benson speak for itself. 

Whether he answers your questions or letters or not, I do not know, 
but I do know the character of the man; and I, for one, believe that it 
Is necessary to interpose a defense when I think that his character is 
under assault ; and, of course, if he is charged with misrepresentation, 
that, I think, is an affront to character. So I feel that I must lift my 
voice and defend him. 
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Mr. Revutuer. I just suggest you read the two speeches I referred to, 
and if you don’t think he was trying to pit the farmers against the 
city workers in one case, and the city workers against the farmers when 
he played the other side of the record, then I don’t read the English 
language as I was taught to read it. 

Senator Krerauver. Suppose you get the letter you wrote him and 
we will make it a part of the record. 

Mr. Reuruer. We shall be happy to get both speeches and our com- 
munications with the Secretary of Agriculture. 

(The material referred to may be found in the appendix on p. 3372.) 

Senator Dirksen. Mr. Reuther, on page 13 of your presentation you 
deal with the UAW proposals to cut prices. 

There has been criticism, and I have read carefully the letters that 
you received from each of the motormakers. 

Was any similar proposal made in other years? Did you make a 
proposal to the automobile workers to cut prices by $100 or any other 
amounts ? 

Mr. Revutuer. To the best of my knowledge, Senator Dirksen, the 
only other time that we ever made a formal proposal to General Mo- 
tors Corp. or to any other company with respect to price cuts was in 
the negotiations in 1945, at which time we said that we did not want 
a wage increase out of higher prices, that we did not want to rob 
Peter to pay Paul. 

We made no specific proposal in those negotiations for a price cut 
as such. We said that we hoped the company would cut prices, but 
we made no formal proposal. 

In that situation, as I said yesterday, the company rejected our 
point of view, was unwilling to come before a factfinding committee 
on which the President’s own brother, Milton Eisenhower, served. 

We appeared before the factfinding committee and General Motors 
Corp. refused because they were unwilling to talk about the facts. 

Other than that situation in 1945, to my knowledge we never dis- 
cussed this with the companies in a formalized proposal excepting the 
one we made last August. That is the best of my recollection. I 
may be wrong, but I think that is essentially the facts. 

enator Dirksen. First, I must thank you for putting me on your 
mailing list for your UAW administrative letter, which I read with 
a good deal of interest when it comes. 

I have here a copy that is dated August 29, 1957, and after your 
initial statement on page 2, you carry 4 or 5 paragraphs under the title, 
en of Evasive Replies by Big Three to UAW Price-Cut 

an.” 


It is scarcely necessary to put it in the record, but the same ad- 


ministrative letter that your organization issues carried also the 
replies of the motor companies. 

Now, if you will bear with me, I will read from page 8 of your 
administrative letter of August 29, from the letter which you re 
ceived from General Motors; and it reads as follows—this is Mr. 
Curtice speaking: 

Your current proposal bears an unmistakable similarity to the public relations 
maneuver you used prior to and during your union’s 119-day strike against 
General Motors in 1945-46. At that time, too, you insisted that General Motors 
could lower the price of its Chevrolet car by $100 and grant your wage demand 
without raising prices. You demanded that General Motors open the books 
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to prove or disprove your ability to pay theory and offered to consider sealing 
down your demand if General Motors could prove its inability to meet it. 

This is essentially what you are now proposing. 

Yet you yourself, on March 25, 1946, only a few days after the settlement 
of the 119-day strike, held a press conference during the UAW-CIO convention 
at Atlantic City and said: 

“Thomas (R. J. Thomas, then president of the UAW-CIO) knows as well as 
I do that the whole question of producing the books was merely a public rela- 
tions job on our part * * *.” 

And further : 

“* * * it was used to put the company on the spot so that they would have 
to talk economics or be over a barrel * * *.” 

Did you say that ? 

Mr. Revuruer. That is obviously the way a newspaperman—you 
are reading a quote taken out of a newspaper, not out of an official 
transcript taken by a court reporter, so that 1 do not recall having said 
it exactly that way, but precisely what I was saying was this, Senator 
Dirksen. This has been rewarmed and rehashed by every corporation 
executive and by people who think as they think many, many times, 
so that this does not come to us as a surprise. 

The simple facts are these—and this is the thing that is so wonder- 
ful about history. It is hard to rewrite. The Communists do it, 
Hitler did it, and it is difficult to rewrite history. This chapter of 
American history, of industrial-labor relations in America, is writ- 
ten and nobody can change it. What are the facts? The facts are 
that here was a union that for the first time in the history of collective 
bargaining said at the bargaining table, not in a philosophical speech 
or in a learned paper, but at the bargaining table, the UAW said: 
“We want a wage increase, but not 1 penny of a price increase, and if 
we cannot have a wage increase out of the fruits of advancing tech- 
nology, without penalizing the consumer through higher prices, then 
we do not want a wage increase because we are not going to try to 
get our share out of the pockets of the consumers.” 

Now we went to the bargaining table and we bargained and we 
bargained and we bargained, and the company said, as I said the other 
day, they said to me in plain shop English: “Why don’t you try to 
quit acting like a labor statesman? Why do you care honk what 
we do with the price of our commodities? Why don’t you just get 
yours and forget about the public?” 

We said, “We can’t do it that way. We can’t make progress at the 
expense of the consumers. We cannot say, ‘Give us ours and the 

ublic be damned.’ This is not the way a responsible union ought to 
unction.” 

Do you know what they said tome? They said, “Look, this is too 
dangerous. We can’t do this.” We said, “It’s dangerous if we do 
not do it. We have to think about the consumers.” 

Well, we got nowhere at the bargaining table, and the result was 
that the day before we had the deadline, we had a meeting of the 
General Motors workers from all over the United States. They came 
there, elected by the workers in the factories. 

We had what we call a General Motors national conference, and 
we talked about this, and they voted unanimously that before the 
deadline, to avoid a strike, we would ask the company to agree to 
arbitrate. We would pick a person, they would pick a person, people 
who have public status, and those two people would then pick a third 
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person. The three-man board of arbitration would have the power 
to make a decision, and that decision would be final and binding upon 
both the union and the corporation, and we would incorporate the 
decision in a contract. 

This was where the company got into the whole thing, and when 
they said, “Well, you can’t prove these things,” and we said, “We 
will let the board of arbitrators look at the books then,” we did not 
want to look at the books, but the board of arbitrators who would have 
the power to make a decision. Now is that so immoral? Is that so 
dangerous? Is that so wrong that when you have an argument about 
economic facts you have a board of arbitrators look? We did not 
say they had to publish their books in the daily press. We said, 
“Open your books so that the arbitrators can get a look at them and 
see what the facts are.” 

That is what we talked about. 

Well, the company turned it down, and we had a strike, and it 
lasted 113 days, and we had people tightening their belts. Why? 
Because they believed that some day collective ‘bargaining had to be 
based upon economic facts and not economic power, that some day 
we had to get higher wages out of productivity and not out of the 
purchaser, the consumer, in higher prices. 

And then the Government got into the thing. The President of the 
United States, because this was a big strike involving 300,000 workers 
directly, and many thousands of workers in parts plants, and the 
steelworkers, and the rubber workers were affected indirectly, the 
President of the United States felt that this was a matter of sufficient 
ten importance that he called for the creation of a fact-finding 

ard. 

I did not ask him to do it. That is what he did in his judgment. 
President Eisenhower has done that in strike situations since he has 
been in the White House. 

So the President picked three people. He did not pick people I 
asked him to pick. He did not even ask me about it. He picked 
Milton Eisenhower, he picked Judge Stacy from the Supreme Court 
of North Carolina, and he picked Lloyd K. Garrison, and they held 
a public hearing in this city. We went there and we appeared, and 
General Motors Corp. paid a lawyer from Connecticut, Mtr. Walter 
Gordon Merritt, $75,000 to come down here and tell them that they 
would not appear. 

Now that is the history of that period. 

Senator Dirksen. Now could we get back to the question ? 

Mr. Revutuer. This has very much to do with your question, because 
you are rehashing and rewarming an old slogan that General Motors 
digs up every time they are unwilling to talk about the economic facts. 
You have a right to be their representative here. I do not question 
that, but I have a right to know that that is what is happening. 

Senator Dirksen. Mr. Reuther, I think in all good grace you might 
very well withdraw that remark from the record. I have treated you 
like a gentleman, sir. 

Mr. Revutuer. Excepting when you tell me I am not answering the 
question, I have a right to reply. 

Senator Dirksen. Then let me direct youto answer. If we have got 
to take off the gloves, we will get them off before this is over, but I 
have treated you like a gentleman, sir. 
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Mr. Revutuer. I know, but I would rather not be treated like a 

ntleman and stick to the facts. 

Senator Dirksen. All right, here is a quote. 

Senator Keravuver. Just a minute. 

Mr. Reuther, members of the subcommittee have varying viewpoints, 
as all Members of the Senate do. Senator Dirksen has a viewpoint, 
Senator O’Mahoney has one, I have one. Senator Dirksen is not here 
representing General Motors. He may represent some viewpoints 
they have, he may represent some viewpoints that others have. 

Mr. Revruer. That is what I mean, Mr. Chairman. If my remarks 
are not accurate in that respect, I withdraw them. I do not think he is 
representing them. I think he is representing their point of view. _ 

Senator Dirksen. You are entitled, of course, to entertain that view 
if you like. 

But here is language which says: 

* * * was merely a public relations job on our part. 


I am simply trying to find out whether you said it. If you have a 
good recollection of it, then you satisfy the record by saying “Yes” 
or “No,” or you said something like it, or you disclaim that you said it. 

Mr. Revtruer. I do not for one moment deny, Senator Dirksen, that 
in that period we were attempting to expose the hypocrisy of General 
Motors Corp., because they were not willing to talk about the economic 
facts, and when we asked for a board of arbitrators to make the de- 
cision, and when they said they could not make a decision because they 
would not know, we said, “Show them the books, then.” We did not 
want to see the books. Obviously we were trying to expose their 
hypocrisy and if you want to call that a public relations maneuver I’ll 
buy that, because that is exactly what it was. 

We were trying to expose their hypocrisy. They were unwilling to 
discuss the issue on the facts and we said, “You say we don’t know 
what we are talking about,”—that is what they were saying—we said, 
“Let the arbitrator look at the books and he will know the facts.” 

Senator Dirksen. Now the pertinent question is simply this: 12 
years later an almost identical proposal comes along. If you were 
on the receiving end of that proposal and you had read a statement 
by you that this was merely a public relations job to get a look at 
the books, wouldn’t you reasonably conclude that this was another 
effort to get a look at the books and a public relations job? 

I just ask you what your notions are about it. 

Mr. Revruer. I think the test of our sincerity on trying to get a 
price reduction is the fact that we have now built it into our collective 
bargaining demand, and this is no light matter. 

It is no light matter when you sit down to represent a million and 
a half workers and when you factor into your collective-bargaining 
demand something you think is right, this is not a matter of a 
maneuver. 

We believe in what we are doing, and if you do not think so, you 
ask some of these companies to let you sit in at the bargaining table 
and you see how we pursue this. This is not a maneuver. We are 
dead serious about getting the price of automobiles down so that the 
American consumer is not being short-changed, and we are going to 

eep working at it, not because we do not have anything else to do, 
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but because we think this is essential to the health of the American 
economy. We think the only way we can get our people back to work 
is to get the price down so people will buy more cars and the unem- 
plo ed will be taken back. 

tater Dirksen, I want to tell you that General Motors Corp., the 
Ford Motor Co., and Chrysler Corp. had better understand that we 
are dead serious, because if they do not, they will be operating on 
a basis of misinformation. We are dead serious about what we are 
talking about here. 

Senator Dirxsen. I have no personal interest except that of a public 
servant. I do not own a nickel’s worth of stock in General Motors 
or Ford or Chrysler or American Motors or any other motor stock 
that I know, and I just pursue my responsibility as I see it. 

But now that we mention that fact, we come around, I think, to 
some questions about the new package. Since we are going to be 
talking about inflation and about wages and prices, it is my under- 
standing from your later administrative letter, a copy of which I have 
here, that No. 1, of course, in your new package at the bargaining 
table will be a wage increase. Are you free to discuss it here now, 
or would you prefer not to? 

Mr. Revruer. I am willing to talk about anything but tactics. I 
will not talk collective bargaining tactics with anyone because this 
involves the welfare of my membership. 

Senator Dirxsen. Nor would I ever compel you to, sir. I simply 
say are you free to indicate what you are going to request by way ofa 
wage increase. 

If you are not—— 

Mr. Reuruer. To the extent of my ability to do it without further 
complicating our collective bargaining efforts, because I do not 
want to get into-a fixed position. This is a tactical question. A fixed 
position would be tragic in terms of the workers and the companies. 

Within those limitations I am perfectly willing to take collective 
bargaining. 

Senator Drrxsen. I will be glad to hear from you. 

Mr. Recoruer. What do you want to know? 

Senator Dirxsen. I'd like to know about your wage increase. 

Mr. Revurner. We say very simply that what we want is a wage 
increase that essentially reflects the increase in productivity in the 
whole economy. That is much short of what the increase in produc- 
tivity is in General Motors or Ford or Chrysler. It is based upon the 
whole economy, because we think that represents that measure of im- 
provement, of economic progress, that every worker in the country is 
entitled to, and that is what we say. 

We talk about the improvement in what we call SUB. We think 
that the money is available now; the money is already there. We 
think our supplementary unemployment benefit plans are overfunded, 
that the schedule of benefits does not reflect the equity that the work- 
ers could realize based wpon the moneys available, and we intend to 
get out of the moneys available a more realistic reflection of what 
is possible. 

On the pensions, we want an improvement on pensions. We put 
no price tag on that because that varies based upon the age and sex 
composition of the work population in each plant. 
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We do believe that our workers are entitled to a little more eco- 
nomic security and a sense of human dignity at the age of retire- 
ment. . : 

We want to improve the benefits there. That is the only portion 
of the economic package that goes beyond the minimum improve- 
ment in productivity, and we say that since these workers are re- 
tiring and they have been giving of their skill and their services dur- 
ing a period when they have been slightly shortchanged, we believe 
they deserve a little makeup money—and this is a penny or so that 
js involved here in the pension program; I think a penny and a half 
is the maximum amount of money. I do not even think it takes that 
much, and that, again, varies by the age and sex composition. 

That is what we are talking about in the minimum package, Sena- 
tor Dirksen. With the exception of a penny, maybe, at the most—I 
think in General Motors it would be less than a penny, in a company 
where the age group is proportionately older than it would be in Gen- 
eral Motors it might possibly be a penny and a half, but not more than 
that—except for that penny and a half, all the money we are talk- 
ing about is what is possible out of increased productivity in the whole 
economy, not the automobile business. 

That is what we are talking about. All the other economic de- 
mands that we are making are deferred, and we realize them only if 
the profits are there to make them possible. , 

In other words, we say that we do not want to force any price in- 
creases or do anything that would mean that we were getting a greater 
economic concession at the bargaining table than a company could 
provide without that affecting their price structure, 

I think that is a responsible position. 

Senator Dirxsen. Now among other things, you include of course 
severance pay and also removal pay where a facility is removed to 
another town, and the employees have an opportunity to go, so that 
they would be paid for moving to another site. 

I think that is in your bargaining 

Mr. Revurner. That is right, but that is not a cost factor because 
when the company moves a factory—let me give you a good example. 
There has been a lot of political propaganda circulating in Michigan 
about the climate in Michigan, canning that the Democratic admin- 
istration in the Governor’s office is creating an unfavorable political 
climate and the automobile industry are all running away and other 
companies are running out of Michigan. But that is not true. They 
are moving for reasons quite unrelated to politics. 

The best example is the last decision made by Chrysler Corp., and 
Chrysler Corp. is the last of the Big Three to have decentralized 
their operations—General Motors started out on a more decentralized 
basis. Ford was pretty. compact in Detroit. They have decentral- 
a the war and Chrysler now is getting around to that sort 
of thing. 

Chrysler Corp. recently announced that they were moving two 
plants from Evansville, Ind., to St. Louis, Mo. 

Now in Indiana they consider that they have the most favorable 
political climate. They have a Republican administration, they have 
a right-to-work law. They have everything that the peo le who rep- 
resent that point of view think constitutes a Coenniaen y favorable 
climate from industry’s point of view. 
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Yet they are moving out of Indiana into a Democratic city in a 
Democratic state. Why? Because these moves have nothing to do 
with politics. 

They are moving there because the Evansville plant is antiquated, 
It is an old plant. It is inefficient. It is a high-cost per unit plant 
in terms of its physical layout and its equipment, and they are going 
to build a brand new plant in St. Louis, but the reason they are not 
building a new plant in Evansville is that St. Louis is closer to the 
market that that. plant will service and that is why they are moving, 

When Chrysler moves, they will have to pay for the cost of moving 
their machinery and all the other things that go into the physica 
plant, and we think that moving the worker’s family, or providin 
the worker with some cushion until he can make a readjustment iad 
get relocated himself, is a part of the cost of doing business, just like 
moving the machinery. 

Chrysler Corp. will have a more modern, more efficient plant, and 
they will pay for the costs of moving the machinery out of the greater 
efficiency, out of the greater profitability of the new plant, and we 
think they ought to pay for the cost of moving the workers out of 
the same to greater profitebility and greater efficiency. 

So this is not new money. This is not going to cost the consumer 
anything. But I just think that if moving machinery is absorbed as 
a normal cost of doing business, then moving people also should be. 
That is all this is. But it will not cost the consumer a penny. 

Senator Dirksen. You understand I am not quarreling with your 
demands. It is not for me to pass on them one way or the other, be- 
cause I have a purpose in asking this, which we will get to directly. 

But let’s first summarize, then. In your new package there will be 
a request for a wage increase, is that correct ? 

Mr. Revrner. Based upon increase in productivity. 

Senator Dirksen. Secondly, for the adjustment of inequities, 
Third, for supplemental unemployment benefits. As I understand it, 
you expect to ask for benefits over a longer period, but I was not 
clear whether you wanted the amount increased or not. 

Mr. Revutuer. Oh, yes, we want the amount increased and we want 
it for a longer period. 

Senator Dirksen. You ask also for supplemental unemployment 
benefits for the short workweek to compensate the workers who are 
working on, let us say, a four-day basis, is that correct ? 

Mr. Revruer. Out of the SUB fund, out of the fund that is there. 
There is a fund there now, millions of dollars have gone into it, and 
very little has come out. 

It is overfunded. We want to use that fund. 

In other words, this is not new money. The money is there. 

Senator Dixsen. Would you call that remuneration, or is it a 
bonus, or is it a gift, or is it a benefit ? 

Mr. Revtuer. Well, in 1955, Senator Dirksen, we negotiated a con- 
tract which provided that for every hour of work the company would 
put 5 cents into a trust fund, into a fund earmarked to supplement 
unemployment compensation during periods of lay-offs, the purpose 
being to try to hold the purchasing power of workers and their 
families as high as possible so that unemployment would not com- 
pound and breed more unemployment. 


—— 
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The nickel that is there has been accumulating at a very fast rate. 
We want to spend it to help the people it belongs to. 

It was a part of the wage settlement. It is money that belongs to 
the workers; it is not new money. 

Senator Dirksen. If you will let me ask at that point: This morn- 
ing you testified that there were roughly 200,000 unemployed in De- 
froit, and I would assume that some of those certainly are automobile 
workers and members of your organization; is that correct ? 

Mr. Revruer. A very large percentage of them are. 

Senator Dirksen. How many of your organization would you say 
are unemployed ? 

Mr. Revtuer. We do not know exactly; but we know that in the 
major automotive centers, in the agricultural implement centers, and 
aircraft centers, a very large number of our workers are laid off. 

We do not know the exact figures because there is no way for us to 

t that. 

Mtnstor Dirksen. How many, as a guess, are on a short workweek ? 

Mr. Revruer. In General Motors, in 1957, they had a lot of workers 
goon a short workweek off andon. It was not continuously on a short 
workweek. Maybe they worked a couple of weeks at 40 hours, and 
then they had a couple of short workweeks, and then back to 40 hours. 

In General Motors in 1958 there will probably be less short work- 
weeks, because I think General Motors will get a larger percentage 
of the market than they got in 1957. 

In Chrysler and Ford, there will be a shorter workweek. We do 
not know the extent of that. 

Senator Dirksen. You mentioned the situation might become more 
aggravated before it becomes better, if I remember your testimony 
this morning. 

Mr. Reutuer. Well, we believe 

Senator Dirksen. You see the burden of the question is simply this: 
When this is written into a bargaining demand, and if it were ac- 
cepted, the question then is how long does the fund last, and if the 
fund does not last, then the continuity of payments that have to be 
made into the fund, have to come out of funds somewhere whether 
they are company funds or under your bargaining arrangement now 
in existence or whatever is—— 

Mr. Revruer. Senator Dirksen, you are at a disadvantage here, 
because we lived with this whole problem for months and months, and 
we have built into our supplemental unemployment benefit fund an 
automatic, what we call a “safety mechanism.” 

As soon as the funds get to a certain point, the benefits are reduced. 
It takes twice as many credits to get the same amount of money. All 
of thisis worked out. 

The company is not obligated to put one-tenth of 1 cent into this 
fund if the money in the fund is not adequate. It is an automatic 
mechanism. We spent months working these things out. 

Senator Dirksen. I have no doubt about that. 

Mr. Revtuer. So that the problem you raise does not confront us 
because there is an automatic mechanism there. 

_ Dirksen. I want to get to the residual question very di- 
rectly. 


The other item is the pension benefits. Did you comment suffi- 
cently on that ? 
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Mr. Revruer. Well, as I said to you, we think that maybe there js 
a penny there for the big companies and it will take a very exceptional 
situation to push it up to a penny and a half, and we think the old- 
timers are entitled to that extra penny. 

Senator Dirksen. Yes; and you covered severance pay, and the 
moving costs. 

Mr. Reuruer. I would like to say this about the severance pay: 
Chrysler—the two plants of Chrysler Corp. that are now operating 
and still operating—not very fully, but they are operating—in Evans. 
ville, Ind., when they were fully operating had 5,300 employees at the 
two plants together. 

They will turn out more production in the new and more efficient 
plant at St. Louis when it is completed 2 years from now, but they tell 
us that they will only employ 3,500 workers; so there is a tremendous 
economy; and that economy that will result from a new and more 
efficient plant that reduces the number of workers from 5,300 to 3,500 
with greater productivity, will more than cover all the costs of moving 
the plants and the severance pay and the transfer allowance that 
we are asking for. 

Therefore, this is not a cost factor, because the company will make 
the move and make a profit out of moving. 

Senator Dirxsen. Are you at liberty to indicate what the aggregate 
of this package is going to ge with indirect fringe, direct benefits, 
wage benefits ¢ 

f you do not feel free, you may decline to answer, because I shall 
not press it. 

r. Revruer. First of all, nobody knows the answer to that, be- 
cause it varies by the composition of the work force. 

There is one thing we do know, Senator Dirksen: That we are not 
going to get 1 penny in wage increases out of the American consumer 
in the way of higher prices; that we know. That we are dedicated 
to, and on that one we are prepared to take our stand. 

Senator Dirksen. Of course, that is an unresolved matter, I might 


say. 

Mr. Revutuer. That is why we are prepared to defer the balance of 
our equity until the end of the year when the profits are there. 

Senator Dirksen. According to report, and I think I have seen 2 
or 3 statements by you, this will be the biggest package that you have 
ever requested from the motor people. 

Mr. Reuruer. If we get the supplementary demands. In 1955—— 

Senator Dirxsen. I am speaking of the request, whether you get 
them or not. 

Mr. Revrner. That is our package. 

Senator Dirksen. It is your biggest request. 

Mr. Reurner. If we had our supplementary package in 1955—and 
that is a good example—worth 43 cents an hour at General Motors, 
it would have been the biggest package we ever got. But we are 
going to get what we get on a responsible basis so that the consumers 
of America are not forced to pay for our wage increase in the form of 
higher prices. 

Now, you ought to realize that this is our situation. This is & 
chart I referred to earlier. From 1940 through 1956 the increase 
in productivity in the total economy was 64 percent. These are Gov- 
ernment figures. This is from the Bureau of Labor Statistics. 
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We got 27.7 percent increase in wages; we got probably 23 or 24 
cents in fringe benefits, but we are still shy roughly 30 to 33 cents 
an hour in getting to where we would have been based upon the im- 
provement in productivity in the whole economy. 

But the improvement in General Motors has been going up at a 
much faster rate, and our problem is, how do we measure that in 
advance? That is the difficulty, and that is why we propose this new 
approach that we get it after the profits are there, and then we know 
we are getting it on a basis on which we do not rob the consumer 
through higher prices. 

If there is some other way to get our equity that is as anti-inflation- 
ary and as propublic as that, we have not thought about it, and if some- 
body will tell us about it we will give that equal consideration, because 
the only thing we are trying to do is to get equity for our people, 
equity for the American consumers, because we think only as we get 
equity for workers and consumers will the economy work, and we 
want the economy to work, because America needs to be strong in 
this hour of crisis. 

Senator Dirksen. I was going to say on the productivity item, if 

ou care to comment, I want to read you 1 or 2 sentences from a letter 

received from Dr. Richard Ruggles, head of the department of eco- 
nomics at Yale University, on August 15. 

He appeared before the committee, along with Dr. Means, Dr. 
Nourse, and others to lay the economic foundation, so to speak. 

In this letter he says: 

In contrast, in industries where raw materials are not agricultural, wage 
costs have been a dominant influence; increases in wages faster than productivity 
have required price rises. In those parts of the economy where productivity 
gains have been least, prices have had to increase most. In certain industries, 
on the other hand, marked increases in productivity—e. g., consumer durables— 
have more than offset rising wages. 

I shall amplify that later from other data here. But it goes back 
to my own doubts about the figures that you have been using, and 
some of the averments you have made to the committee with respect 
to the productivity, not only in your industry but the productivity in 
the country, as related to wage increases, because that is a very sharp 
and delicate question. 

There is a sharp division of opinion, and there is some expert opin- 
ion on the other side contrary to the views that you have expressed. 

Mr. Revuruer. I think that that is true, that this is an area in which 
there are differences of opinion. But I would like to point out that 
the chart that we presented which says “Trends in prices and costs 
per unit in the private nonagricultural economy,” shows very clearly 
that profits and interest rates and nonwage income were always above 
the movement of prices; and the movement of labor costs, wages, were 
always below. 

We did not make this chart. This is a Government chart made by 
the Department of Labor, the Bureau of Labor Statistics, under the 
direction of Secretary James Mitchell. 

Now, the other thing is this: 

Our wage agreements in General Motors, Ford, and Chrysler— 
and this is true of other sections of our industry—are based upon a 
24 percent increase in wages, using the 214 percent increase in 
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productivity in the total economy, based upon the 50-year period 
starting in 1948 and backing up. 

That includes wars, depressions, and everything else. It includes 
also a period of American technology when the rate of acceleration 
was considerably less. 

Now, nobody can challenge that figure. This is the corpora- 
tion’s figure. We did not come up with that. This is their figure, 
and Mr. Wilson said this understates what we did in General Motors. 

But let us now take the President’s own report. This is a very 
recent report; it is only about 10 days old. 

I was not consulted in the preparation of this report. I did not 
expect to be. But this is the President’s report, and if you will turn 
to this—— 

Senator Kerauver. Mr. Reuther, for identification you are refer- 
ring to the Economic Report of the President. Please give the date 
and the page. 

Mr. Reuruer. January 1958. 

On page 107, the section of the report is entitled, “Productivity 
Statistics.” 

And here is what the President says : 

According to one mode of computation used throughout this appendix, the 
average annual increase in output per man-hour paid was 3.4 percent during 
the postwar decade, and the average output per man-hour worked was 3.9 
percent. 

In other words, the President of the United States uses in his 
official report a 3.9 percent increase since the end of the war. 

The increase is greater now, because that is the average, that takes 
in the Korean war, that takes in the dip in 1954, but the President 
of the United States uses 3.9, and our wage formula uses 2.5 percent. 

Don’t you think that we ought at least to be able to pick up the 
President—now he even understates it—and what we proposed to do 
is to find a way to intelligently measure this thing, and then reflect 
that in our wage adjustment. 

You do not have to take our word, Senator Dirksen, this is the 
report of the President of the United States, and this chart was 
prepared by a department under the direction of the Secretary of 
Labor. They are not our charts. If you want to challenge the 
President, then that is a matter that you have to decide. 

But this is what we have taken, the President’s word. 

Senator Dirxsen. I believe Senator O’Mahoney challenges the 
President—he does that right along. [Laughter.] 

Senator Kerauver. Will Senator Dirksen yield for an observa- 
tion or question ? 

Senator Lancer. Mr. Chairman, you will pardon me, I just re- 
ceived word that money bills will be taken up in a few moments on 
the floor and I deeply regret I cannot be here to hear this interroga- 
tion and reply. 

Will you excuse me? 

Senator Kerauver. We understand and we are sorry you cannot be 
here. Do you mind if we carry on, Senator Langer ? 

Senator Drrxsen. Mr. Langer, if you need help to get that money, 
you call us and we will be over. 

Senator Laneorr. I think I will call on Mr. Reuther. [Laughter.] 
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Senator Krerauver. All right, Senator Dirksen. 

Senator Dirksen. Mr. Reuther, on that point, yesterday, and I think 
this morning you mentioned the name of Mr. Ernest R. Breech, the 
chairman of the board of Ford Motor Co., and I think you alluded to 
the speech he made in Nashville, Tenn., on the 23d of January. 

Now he states this one thing: 

Giant labor unions with unprecedented monopoly power have pushed through 
larger and larger wage and so-called fringe benefit packages to a point where 
increased wage costs far outstrip the increase in productivity. 

I think you will agree that Mr. Breech is an honorable person, that 
he strives for the truth just like you and I do, and here is a sharp dis- 
parity and here is a public statement that he made that you referred to. 

I would not have seen this if you had not mentioned it. 

Mr. Reutuer. Senator Dirksen, this is precisely why we think that 
collective bargaining should be based upon economic facts and not 
economic power. 

This happens to be the Government’s own chart. We did not make 
this. This is what they say. They say it moved this much and we 
know how much we got, and Mr. Breech cannot challenge that this 27.7 
plus the fringe benefits represents our total improvement, because we 
only get benefits two ways. We get direct wage increases, and we get 
fringe benefits, costs of pensions and the cost of vacation pay, the cost 
of improved holiday pay. 

If you take those two things together, that represents the total costs 
of our total economic gain, and when we take the official figures put 
out by the Department of Labor and we measure what we got against 
what they claim was the improvement in the whole economy, we know 
we got less than the improvement in the whole economy. To say 
nothing about the improvement in the Ford Motor Co., and you ought 
to come out there, I think it would be very interesting to the Senators 
to come out and see the technology in our industry, it is really an 
amazing thing. It is a wonderful thing but the ianble is we are only 
partly using it, and we ought to find a way to utilize it fully so that 
everybody can have more. 

Senator Drrxsen. Before I put away this letter from Dr. Richard 
Ruggles of Yale University, I will read one more sentence because it is 
complete standing by itself. 

He says: 

It is unfortunate that wage increases exceed the productivity rise in the 
economy. 

There are other economists who no doubt disagree with him, 
but the point is that in getting this record complete and objective, 
I think all these points of view have got to be fairly ventilated so that 
there is no conclusion that this is a one-way street. 

Mr. Revuruer. I agree with you completely, that a meeting like 
this would have no purpose if we were just going to sit and listen to 
people and accept everything they say without question. 

I think this is why we are fighting to keep a free country, so that 
we can think and question and have public examination of basic 
material. 

But I take the President. He says 3.9, the Department of Labor 
says that wages have always lagged behind the movement of prices and 
the incomes of nonwage groups have always been above the increase; 
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and we know that what the President says undertakes the real level 
because it is based upon the overall since the end of the war, including 
Korea, and the 1954 recession or the downturn in 1954. If you meas- 
ure the improvement in the rate of productivity today in the whole 
economy, it will be in excess of 3.9 and if you measured the rate of 
improvement in productivity in the automotive industry it would be 
much ter than 3.9. I do not think that I should have to argue 
with the President, because I think he certainly has some sound basis 
for arriving at his conclusions. 

Senator Dmxsen. Mr. Chairman, I think it would be well to insert 
the entire text of Dr. Ruggles’ letter in the record. 

I know of no objection from him, and it is by way of a comment. 

Senator Keravver. It will be included and printed in the record. 

The letter referred to may be found in the appendix on p. 3502.) 

enator Dirxsen. Now, Mr. Reuther, I asked you about the aggre- 
gate of this package and I believe you said you did not know what 
it was going to total up to. 

Mr. Revruer. Well, let us say, Senator Dirksen, let us say that the 
improvement is worth X cents, and that we have not measured, that 
is a unknown quantity. We know it is more than 3.9 percent, that is 
the Presidents’s figure. 

We know at the present time we are getting 2.5 percent. The Presi- 
dent says it is 3.9, since the end of the war, so we know it is something 
in excess of that. 

Whatever that is, that is X cents per hour. On the pensions we 
should get 1 penny, and that is the pickup for some of this produe- 
tivity increase we lost in the past. 

On the SUB we have the 5 cents there already, we are trying to 
meet it out of that. 

On the severance pay, I have already showed they reduce the 5,300 
workers down to 3,500 and the company winds up making a lot of 
money there, so it does not cost them a lot of money. So our supple- 
mentary demand is X cents per hour, maybe plus 1 cent, so it is X 
plus 1 cent per hour, and X equals whatever the productivity rate of 
the whole economy is. 

That is our basic economic package. 

Now, we are prepared not to fight for 1 penny more, and defer the 
balance of our equity, which represents the worker’s share of the 
added improvement in technology, until the end of the year and 
then say “O. K., now we want our wages or we want to put so much 
more in pensions. We want to put so much more in holiday pay 
or vacation pay or whichever way the workers want to spend it, 
but we will not fight for that until we know it is there.” 

That is the point. This is the only way that we have been able to 
figure it. This is not a fancy piece of footwork. We do not know 
a better way to be sure we are not forcing price increases on the 
American consumer. 

If somebody can show us a better way, so that we can be responsible, 
so that we can realize the equity the workers have coming and con- 
sumers have coming in a better way, we welcome that suggestion. 
This is the best way we have been able to think out. 

Senator Dixsen. Will this apply to George Romney’s American 
Motors with the same impact and the same level as to General Motors 
and Chrysler and Ford ? 
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Mr. Revruer. No, that is precisely why we are doing what we are 
doing. We know the American Motors Co. and the Studebaker- 
Packard Co. and other smaller companies are not in the same economic 
position with General Motors, : 

We have been criticized in the past because they said we were too 
inflexible, that we had a rigid bargaining position. i 

We were criticized unjustly because we have never had a rigid 
bargaining position. We made concessions to American Motors in 
1955. We made a number of concessions. One of the things we 
did is here in a clipping from the Detroit papers at that time. 

We made a concession, for example, this is just one example of 
what we did, we did other things. 

The 5 cents in the SUB program, that was an important cost factor, 
we deferred that for a year. 

General Motors, Ford, Chrysler had to pay right away. We gave 
American Motors a 12-month period of grace in which they did 
not have to pay it. 

We did these things because we do recognize that these smaller 
companies have a different kind of problem. The workers there 
support us on these things, the Nash workers and Studebaker workers 
voted in support of this program, so what we are doing this time 
represents a completely flexible approach. 

We get this minimum amount which represents what every com- 
pany should be able to do on the average. 

Now, if, let’s say, the textile industry cannot do it because of their 
rate of technology, although this is not accurate and I really should 
not use the textile industry—let us say an industry in which the 
rate of technology does not move forward at the same rate as in autos 
or the general economy, and the same wage increase or the same 
economic improvement on the part of the workers there would require 
& price increase. 

Well, I would think that in that kind of a situation the workers 
should get their equity even though the price had to be increased be- 
cause in industries where the acide was much greater they could cut 
the price and you would wind up having a stable price situation while 
at the same time providing an opportunity for every worker to get his 
equity. 

Our proposal would be this: That the X cents per hour which is 
based on the average increase in productivity in the whole economy, 
that would be uniform for Ford, General Motors, Chrysler, American 
Motors, Studebaker-Packard, and everyone else. 

Because that is what they should be, the same in every company 
and the 1-cent pensions would be the same. 

That is the new money. Then we draw the line. We say, “Now, 
you do not get anything else except as the profits are there. If they 
are there you share them. If they are not there, then you do not get 
anything because you cannot get something that is nonexistent,” as I 
said earlier. 

So what does this mean? It means that if Studebaker-Packard 
have a bad year and do not make any money because they cannot get 
volume up to where the tools of production can get the costs down— 
and this is the whole key to alia volume in a mass production in- 
dustry—then the Studebaker workers get this minimum improvement 
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oo they do not share in what we call the supplementary package out 
of profit. 

neral Motors’ workers do get it. This is the most flexible ap- 
proach possible. But it isa strange thing, you know, we got criticized 
when we were rigid for being rigid, and now we are being criticized 
by the same people because we are flexible. 

I do not think that you can stand on that kind of a position. Maybe 
we were a little too rigid. 

Senator Dmxsen. I meant to ask you, when did this note of grace 
and forbearance come into the picture which you have changed your 
stance on this thing? 

Mr. Revuruer. Well, as a practical matter we have never been as 
rigid as our critics would have us believe. I would like to read into 
the record this quote from a story in the Detroit News which followed 
the completion of our collective Litiottedtie with American Motors in 
1955, and I quote—and this is the quote from Edward L. Cushman, the 
director of labor relations: 

Edward L. Cushman, director of labor relations for the company, said: “We 
are very satisfied with the settlement. We are encouraged by the fact that in 
regard to our position the union changed from the full pattern of the Big Three 
to one that meets our needs. This is an indication of the union’s sincere interest 
in the members and in the communities where our plants are located.” 

Now this is the management spokesman, so we were flexible, al- 
though they said we were not. 

We were flexible. Now we are putting the maximum degree of 
flexibility into it by isolating a small minimum demand and then 
getting the balance of our equity out of the profits when they exist, 
and not where they do not exist. 

Senator Drrxsen. Did you apply it again inflexibly at the time 
Kaiser was struggling to get money in the market and keeping its head 
above water? 

Mr. Reuruer. Well, I think that you can talk to Mr. Henry Kaiser 
or Mr. Edgar Kaiser. They can speak for themselves. 

Senator Dirxsen. I think they can. 

Mr. Revruer. I think that they will tell you that our union did 
everything possible to cooperate with them in trying to meet their 
problems. We finally worked out a shift of their operation from 
Detroit into the Willys-Overland plant in Toledo. It was a very 
difficult thing. It involved a lot of people, and you know you can 
get two fellows who are neighbors and they both have a job, and they 
are both working, and they are very good friends and their families 
have picnics together. Then there is a big layoff, and you have to 
make a decision how the layoff occurs and so forth, and then these 
2 fellows are both competing for 1 job, 1 of them is going to work and 
1 is going to be laid off. 

It is a really difficult thing, and we worked together. I do not say 
that we had the wisdom of Solomon, but we had a lot of patience and 
we had a lot of good commonsense, and we worked this out with the 
Kaiser people. I think Mr. Edgar Kaiser, the present president of 
the company, and Mr. Henry Kaiser, the former president, will tell 
you that we as an organization did everything possible to try to co- 
operate in helping that company meet their problems. 

But it is just almost impossible to break into the automobile business. 
You know, we talk about small companies. American Motors is not 
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a small company, it is a big company, compared to companies gen- 
erally. 

It is small compared only to companies like General Motors, Ford, 
and Chrysler. But here is an industry where it is almost physically 
and financially impossible for a new competitor to break into the 
market. The Kaiser people started under the most favorable condi- 
tions, because they had a chance to tap this tremendous backlog of 
orders that accumulated during the war, and despite that, they could 
not stay in business. Here is Studebaker, a hundred and some years 
old—I spoke in South Bend., Ind., at a banquet held by the Stude- 
baker Corp. when they celebrated their 100th anniversary—Paul Hoff- 
man was the president and asked me to come down. They had the 
banquet out at Notre Dame University, and I spoke out there with 
Paul Hoffman. I think he isa great American. Here is a company— 
the oldest automobile company in the world, it started to make wagons 
over 100 years ago—they are struggling for their very life. 

We are concerned about that. We are concerned about the company 
as a company, we are concerned about the people who work there, 
and we try to do everything we can to keep these companies going, 
because behind the company are people, and we are interested in 

ople. 

Teatos Dirksen. But in a word tell me why Kaiser had to liquidate 
or transfer his holdings, just in a word. 

Mr. Reuruer. Well, I think that they just could not break into an 
industry where dealer organizations and all of these things are really 
the essential key to it. 

You cannot break into this industry—it is just too difficult. 

Senator Dirksen. No; that is an explanation but that is not a 
reason. The reason they are not in business today is that they did 
not make a profit, is that right? 

Mr. Reutuer. Well, that is another way of saying it. But why 
did they not make a profit ? 

Senator Dirksen. Don’t you think they would be in business if 
they made a profit ? 

Mr. Revutuer. They would have been. 

Senator Dirxsen. All of these jobs, over a million jobs in your 
organization get some reassurance whenever the companies for whom 
they work make a profit and that profit is given guidance and direc- 
tion by good managerial skill, which envisions not only the problems 
of es but the problems of tomorrow, and next year and next year 
as well. 

To give you an illustration, and then you can comment, if you would 
like to, the president of one of the steel companies spoke about the 
big gamble they were taking in South Africa. They are looking for 
ore. That ore body is 300 miles from a port. By the least calcula- 
tion it will take $400 million to develop it and get it portside. 

Where do they get $400 million? That is quite a gamble. That 
isa managerial judgment. It is somebody else’s money. They either 
get it in the market, and if the market is thin and precarious, ‘’ien 
they will have to look to what is in their own treasury in the form 
of profits, is that right? 

Mr. Reutuer. Senator Dirksen, I am very much in favor of a 
company making a profit. I wish that Studebaker-Packard can make 
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a big profit in 1958 and American Motors can make a big profit, Gen- 
eral Motors, Ford, and Chrysler. We understand. 

If you believe in a profit economy you have got to make profits in 
= to have that kind of an economy and there is no argument about 

at. 

But the big problem here is where do you draw the line? 

At what point have you got enough economic motivation in terms 
of making progress, in expanding and so forth, to get the maximum 
degree of progress, and at what point do you draw the line so that 
a continuation of that does not put into jeopardy the whole economy? 
I think our basic problem is that somehow we have to strike a bal- 
ance between the economic motivations which come out of economic 
reward, incentives and profits and all the other things that make for 
the motivation in our economy which is good, which is healthy, which 
we need to make progress, how do we get the maximum yield out of 
that, and still have a balance in terms of broad social and moral re- 
sponsibility, in terms of the whole community? Obviously you can- 
not have a free society in which the only motivation is a sheer selfish 
economic one, because then we would be in a jungle. 

We would have an economic jungle. 

There has to be a tempering of this powerful constructive economic 
motivation, which we recognize is the prime motor power that makes 
for progress in our economy. We want to maintain that. We don’t 
vhallenge that. 

But we have got to temper that with a sense of responsibility, because 
if we only look at dollars, making more and more profit, if more and 
more profit is the only thing that we are trying to achieve, then we lose 
this other goal, which is people. 

So what we need to a to keep these two in a kind of dynamic 
balance. This is what we are talking about. We want General Mo- 
tors to make a profit. We want everybody to make a profit. 

But at the point they make more and more and more, and then don’t 
give the other fellow his share of the fruits of our developing tech- 
nology, the economy gets in trouble, and ultimately their profits are 
in jeopardy. 

Senator Die«sen. Isn’t it at that point that you are trying to sub- 
stitute your judgment for management’s judgment? You said this 
morning that General Motors was a very efficient operation—— 

Mr. Revruer. It is. 

Senator Dirksen (continuing). And you were glad that it was 
efficient. 

Mr. Revruer. I am certainly happy about that. 

Senator Dirgsen. That is a tribute, I think, to their managerial 
skill and judgment; and now, with respect to the profit side of the 
ledger, you would want to substitute your judgment for management’s 
judgment. That brings me to the other item in this package. 

Mr. Revruer. Let me comment on that, Senator Dirksen, if I may. 

Senator Dirksen. Yes. 

Mr. Revruer. I do not see any difference between a situation where 
T ask, as the spokesman for a group of workers, for a 10 percent wage 
increase, and then say I want that, I don’t want to talk about your 
profits, I just want 10 percent more, and if you can’t make it that is 
your business, jack your prices up. I want my 10 percent. 
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Obviously that has to come out of their profits. Now, what is the 
difference between my saying I want it now, before I know the size 
of your profits, or my me will wait until the end of the year when 
I know you have got it, and then I want it ? 

I am still taking part of their profits. The only difference is, if I 
am willing to-defer my demand, I am being more responsible, because 
then I am only asking for it when I know it is there. If is ask for it 
jn advance, I am demanding it before I know it is there. But it is the 
same money. 

It is exactly the same money. It comes from the same source. It 
comes from the efficient utilization of manpower and technology in 
the production of goods. And there is no difference in my getting it. 

The only thing is, we are trying to get it on the most responsible 
basis, so that we know we are protecting the American consumer in 
the process. 

Senator Dirksen. Did you reject a profit-sharing proposal at some 
time in the past, some years ago? 

Mr. Revtuer. Away back, our union expressed a point of view which 
was in opposition to profit-sharing plans which were instituted on a 

aternalistic basis in order to try to block the organization of factories. 
Fon will find that many companies that have old profit-sharing plans 
do not have unions, and we opposed that. 

This is our thinking about this—we have been thinking this through 
and, as I said earlier, this is the best way we know to guarantee that 
we will be responsible. We believe that the profit-sharing idea can be 
applied in a constructive way. 

We used to advocate industrywide bargaining. This used to be 
one of the demands. We seal eee a convention, and every delegate 
would vote unanimously for industrywide bargaining. We said get 
Ford, GM, get them all at the table at one time and facies an agreement 
for the whole industry, and we were criticized by the industry. 

We now have come around to thinking that industrywide bargain- 
ing is wrong, and the company that criticized it, now they are getting 
around to industrywide bargaining. So we change our mind, they 
change their mind. This is the wonderful thing about living in a free 
country. Youcan change your mind. 

Senator Drrxsen. I believe it was in 1949—that would be 8 or 9 
years ier et you rejected a profit-sharing plan; is that correct? 

Mr. Reuruer. We rejected the profit-sharing plans that were in 
operation at that time, because we found that in most companies where 
they were pushed, they were pushed as paternalistic scheme to block 
organization. 

enator Dirksen. There was organization at that time, however, 
was there not ? 

Mr. Revuruer. Not'in very many companies with profit-sharing 
schemes. 

Senator Dirksen. Wasn’t the CIO in existence at that time? 

Mr. Reuruer. Oh, yes. 

But the workers in most of the plants that had the highly developed 

rofit-sharing plans were not organized, Senator Dirksen. I think 

e record will show that. 

We have approved in the last several years contracts with profit- 
sharing plans in our industry. I remember personally being involved 
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in a discussion and a review of the profit-sharing plan of the Bundy 
Tube Co. in Detroit, so that our attitude on this subject has been 
changing for a number of years. This is not a sudden shift. 

It is true that way back there we fought against it because we 
thought it was a paternalistic way of keeping the union out of the 
plant, but our attitude has been changing gradually, just as our atti- 
tude on industrywide bargaining has changed. We used to be over 
there all the way, now we are over here all the way. Our attitude on 
profit sharing has shifted over the last several years. 

Senator Dirksen. Let me make the record abundantly clear that 
I don’t pass judgment, one way or the other, on the plan or on its 
details, because I don’t know. But I do know, from the so-called 
Facts For Action bulletin which you get out every month, by the 
UAW-CIO, that you definitely were opposed to profit sharing. 

Mr. Revruer. What is the date of that? 

Senator Dimxsen. I don’t know whether there is a monthly date on 
it or not. Oh, yes, it is April of 1949. 

Mr. Revuruer. Well, we are older and wiser. 

Senator Dirksen. I will read this one sentence, but I think I will 


ask the chairman to put the whole document in the record. There 
you said: 


It is this flexibility that makes profit sharing poison the workers. 


But I don’t want to let that stand out as isolated context and do 
any injustice to your cause, so, Mr. Chairman, if you don’t mind, I 
think the whole thing ought to be submitted for the record. 

Saeatis Keravver. This will be printed in the appendix of the 
record. 

Mr. Reuruer. I would be very happy to have it in the record, and 
then we will have everything together. 

(The document referred to will be found in the appendix on 
p. 3504.) 

Senator Dirxsen. I think in this whole package there is only one 
more item, and that is an item that, temporarily at least, you have 
laid to one side, and that is the short work week. 

I understand you have suggested the establishment of a committee 
to study the matter. But you did have the idea of a 40-hour week, 
I think, in your original demands, did you not ? 

Mr. Revruer. We never made a decision. What we were talking 
about, Senator Dirksen, was that as technology developed, automa- 
tion, and all these other wonderful tools that we are getting now out 
of science, that as technology made it possible to create more and 
more economic wealth with less and less human labor, what we 

wanted to do was to have a sane and sensible, rational approach 
to this matter, so that we could have increased leisure, that people 
could use constructively and creatively, rather than the leisure of 
idleness and unemployment. 

What we thought was that we need to have a committee that could 
work on this. You see, this is what is wrong with collective bar- 
gaining: labor and management have many problems they ought to 
work on all the time, not just when you are pounding out a new 


agreement, and we think that a committee like this can do a very 
constructive job. 
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During the war we did these things, but we did them because 
Hitler was breathing down our neck. We did them because we had 
common fears and common hatreds. And we believe we ought to 
work together, bccause we share common hopes and common aspira- 
tions, and because we have a common faith. We believe in freedom 
and in the worth and the dignity of man. 

Senator Dixsen. I always like to be corrected if I am wrong, 
because [ would not knowingly make a mistake in the record, but on 
the point that I just made, E would quote from the testimony of Dr. 
Nourse, before this committee, which appears on page 1, of part 1 of 
these hearings, when he appeared before the committee. I read this 
excerpt from his testimony : “The UAW, with effective control of the 
labor supply, has already declared an intention of demanding next 
year that the present 5-day wage with a little fringe on top be paid 
for 4 days’ work in the future. In fact, when 1 checked back to 
the-statement mace by the automobile workers, I found that they went 
a little further than this, saying ‘We are not going to fight for the 
shorter week with the same take-home pay, but for an increase in 
take-home pay, not merely the remote benefit of fringes as ordinarily 
interpreted’.” 

That is not the Senator from Illinois speaking. So having read 
that, I came to the conclusion that you have been discussing a 4-day 
week with the possibility of 5 days’ pay. 

Mr. Reutuer. I think that this is a very wonderful article and I 
think it would be a contribution to put that. whole article in the 
record. 

Senator Dirksen. It is in the record. It is in the earlier hearings. 

Mr. Revutuer. I’m sorry. I would like to put this in the record be- 
cause the same gentleman, Dr. Edwin G. Nourse, discusses this whole 
thing, and it is not too long. 

I think it would be a contribution in the record so that people 
would have access to it, Mr. Chairman. 

Senator Kerauver. Without objection, it will be made Reuther 
exhibit 30. 

(The article referred to may be found in the appendix on p. 3511.) 

Mr. Revuruer. I think Dr. Nourse was. basing his evaluation of 
what the auto workers were doing on public reports, and there were 
public reports to the effect that we were talking about a shorter work- 
week, re this was going to be our major demand. 

But we had never made a final decision on what we were going to 
ask for. 

It was a general kind of thing. At the convention that we had last 
week, we had a long debate. There was disagreement on'this. Some 
of the delegates felt we should fight right now for a shorter work- 
week. We felt that in the light of sputnik and in the light of the 
challenge that we face in the world, this is not the time to fight for 
more leisure. 

This is the time for America to roll up its sleeves and go to work. 
Therefore, we felt that we should not fight for the shorter workweek 
as our prime demand in 1958. And over 90 percent of the delegates 
shared the point of view that I expressed there. 

What we decided to do was that the short workweek will be dis- 
cussed, and if at the end of the year there is still unemployment and 
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the Seponiniey demand provides money, and we pray that we will 
have all the people back to work before the end of the year, but if there 
was still sizable unemployment and the workers in any factory felt 
that they would like to spend some of their SeNpeNODORY bonus on 
reducing the workweek in order to get people back into the plants, 
they could do it that way. That is the way we left it. 

If, everybody is working, then this obviously is not a problem. But 
if there is a lot of unemployment, then you will find a lot of people 
will say, “Well, I’d like to share with my neighbor. Let’s spend some 
of this supplementary money to get some people back into the plant by 
cutting the work hours without cutting the wages.” 

But the money would be coming out of the supplementary demands, 
and does not represent a new cost factor in our demands. 

Senator Dirxsen. Yesterday you enlightened us with some descrip- 
tion of your days in the Ford iemtiiin lant, and I recall that yon 
described the drilling of an engine block, the green lights and the red 
lights. When the green lights were on, everything seemed to be mov- 
ing smoothly, and generally speaking, we had a brief discussion on the 

uestion of automation. One of your answers was that what you were 
thinking about was that those automatic machines did not buy auto- 
mobiles, and as a kind of an answer I am sure it will stand. 

But one question I have in mind is this, and it is purely speculative, 
Let us suppose that we had no automation, no multiple drills, no hu 
presses to press out frames. What in your judgment would be the 
cost of an ordinary automobile today compared with the price that it 
actually obtains in the market ? 

Mr. Revutuer. If we did not have the tools of mass production and 
economic abundance—— 

Senator Dixsen. That is right. 

Mr. Reutuer. There would be no automobile industry. There 
would still be a few going around made by hand, and only a few 
fellows who were mililonaire sport car owners would have them and 
the roads would still be muddy, and so forth. We all know that. 

But why do we make progress? We make progress because man- 
agement wants to drive ahead. They want to make more money. 

hey want to get more of the thingsthat they want. But when work- 
ers drive for higher wages—why is it, in a country where you have 
coolie wages, that their rate of technology is always slower? Because 
when manpower is cheaper than the machines, nobody gets the ma- 
chines. But when you raise wages and it costs more to have man- 
power than machines, you invest in technology. The drive for higher 
wages is perhaps the most powerful motivation that accelerates tech- 
nological progress. It is not just what the boss wants. It is what the 
people want, what workers want, and when workers get more money, 
General Motors says, “Let’s see, our wage bill now has gone up 10 
percent, let’s see if we can’t automate this,” and they get a mechiah 
that replaces 4 workers and they are right back where they were. 

They are ahead of the game, and we get still more and they get 
another machine that replaces eight workers. This is the way we 
make progress. 

In other words, we provide a powerful economic motivation that 
accelerates the rate of technology, and then we get back. We have 
to keep finding this new balance. This is our problem, and this is 
the problem we had better solve because this is the one that is going 
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to separate the men and the boys in the fight between freedom and 
communism. 

Senator DrrxseN. The residual question is why all these implica- 
tions against automation? Most of them that I have seen, I think, 
have come from the labor side of the table. 

Mr. Reuter. I have been very sad when I hear a labor spokesman 
fight against improved technology. You know, King Canute could 
not stop the flow of the tide, and labor cannot stop the flow of 
technology. 

Labor ought to welcome technology. You haven’t got our pam- 
phlets on automation. I shall see that you get them. We have been 
standing on the housetops saying, “Give us the best automation you 
can bring it, give us the most productive tools,” because we know that 
the only way we can have more is to make more, and the only way 
you can make more is to have more productive tools. 

We have been leading the parade for automation. We want auto- 
mation. We want the peaceful use of the atom because only as we 
apply human labor, whether it be with hand or with brain, to the tools 
of production, can we create the economic wealth that we want to 
share. 

In our contracts, Senator Dirksen, we recognize this. This is the 
General Motors contract which we signed in 1955. 

On page 66, section 101 (a) reads as follows. This is out of our 
agreement. My signature is at the end of this agreement. It reads 
as follows, and I quote: 

The annual improvement factor provided herein recognizes that a continuing 
improvement in the standard of living of employees depends upon technological 
progress, better tools, methods, processes and equipment, and cooperative atti- 
tude on the part of all parties in such progress. 

It further recognizes the principle that to produce more with the same amount 
of human effort is a sound economic and social objective. 

We want the best tools that General Motors can buy. We want the 
most productive automation machinery that General Motors, Ford, 
and Chrysler can create, in cooperation with the machine-tool industry. 
On this there is no argument. We know we can have more only if 
the tools of production create more, and we want the most productive 
tools available. 

Senator Dirksen. I am certainly delighted to hear you say it. 

Now tell me what is the source of these new tools that are a part of 
retooling year after year? Obviously tools cost money. Money must 
come from some source, and maybe you can amplify the record a little 
by telling us from what source the money would come for tools? 

Mr. Revruer. The only source in the world for wealth, as we under- 
stand it, is human effort. There is no wealth unrelated to human 
effort. Human effort covers many things, but wealth is the product 
of human effort, and obviously at the point that you need capital, 
capital must be an accumulation of human effort, and the only way 
that you can get tools is for people to be able to accumulate capital. 

We understand that, we are in favor of that, we support that as an 
economic necessity. And if the economy now were in trouble because 
there were too many customers and too few factories, we would be 
fashioning our wage demands, our collective bargaining demands, in 
the framework of those economic realities, recognizing that under a 
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given economic situation where there was a shortage of capital, where 
there was a shortage of productive capacity and an excess of con- 
sumer demand, we would need to expand capital and productive facili- 
ties, we would be in favor of shifting the emphasis in that direction, 

But we are in a situation in which 25 percent of the productive 
capacity of America is not being utilized, in which 40 percent in autos, 
more than 40 percent in steel, more than 40 percent in the appliance 
industry is idle, and therefore the emphasis has to be on the expansion 
of purchasing power to re-create this dynamic balance. Senator Dirk- 
sen, we are not opposed to the profit system. We just want to help 
make it work better. 

Senator Dirksen. With further reference to the profit system, and 
I indicated some doubt about the figures that have been used, I have 
here what is known as Economic Intelligence, December 1957—— 

Mr. Revutuer. Who publishes that ? 

Senator Dirksen. Wages, Prices, and Profits, the economic research 
department, Chamber of Commerce of the United States, and on page 
1isatable. They indicate at the bottom the sources of the table are 
the Departments of Commerce and Labor. It is a short table called 
Prices, Wages, and Profits. It shows the average hourly earnings 
in manufacturing for 1950, 1955, 1956, and 1957, ard the percent of 
change. I notice that from 1950 to 1957 average hourly earnings are 
indicated as having gone up by 42 percent, the compensation of em- 
ployees from 1950 to 1957 has gone up 66.6 percent. No. 3, corporate 
profits before taxes went up 5 percent. Net corporation profits after 
taxes, a decline of 7.2 percent. That is based upon these figures. 
Consumer prices with 1947-49 as 100 in the index have gone up 17.7 
percent. 

If those figures are from the Departments of Labor and Commerce, 
certainly they are at variance with the figures that you have given to 
us yesterday and today, I think. 

Mr. Revtuer. Senator Dirksen, our figures are taken from authori- 
tative sources in Government and in other private economic groups, 
and the President’s own figure in the report of January 1958 is con- 
trary to the figures of the chamber of commerce. 

The chamber of commerce is just as though 

Senator Dmxsen. These are Commerce figures and Labor figures. 

Mr. Revutuer. But you see, it depends on how they juggle them. 
You can do all kinds of sleight-of-hand tricks with figures. 

This is what the average overall movement was. I mean, I do not 
know what they are comparing. You know you can compare rabbits 
and horses and you can say that that equals something else. But the 
important thing is that wages have not moved as fast as the increase 
in productivity, and that the big corporations of America have been 
getting a disproportionate share of the national income. This essen- 
tially is what is responsible for the growing imbalance in the economy. 

If everything were going wonderfully well in America, and there 
was no unemployment, and we were utilizing our productive capacity 
fully, then I would have more faith in the chamber of commerce, but 
we are in trouble. We are in trouble not for some mysterious reason, 
and the Russians did not create this problem. We are in trouble 
because the American economy is out of balance, and you can juggle 
statistics all you want and you cannot challenge the fact that 25 per- 
cent of our capacity is idle, and you cannot challenge the fact that 
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4 million people are unemployed, and that millions of other people 
are working part-time. 

Maybe this has no bearing on the problem, but we think it has all 
the bearing on the problem. We do have unemployment, we do have 
idle capacity, and we think the reason is the imbalance. And if we 
had an imbalance in the other direction, you would have consumer 
demand exceeding productive capacity, and you would have a great 
inflationary threat because the demand would be greater than the 
economy could satisfy. 

But when the demand is lower than the supply, then you have the 
situation where the consumers are on the short end, and you have to 
do something about it. 

I would not think you could convince the chamber of commerce of 
that, because they have been opposed to this sort of thing all their 
lives it seems, because they have never understood the purchasing 
power base for prosperity. 

Senator Kerauver. Without objection, the first page of Economic 
Intelligence, December 1957, published by the Chamber of Commerce 
of the United States, which contains the table referred to, with the 
printed part in explanation of what the table is about, will be 

Senator Dirxsen. Mr. Chairman, I am interested only in the table 
because it is represented to be authoritative from the Departments 
of Commerce and Labor. Rather than put in any of the page, I sug- 
gest that the clerk send it down to Commerce and Labor for verifica- 
tion, and then insert it as the figures of the Departments of Com- 
merce and Labor, because I have no other interest except in authentic 
figures. I should comment here about juggling figures that of course 
juggling can be done on both sides of the table, as you well know. 

Mr. Reutuer. I was aware of that when I said that. 

Senator Kerauver. Very well, this will be put in the record. 

The table referred to may be found in the appendix on p. 2327.) 

Senator Wixey. I do not notice any jugglers around here. 

Senator O’Manoney. Mr. Chairman, off the record. 

(Discussion off the record.) 

Senator Kerauver. On the record. 

It is agreed that Mr. Reuther will come back to give Senator 
O’Mahoney and others an opportunity to ask further questions. We 
will try to arrange some agreeable date. 

We have been in session a long time this afternoon, so suppose we 
have a 10-minute recess at this time. 

(Short recess taken.) 

Senator Keravuver. The committee will come to order. 

Mr. Reuruer. Mr. Chairman, could we comment on this chamber 
of commerce bulletin? Could we comment on that for a moment 
please ? 

Epemetor Kerauver. Mr, Reuther, you want to comment on some- 
thing? 

Mr. Reuruer. I’d like to ask Mr. Weinberg to comment on this 
chamber of commerce bulletin. 

_ Mr. Wernvere. A part of the answer to these figures, Mr. Chairman, 
is in 

Senator Krrauver. You are talking about the bulletin and the table 
that we referred to a little while ago? 
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Mr. Wertnserc. The Chamber of Commerce publication called 
“Economic Intelligence,” and I am talking about the figures in the 
table that appears in that publication that has been entered into the 
the record. 

Part of the answer is to be found in the supplementary statement 
that has been filed with the committee, which is an answer to Mr, 
Breech, the chairman of the board of the Ford Motor Co., and to Mr, 
Benson Ford, a vice president of the Ford Motor Co., both of whom 
used the same figures comparing wages and other things with total 
corporate profits in the entire economy. 

I think it is important to stress, as Mr. Reuther stressed earlier, that 
total profits are not germane. 

Senator Keravuver. What kind of profits? 

Mr. Wernzerc. Total profits in the whole economy of all corpora- 
tions are not germane to the isue that is being discussed here, because 
we are concerned with administered prices, and the administered 
price industries have increased their profits as a percentage of the 
total as we show in our statement, far more than total profits have 
increased, 

The other thing that it seems to me to be important to comment on 
here is that average hourly earnings here are compared with consumer 
prices without any re a to productivity. 

There is no contradiction between these figures and the figures we 
have shown, or the charts we have shown from the Bureau of Labor 
statistics, showing that unit labor costs in the private nonagricultural 
segment of the economy have lagged behind prices and have lagged 
behind unit nonlabor costs, which include profits, interest, dividends 
and so on. 

There is no contradiction there. This chart reflects productivity, 
and it reflects the shares that labor and nonlabor elements respectively 
were getting out of the total increase in productivity in the economy. 
What it shows is that labor’s share was lagging all the way through 
the postwar period, that labor’s gains lagged behind the price level, 
and that the nonlabor takeout of the nonagricultural economy ran 
ahead of the price level, in effect causing the price increases that 
required wage increases for workers to maintain their living stand- 
ards, 

Senator Keravuver. Allright. Very well. 

Senator Dirksen ? 

Senator Dirksen. One question to Mr. Weinberg: Mr. Weinberg, 
are you familiar with the finding in the Joint Economic Committee 

Xeport for 1957, as distinguished from 1958 

Mr. Wetneerc. I am not sure I am familiar with that particular 
one. 

Senator Dirksen. That was a comparable report to the one that 
came out a few days ago. 

It can be checked, of course, but there the assertion was made that 
increases in wages and other labor costs have exceeded by a very 
wide margin the increases in productivity in all manufacturing in- 
dustries and for the entire economy. 

Mr. Wetnsera. Senator, nobody denies that, but what you are 
talking about is money wages. 

When you start with that kind of argument, I am sure you do not 
intend this, but what you are saying is, in effect, that when prices 
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rise, workers should take the brunt of that inflation in declining living 
standards, because unless their money wages rise in line with the 
price level, their living standards are suffering. 

There is less to provide their families with food, with shoes, with 
education, and all the other things that families need. 

What you are saying is, in effect, that in an inflationary period the 
worker’s share of the total product of the economy, which carries 
higher price tags, should shrink; while other groups in the economy 
gain at their expense. 

This chart which is a BLS chart, shows that the inflation was 
caused by nonlabor payments which ran ahead of the price level, 
pulling - — after them, and that the workers were chasing the 
price level all the way through the postwar period. 

Of course money wages rose faster than productivity, because the 
price tag carried on every product put out by our economy got bigger 
and bigger as the years went on during the postwar period, and if 
those price tags grew bigger but the workers’ wages did not grow 
correspondingly bigger, then those workers would have been in trou- 
ble. They would have been sinking to lower and lower levels of 
living. 

Mr. Revutuer. I think, Senator Dirksen, if I may comment—— 

Senator Krerauver. Let me see if I understand what you are saying. 
You mean the price of the dollar went down, the value of the dollar 
went down ¢ 

Mr. Wetnserc. That is correct. 

Mr. Reuruer. Mr. Wilson of General Motors Corp., and more 
recently of the Defense Department, when he was president of Gen- 
eral Motors, there was quite a deal of discussion of wages and prices, 
and whether wages were pushing prices up; and he wrote an article 
which was published in the Reader’s Digest in 1952. I would like 
to quote to you a very pertinent section from this article, and I quote 
now from Mr. Wilson. 

The statement was made at the time he was the president of Gen- 
eral Motors Corp. : 

I contend that we should not say the wage-price spiral; we should say the 
price-wage spiral, for it is not primarily wages that push up prices, it is pri- 
marily prices that pull up wages. 

And that is precisely what this shows. In other words, if you say 
~— went up faster than productivity, that does not mean a thing. 

nat were the real wages? What would they buy in terms of the 
price movement ? 

Mr. Wilson puts it correctly. 

Sure, wages went up, but were they pushing—did the prices go up 
because wages were pushing them up, or did the wages go up because 
prices were pulling wages? 

These are the things you have to consider. 

Mr. Wilson put it exactly right: that wages were pulled up by 
higher prices, and higher wages did not push up the price index. 

enator Dirksen. On that point I notice on page 69 of your state- 
ment, you quote with some approval from a book by Dr. E 
Chamberlin, professor of economics at Harvard. The title of the 
book is “The Theory of Monopolistic Competition.” 








2330 ADMINISTERED PRICES 


I have here an article by Dr. Chamberlin, and I want to read two 
paragraphs into the record, because of the accent that you placed 
upon this question of purchasing power. 

He says: 

A more subtle line of argument (and one with a hoary history in economic 
literature) is that receivers of higher wages benefit the rest of the economy by 
spending them and thus spreading prosperity. Whatever the element of truth 
or falsity in this proposition, it need only be pointed out that it is equally true 
(or false) for income received by. any element ‘of society; and not merely by 
trade unionists. Whoever receives a higher money income gains relative to 
others who do not, and there is nothing in the argument to indicate why union 
laborers any more than anyone else should be chosen to have the agreeable 
privilege of a mysteriously spreading prosperity in this way. 

The plain truth is fortunately very simple and does not depend on any subtle 
lines of reasoning. It is that when any group of laborers receives higher 
money wages, it is thus enabled to buy more goods so that its real income 
is increased. Its own higher wages raise the cost and hence the price of goods 
it produces, and thus others are able to buy fewer goods; so that the real 
incomes of others are diminished. (Similar propositions are evidently true 
for any element in society which receives a higher money income.) 

Mr. Wetneerc. Senator Dirksen, may I answer that? 

Senator Dirksen. Yes, indeed. 

Mr. Wernserc. What we have been talking about all along is a big- 
ger share in a bigger pie, a bigger pie that everyone will share in. 

We have a situation today where the pie is small, a lot smaller than 
it could be, beeause 25 percent of all manufacturing capacity is idle. 

Is there any question but that if the people who need the products 
of that idle capacity had the income with which to fill their needs for 
those products, that that idle capacity would come into use? 

Now, we talk about wages and other forms of income. 

At this moment we have a situation wherein General Motors some 
months ago halted the construction of two plants actually started, be- 
cause the market was already saturated, and their existing plants 
were, in part, idle; and so we come to a place where we have a choice 
of leaving purchasing power stored up in the treasuries of corpora- 
tions that are not going to use it, that are going to sterilize it and take 
it out of the economy, and let unemployment increase thereby, or find 
some way to get that money into the stream of consumer purchasing 
power so that General Motors will once again have an incentive to re- 
sume the construction of those plants and to finish them and to turn 
cars out, that people can buy. 

This is what we are talking about here. 

It is not a question of increasing one form of income at the expense 
of other incomes. It is a question of recognizing the economic real- 
ities of the moment, seeing where the needs are to give stimulus to the 
economy, and diverting purchasing power into those areas. 

The Director of the Bureau of the Budget, Mr. Brundage, says that 
we are in trouble, that we will have to cut taxes. 

A gentleman testified before the Joint Economic Committee yester- 
day in which he said that the sole hope was an increase in Govern- 
ment expenditures. 

Where are we at ? 

We are at a situation where there is an inadequate demand in the 
economy. You can create more demand by cutting taxes on low-in- 
come groups who will spend it on their needs, rather than on high- 
income groups who are now storing it up because of lack of profit in 
investment outlets. 
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You can create more demand by raising wages, you can create more 
demand by suring phere. 

This is our problem today: how do you create more demand ? 

These are some of the ways to do it, and this is what we are talking 
about. 

Senator Dirksen. Mr. Weinberg, why did not that theory get us out 
of the hole in the period from 1933 to 1941? 

Mr. Wernzerc. It did to a degree get us out of the hole. 

Senator Dirksen. How much ? 

Mr. Wernzerc. Senator Dirksen, one of the reasons it did not get 
us all the way out of the hole was because every time a proposal was 
made to a some more money for this purpose business groups were 
screaming all over the country about driving us to destruction. 

Senator Dirksen. I know of no such screaming but I do know how 
much money we appropriated here for all sorts of purposes for re 
priming, for WPA, PWA, CWA, CCC. I was here when we too 
the gold out of the dollar and cheapened the dollar and it was not until 
the ‘blood began to flow on the battlefield in 1941 that we got out of 
that hole. 

Mr. Revutuer. Well, Senator Dirksen 

Senator Dirksen. Because when the bombs fell on Pearl Harbor 
if memory serves me correctly, we still had 9 million people out of 
work. 

Mr. Reuruer. Senator Dirksen, we prefer practical pump: prim- 
ing on the part of the people rather than Government pump priming, 
and if we had that $5,600 million increase in purchasing power that the 
consumers and workers would have had in General Motors in the past 
10 years, you would minimize the need for Government pump priming. 

In other words, the better job we do in the private sector of the 
economy, the less the Government will have to do in its sector of the 
economy to keep the economy going. 

Senator Dirksen. Of course that is not Dr. Chamberlin’s view and 
you quote him in your presentation, because he says you just take away 
from one side and give to the other. 

Mr. WernzerG. But we are not talking about that. 

Senator Dirksen. Because where you improve you did accomplish 
on the other side. 

Mr. Reuruer. We had the $96 billion wasted—the economic pie 
would be $96 billion bigger and we would all have a bigger pie. 

This is our problem. It is like a man with a big family, if he goes 
home with a small pie and eight kids to share it with, he has a terrible 
time, sharing a siaotl pie, but if he goes home with a big pie, all of them 
can have all they want. That is the question. Free management and 
free labor have to work together to create the biggest possible economic 
pie so they can share in that pie, not by taking from each other but by 
getting more out of a bigger pie. 

If we were opposed to technological progress, if we were trying to 
featherbed and hold back progress, then the economics of scarcity 
would mean that if we got more we would have to take it away from 
somebody else. But we are talking about utilizing our productive 
power to the fullest—utilizing the most advanced technology to make 
the biggest pie, so we get ours not out of the other fellow’s pocket, but 
we get more out of a bigger pie. That is the difference. 
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Senator Dirksen. Mr. Chairman, there was an article in the New 
York Times on Monday of this week quoting Dr. Chamberlin, and I 
think it might be well to put it in the record. It will be a committee 
exhibit. 

(The article referred to may be found in the appendix on p. 3518,) 

Mr. Reuruer. If you will pardon me for just a moment. 

Senator Dirksen. Yes. 

Mr. Revuruer. Senator Dirksen raised the question of a pamphlet 
that was put out by the Conference for Economic Progress. 

Senator Dirksen. Yes. 

Mr. Revtuer. That is filled with a lot of solid economics, charts and 
so forth, and since it has been referred to here, I am wondering since 
we are Paring many other things in the record 1f we could not put that 
into the record. 

It is not too long and it has got a lot of solid economics and I even 
believe it would be valuable for the committee to look into it. 

It is directly on this question, wages and prices. It is not some 
sideline, but is directly to the point before your committee, the whole 
question of wages and prices in administered industries. 

Senator Kerauver. I wonder if Mr. Dixon and Mr. Chumbris would 

o over this and see if there is any duplication of charts, also see what 
they could leave out, if there is any irrelevant discussion so as to cut 
down the size of it. Then we will put the rest of it in but I see some 
charts which seem to be the same charts you have used here. 

Mr. Revtuer. They are a little different. 

Senator Keravver. What is left will be marked as “Reuther exhibit 
No. 31. 

Mr. Revruer. Fine. 

The document referred to may be found in the appendix on p. 4305.) 

enator Dirksen. Mr. Chairman, in that connection, I think the 
staff might very well examine also this other document, the Economic 
Analysis of colar Union Power, by Professor Chamberlin, and take 
whatever is necessary. 

It is a little long, I think, not quite as long as that document. 

Senator Keravuver. We will have the staff do the same thing with 
Dr. Chamberlin’s pamphlet and what can be used will be filed, will be 
a committee exhibit. 

—— document referred to may be found in the appendix on p. 3802.) 

enator Dirksen. Mr. Reuther, I think I would like to ask you about 
the final suggestion you made this morning, the one that you called the 
statutory mechanism on page 106 of your presentation for meeting 
this, what you called the price problem. 

First of all, it would relate only, as I understood your testimony this 
morning, to the larger corporations in the country. 

Mr. Rrevruer. Only a company that was responsible for 20 to 25 
yes of the total production or more, the total production of a given 
industry. 

Actually the number of companies that would fall in this category 
would be very few. 

Senator Dirxsen. How would you ever expect to hold it at that 
level in the face of public clamor when the criteria would be dim- 
inished so that more and more corporations would come within the 
orbit of this proposal ? 

Mr. Revutuer. Well, I think that that would not result. The simple 
fact is that, if this mechanism worked as I hoped it would work these 
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abuses would not be there, and there would be no need to extend the 
coverage. 

This is a means of trying to prevent abuse, abuse y management, 
abuse by labor of great economic power. I think if we can avoid 
the abuse then there would be no purpose, there would be no pressure 
for the extension of this kind of mechanism to a broader sector of the 
American economy, and I would hope that ultimately it would be 
just an unused mechanism because the responsibility of industry and 
of labor would be met without the need of this mechanism. 

Senator Dirksen. You suggest that it be a special agency. I think 
that is your suggestion, that a special agency be created ? 

Mr. Revruer. It could be built into an existing agency if the judg- 
ment of Congress was that there was such an agency that had the 
proper organization and personnel to do this kind of job. 

That is a detail that we leave to the judgment of Congress. But 
it seems to me that if a present agency is not equipped to do it, then 
a separate agency ought to be created. 

Senator Dirksen. I am not speculating on this. I am simply 
taking what is in your presentation, and you suggest that a special 
agency be created for this purpose. 

Mr. ReurHer. That is right. We are suggesting that. 

Senator Dirksen. Under your plan, it would be necessary, when 
anybody who fell in that bracket of percentage of manufacture of a 
given commodity, before he could raise the price would have to notify 
the agency in advance, is that not right? 

Mr. Reuruer. That is right. 

Senator Dirxsen. There could be no price increase unless the 
agency was first advised ? 

Mr. Revurner. Yes. 

A company knows in advance, I mean they could know in advance 
whether or not the cost factors that they are dealing with look as 
though they are going to require adjustment in the price. Then 
they would be obligated to advise this agency that they are consider- 
ing a revision of prices upward, and the agency then would be obli- 
gated to schedule a hearing. 

Senator Dmxsen. I am looking at the practical aspects of this 
now. Suppose you simply had language on the statute books under 
which you invited these people to come in and submit their prices 
X days before those prices become effective. 

For example, we dealt with one bill last year to provide prenotifi- 
cations on mergers. There had to be a 90-day notice to the Depart- 
ment of Justice, so No. 1, there has to be a definite time period, whether 
it is 30 days or 60 days or 90 days. 

But if there is no compulsion in the law, then nobody is under ob- 
ligation to come down to Washington and submit to the agency either 
m writing or in person or by letter that they intend to increase the 
price. 

How do you enforce it if they refuse to do it?’ How do you compel 
them to come down here? 

Mr. ReurnHer. It seems to me that there is a difference between a 
law which requires a company to attempt to justify its contemplated 
price increase and a law that says you cannot make the price in- 
crease after you have made the effort to justify it. 
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Obviously, anything that Government does, any contact which Goy- 
ernment has with a free people, involves some measure of compulsion, 
We could not have a free society, you could not drive your car safely 
down the-street if you did not have compulsion which says you cannot 
go through a red light. 

As a matter of fact, you have to have a certain amount of restriction 
of the individuals’ freedom in order to gain a broader freedom. It is 
the only way free people can live together. 

In this case we would be saying that you are obligated to come 
before this agency, if your company represents 40 percent of the total 
product of a given industry, you are obligated, if you contemplate a 
price increase, to appear before this agency. There obviously would 
- adequate time to prepare and so forth, but you are obligated to come 

own. 

After having come before the agency and after having stated your 
reason you are still free to go ahead and raise your price, but the peo- 
ple of America would know more about the economics behind your 
price increase. If you have got a sound reason you can raise them 
and nobody is going to think it is wrong, but if you do not have a 
sound reason then you ought to be in trouble with the American pub- 
lic, because they ultimately ought to be the judge. 

Senator Dirksen. I would rather you would not get ahead of me 
here, and I do not think your analogy about a traffic light is in point 
because going through a traffic light is a definite violation under or- 
dinances and in our case statutes in the District of Columbia for 
which there is a penalty. 

Let’s stop for a moment with No. 1. It is going to be required that 
they come down here and file a notice of intention to increase their 
price. 

I just want an answer to that one question at the moment. 

How do you get them here ? 

Mr. Revtuer. I would think that if this were a law, the respon- 
sible leadership of America’s corporations which fall into this cate- 
gory would respond to a notice of a hearing if one were called under 
this. 

I do not think that they are people who will defy the law, but if 
they would, then I would be for a provision in there with a penalty 
that would require them to come to the hearing. 

I would not want a law that would require them not to raise their 
prices if they chose to still raise them. I think there is a difference 
between a law that requires you to come to a public hearing and a 
law that says you cannot raise your prices. 

I think this is the difference—this is the traffic-light idea. I think 
there is a comparison because you could not have the broader free- 
dom of driving your car safely if you did not limit the more narrow 
freedom, take away the right to go through a red light. 

Senator Dirxsen. I think you are overstepping a little, and I am 
still concerned. Let us say a manufacturer in Detroit who falls 
within the criteria intends to increase his prices, and under the pro- 
posal that you make and under the proposal that Senator O’Mahoney 
made in 1948, he would have to send a notice to Washington that he 
intended to increase his price. 
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We have not even gotten up to the hearing stage yet. You are 
supposed to come down here. He does not come. I want to know 
how you get him here. 

Mr. Reurner. Well,. how do you: get. a witness to this committee 
if you want a witness? 

Hinator Dirksen. You invite him—and suppose he does not come ? 

Mr. Revutuer. I know, but if in your judgment you have a respon- 
sibility, you have been given that responsibility as the elected repre- 
sentative of the American people; and if the fa says that you are 
supposed to do certain things, and the director of this agency is so 
charged, and a company refuses to come, they are in defiance of the 
law. 

Senator Dirksen. No, they are not. They are not unless there is 
a requirement that they are compelled to come. 

Mr. Revutuer. No, but the requirement ought to be that if they fall 
in this category 

Senator Dirksen. Now we are getting into the field of compulsion. 
That is exactly what I wanted to find out. 

Mr. ReutuHer. Well, supposing that the same corporation was asked 
to testify about a defense contract they had, whether they made more 
profit than they should have had, or they turned out an inferior prod- 
uct and jeopardized the safety of our troops, and you said, “We would 
like to have you be here at 10 o’clock next Tuesday morning,” and 
he chose not to come. 

What would you do about it ? 

You would get a subpena, would you not? 

Senator Dirxsen. It is very easy because the law requires a 
subpena. 

r. ReurHer. Well, I would have the same requirement in this 
law. 

Senator Dirksen. What you say—— 

Mr. Revruer. It is the same kind of compulsion. 

Senator Dirksen. Yes, but what you said in your presentation was 
that you wanted no compulsion here. You wanted no compulsion. 

Mr. Reutuer. No compulsion on the establishment of the price. 
There is the difference between day and night in having subpena 
power to bring a witness to a hearing and having Government compul- 
sion in the right and authority to set the price. We are opposed to 
the Government setting the price. We want the play of public opinion 
to influence and discourage the abuse of power. We do not want to 
substitute Government power for the right of the individual company 
to make its private economic decision. 

Senator Dirksen. Now you see you have to write that into the law. 
I just want to be specific. 

In other words, you would require, as a matter of law, that the intent 
to raise the price under a given circumstance would have to be filed 
here in Washington before the price was raised, and if the company 
in question fails or refuses to do so or shows contumacy, there would 
be a provision in the law under which they would be subpenaed to 
come before that special agency, as you call it. 

Mr. Reutuer. Yes; that is compulsion. That I understand. Just 
as any subpena is compulsion. 
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Senator Dirksen. You see now then, you compel him one way or 
another by subpena to come down, and he comes before that agency, 
It would do doubt have a director, it might have a board, and you 
would require that the company justify its price in open hearings, isn’t 
that correct ? 

Mr. Revcruer. I would require that a company which is contemplat- 
ing raising its prices be able economically and morally to defend 
the basis upon which it justifies that price increase, so that the Ameri- 
can people will know exactly why they are doing it. 

This does not mean they are not allowed to raise prices when maybe 
they should not raise prices, but at least in this sector of the economy, 
where you have got big corporations who can abuse their power by 
administered prices, we think this would tend to minimize abuse. 

Senator Dirksen. We are understood now that you would compel 
their appearance before any agency, and that I presume along with it, 
if necessary, that it would be a subpena duces tecum to bring all their 
books and records. You would require that they justify publicly an 
increase in price, and that they do it in open hearings. 

They would have to bring the books and records and I think your 
presentation indicates that all of the books and records would be open 
to the staff of the agency, to any opponents of the price increase, to 
their customers. 

There are a few customers that do not object to a price increase. 
So that if somebody was going to buy, let us say, 20 trucks from GM 
and he did not like the idea that they were increasing the price by 
$200 as a customer, under your proposal as set out in your language, 
he would come down here and appear before the agency, and indicate 
his opposition to the price increase, 

Am I doing an injustice to your suggestion? I just spell these 
things out so that I am sure of what you have in mind. 

Mr. Revutuer. I don’t know whether you are doing an injustice, 
but you are working at it. 

Senator Dirksen. Mr. Reuther, let me just say right now that your 
language has to speak for itself. I understand the English language 
and I understand its implications—— 

Mr. Revuruer. Let me try to explain what we think. 

Senator Dirksen (continuing). And it is not a funny business, I 
assure you. 

Mr. Revtuer. I don’t think it is very funny either, but you asked 
me whether I thought you were doing an injustice. If you hadn’t 
asked me that question, I wouldn’t have replied. 

Senator Dirksen. I want to be fair. 

Mr. Revtuer. This is where we are, Senator Dirksen. Obviously 
we are not proposing, and for sound reasons, that companies come 
down here sade required to put on the public record the kind of 
purely confidential information which might jeopardize their com- 

etitive position. We are not talking about that kind of information. 

If that kind of information were involved, it could be looked at con- 
fidentially by a competent auditor or economist, and that part of 
the record that would be put out to the public would not in any way 
jeopardize the company’s position by exposing information which, of 
necessity, had to be confidential in nature. 

The law could be written to protect the company against that, and 
the company could go into court in the event that the director of 
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such an agency attempted to abuse that, or attempted to overreach 
his statutory authority. 

That is why we have a tripartite structure in America, the checks 
and balances that Senator Wiley talked about. 

If an agency representing the executive branch of the Government 
overextended itself and reached beyond its authority, then the courts 
could intervene. That is why we have an independent structure in 
the courts. 

Senator Dirksen. Let me read your own language here, so that 
we understand each other. I am quoting from the bottom of page 
107: 

Under our proposal, as under Senator O’Mahoney’s, a corporation would give 
notice of intention to raise prices. This notice would be given to a govern- 
mental agency created for this purpose. The agency would thereupon conduct 
public hearings, at which the corporation would be required to present detailed 
justification, based upon its records, of the need for the proposed price in- 
crease. Its testimony would be subject to cross-examination and its pertinent 
records, or groups opposing the proposed price increase, including other cor- 
porations which purchase goods produced by the firm proposing to raise its 
prices. 

Either that means something or it doesn’t, or I don’t understand 
the English language. 

Mr. Reurner. I wish Senator O’Mahoney were here, because this 
is his idea and we happen to agree with him. 

I think the Federal Trade Commission now has—I am sure the 
Securities and Exchange Commission has—they all have this kind 
of authority, because otherwise they would be completely impotent. 
They couldn’t do their job. 

The whole question here is this, as we understand it: When a big 
corporation that exercises a dominant position in a vital sector of 
the American economy is abont to make a private decision which has 
broad ramifications in terms of public policy, do the American people 
have a right to know the economic facts behind that private decision 
which is going to affect public policy? This is the question. 

We believe they do. We want to provide this information to the 
American people under circumstances where we do not infringe upon 
the right to make private economic decisions by having the Govern- 
ment make those decisions for corporations, but we think that cor- 
porations ought to make those private decisions in these very limited 
situations only after they have been required to try to justify it 
publicly. 

Now, this also means that I may have to come down here, too. I 
am not proposing that this only affect the corporations. If I asked 
for a wage demand which vebnill require a price increase, and I was 
acting unreasonably, then I would ultimately have to stand before 
such a hearing and defend what I am doing, because I would just be 
one step removed. I would be doing what would require the corpora- 
tion to make the price increase. 

I am perfectly willing to do it, and if I can’t defend the position 
of our union before the bar of public opinion, then maybe I ought 
tochange my demands, because maybe they are wrong. 

Senator Dirksen. But this proposal that you set out deals with 
prices and not with wages, but you can testify. 

Mr. Revutner. I cannot escape responsibility for being called down. 

22805—58—pt. 6——15 
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Senator Dirxsen. You are not called, and there is no provision in 
here that I can see under which you would be subpenaed to appear 
before such a hearing. 

Mr. Revruer. All right. But,supposing now 

Senator Drexsen. Is that right or is that wrong? 

Mr. Revruer. No; this is the way I think it would work—— 

Senator Dirxsen. I am asking what is in your presentation. 

Mr. Reutruer. This is what we intended to have in our presenta- 
tion. We haven’t spelled out every detail. After all, we did not 
come down here to recommend a piece of legislation in terms of a 
bill already prepared. We are raising a basic idea. 

It is not our idea. We picked it up because we think Senator 
O’Mahoney had a good idea. 

Suppose that Employer A, Corporation A, made 40 percent of the 
production of a given industry, and we were at the bargaining tabl 
and we served a demand upon that company which, if granted, woul 
compel that company to raise prices. 

That company would serve notice with this agency, and the agency 
would set up a hearing, and we would be required to go before that 
agency and defend what we are demanding at the bargaining table. 

Senator Dirksen. You wouldn’t even be called before this agency, 
as I read this proposal. This is wholly a price matter, and you say, 
of course, that if the union demands should go beyond the corpora- 
tion’s ability to pay without a price increase, the corporation would 
take its case before the American people. 

You are not involved. You go ahead and make your demands, and 
the corporation is going to have to fight that battle before an agency 
of government. 

Mr. Revruer. I think I ought to be obligated to come. 

Senator Dirksen. You are not. This is a one-way street, Mr. 
Reuther, that you are presenting here. 

Mr. Reuruer. Why don’t we write that in, so that it is definitely 
nailed down ? 

Senator Dixsen. I didn’t make this suggestion. You came here 
with this suggestion. 

Mr. Reutuer. I am willing, if you think our suggestion doesn’t 
cover that, I am willing to say that we are in favor of covering it, 
because I don’t think I should be off the hook. If I can’t defend our 
demands before the American people, then there is something wrong 
with my demands. 

Senator Dirxsen. If there were a price intent filed in the motor in- 
dustry, and you didn’t think it was right, you would come down and 
oppose it, wouldn’t you, which would be your right, because any- 
body could come down and oppose it. 

Mr. Reuruer. You can be sure I would be down here opposing it, 
just as I am opposing the present price structure, because t think it 
is wrong. 

Senator Dirksen. How many other groups would come down to 
oppose ? 

Mr. Revtruer. We know that the American consumers are not very 
well organized. This is the tragedy. They don’t have anybody fight- 
ing their battles. 

That is why we think we ought to try to help a little bit. We 
would be down here because if the industry tried to jack up the price 
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of the cars unnecessarily, cut the volume down, cause unemployment, 
and get the economy into trouble, we would be down here trying to 
do everything we could to prevent it. 

Senator Dirksen. Let me ask you this question. This is the funda- 
mental question. Under this kind of a proposal, and it would snow- 
ball, it would grow, it would be enlarged, what then happens to this 
free competitive economy to which you have dedicated yourself ? 

Mr. Reuruer. Senator Dirksen, those are the same arguments used 
when they talked about the Federal Trade Commission, bank insur- 
ance legislation and all the other ae 

Did the American economy go down the drain? It got bigger, 
stronger, More prosperous. 

The corporations made more money than ever before, because we 
have been creating a bigger economic pie and everybody has been 
sharing. 

Tienaine that try to regulate and avoid abuse do not destroy the 
economy. They merely minimize abuses so that the economy can move 
forward without paying the penalty of abuse. This bill will not snow- 
fall because if there is no abuse there will be no need for it to expand. 

Senator Dirksen. What you forget, Mr. Reuther, is simply this. 
The very lifeblood of the American economy is the right of private 
economic decisions in the market place, and they are made by the 
millions every day, whether in a corner grocery store or in your union 
hallor in GM. Just take this proposal and build it and then of course 
those economic decisions will be transferred to the bureaucrats in 
Washington, and that will be the end of your free economic system. 

The only time we ever approached it was under the fiat of law in 
war time in 1942 when we first put OPA on the statute books. 

Mr. Reuruer. I do not think that Senator O’Mahoney is trying to 
destroy the free enterprise system. I know I am not trying to 
destroy it. 

I slow that every time someone makes a proposal that would try 
to make private economic decisions more responsible to the public 
good, this is the charge that is made, that this is another step down 

e road to the destruction of our free economy. I do not believe that. 
I think this will make our free economy stronger, because I think it 
wake it more responsible and more responsive to the people’s 
needs. 
ene Dmx«sen. I have only one more comment and then I am 

ugh. 

In Senostiod with this mechanism, as you call it, you cite with real 
approval a statement from the Office of the Consumers Council in the 
Department of Interior back in 1939 and 1940. It is a rather long 
quotation. I trust I do neither injustice nor violence to it by lifting 
one paragraph out of context, and that is the next to the last page, 
and I will read it. 

This seems to have your approval: 

Although it can give the consumer substantial protection by continuing as it 

in the past, it is the considered judgment and recommendation of the Divi- 
sion that more effective representation would result from the establishment of 
4 consumers’ council which would represent the consumer as a whole man 


instead of representing a part of his interests. Even then it would be difficult 
enough to enlist and maintain his cooperation. 
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As a whole man, his clothes, his food, his automobile, his recreation, 
everything he says and does and for which he lays out money, and 
there is the germ of a great agency that would spell final, I think, if 
not the doom, certainly the impairment of our competitive system as 
we know it. I am done, Mr. Reuther. You can make what comment 
you like. 

Mr. Reutuer. Senator Dirksen, I can understand how you might 
believe that, but I do not share your point of view. 

I personally think that our free economy will be stronger if we 
make it more responsible. I think that it is in this area that we have 
essentially developed the genius of the American economy. Our free 
enterprise system is different from the free enterprise system any- 
place else in the world. It is because, I think, we have tried essential 
to maintain the powerful economic motivations of rewarding indi- 
viduals for their contribution, and at the same time to make our 
economy responsible to the needs of all the people. It is trying to find 
this balance that I think is the key to our future. 

We believe that this kind of approach will help us avoid abuse, and 
by avoiding abuse we make our economy stronger and help to preserve 
free enterprise intact. 

This, of course, is a philosophical idea, You could discuss it 
endlessly. 

You could have your point of view and I could have my point of 
view. 

Senator O’Mahoney and I might agree and we might disagree with 
you. This is why we have a free country in which we can express 
different points of view. You have to wrestle with your point of view 
and make adecision. I have to do the same thing. 

We make this proposal, not in an effort to weaken or impair free 
enterprise, because we are not trying to weaken or impair free enter- 
prise. We believe this will be a sensible approach by which we try 
to get people who make private decisions, whether unions or manage- 
ment, to make those decisions fully conscious of their public responsi- 
bility. The whole of necessity is more important than its separate 
parts, whether it be management’s part or labor’s. This is what 
motivates us. 

We have no other motives except to try to make a constructive 
contribution toward making our free economy and our free society 
stronger so that together we can meet the challenge of tyranny in the 
world. 

This is the only thing we are concerned with. If there is a better 
way of doing it, we are open minded to listening to that better way. 

nator Dirxsen. I have finished, Mr. Chairman. 

Senator Winey. Mr. Chairman. 

Senator Kreravuver. Senator Wiley, do you want to question Mr. 
Reuther ? 

Senator Witey. Very briefly. I think that 

Senator Krravver. Before you start, I did want to say that we 
have here Dr. Norris, who has been patiently waiting to testify. She 
has to go back to Connecticut College, and we want to start with Mr. 
Curtice tomorrow at 10 o’clock, so we will try to conclude with Mr. 
Reuther as soon as we can. Mr. Reuther will be back later on.. But 
you go on, Senator Wiley. 








| 
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Senator Witry. Mr. Reuther, I am sure that anyone listening to the 
testimony today feels that primarily this has been a sounding board 
for your approach to the General Motors negotiations coming up In 
the near future. I am sure from what has been said that there must 
be considerable confusion in the minds of many people. I want to 
get it down to brass tacks. 

I want to take that proposition of 10 percent. When you say 10 

rcent of the capital, what is the capital of General Motors ? 

Mr. Wernserc. What we are referring to there, Senator, is their 
net capital, that is, their capital investment plus their earned surplus 
plus their long-term debt. The term is used by General Motors in 
connection with the operation of its bonus plan. Ten percent on net 
capital is the point at which bonus payments start, and we have used’ 
the same term, the same concept in the same way. 

Mr. Revrner. In other words, we have borrowed their proposal. 

Mr. Wernzerc. That is right. 

Senator Wiiry. I noticed a statement that has been put before me 
just now that it was suggested that the capital of General Motors 
was only $450 million. 

You do not agree to that, do you? 

Mr. Revruer. Oh, no. 

Mr. Wetnperc. In the annual report General Motors Corp. 

Senator Wixey. I do not want to spend much time. I want to find 
out just what you are getting at and then I want to get to the figures. 

Mr. Wernpere. I will give you the figure. 

Senator Wixry. Is the capital you mean the surplus, the undivided 
profits, the capital structure? In other words, what we ordinarily 
understand is not simply the set up figures but really the book value 
is the capital. 

Mr. Wernzerc. On page 49 of General Motors Corp.’s annual re- 

ort for the year 1956 they show the details of the computation of the 

nus for their executives, and you will find on one line of that report 
the term “Net Capital” and alongside of it “$4,545,175,149.” 

We are saying that before anything goes to either workers or con- 
sumers under our proposal, they earn 10 percent of that before taxes. 

Senator Witey. That would be $400 and how many million? 

Mr. Wernserc. $454 million. 

Senator Witey. All right. 

Now, then, $45 million—what is the first figure ? 

Mr. Wernserc. $4,545,000,000 in round figures. 

oo Wuey. Let’s say that cuts it down to 4 billion. Now 
then—— 


oo Wernsere. I’m sorry, Senator, perhaps I did not make myself 
clear. 

This is their net capital, what is invested in the business, and we say 
that after they have earned their profits, they would set aside 454 
nillion, not out of their net capital, but out of their profits. 

Senator Winey. I understand, but what I want to do is get down 
these figures. You get it down to $4 billion. If it is $4 billion, then 
that let’s say is net. This is only an approximation. 

Now you want to divide that in half. That is before taxes. Do you 
take the taxes out of the 4 billion ? 

Mr. Wernzerc. Let me explain, Senator. General Motors in com- 
puting its bonus for its executives uses profits after taxes as the basis, 
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and figures 5 percent of profits after taxes and sets that aside before 
they pay any bonus. 

ord uses a before-tax concept, and they say 10 percent on net 
oe before taxes is the money that must be earned before any bonnug 
is paid. 

he two things reduce to approximately the same amount. It js 
simple to figure it. 

On a before-tax basis we have proposed using the Ford basis of 
10 percent before taxes, which means in effect 5 percent after taxes 
the same as what General Motors uses. 

Senator Wixzy. I have to say you are in the same class with Walter 
Reuther, not yes, yes, no, no—— 

” Mr. Werxzera. I am trying to answer your question, Senator. 

Senator Wier. I am starting back at 4 billion. That is before 
taxes. 

Mr. Wetneerc. I’m sorry, Senator, this is where I think we do not 
understand each other. We are starting with what the corporation 
has invested in the business. That is $4,545 million. 

We are not cutting that down. We are saying with that investment 
in their plants and their machinery and their working capital, they 
have earned in a given year let’s say $2 billion before taxes. 

These are profits for that year, $2 billion. We would take out of 
that $2 billion, 454 million and say that is the base earnings of the 
corporation. 

Nobody can touch that. 

Senator Wizy. That makes it very clear. 

Then the net earnings before taxes are 2 billion. You take out of 
that, say, 500 million. 

Mr. Wetnetere. That is right. 

Senator Wier. That leaves $1,500 million. Do you know what 
their earnings were in 1956? 

Mr. Werneerc. I have them right here. In terms of the basis that 
they use in their bonus calculations, their earnings after taxes in this 
case—— 

Senator Witry. No, before taxes now. 

Mr. Wetneerc. Before taxes, $1,741 million. 

Senator Wizey. Do you know what their taxes were that year! 
oo you proceed now is $1,740 million and you take 50 percent of 
that. 

Mr. Wernserc. Oh no, not yet. Their total profit was $1,741 mil- 
lion. We would deduct from that first 454 million for the corpora- 
tion. 

That would leave something under $1,300 million. 

Senator Winey. All right. 

Mr. Wernsera. Then 50 percent of that or 650 million would be 
added to the 454 million to go to the corporation, which would mean 
that the corporation in this case would get a total of roughly $1,100 
million. 

Senator Witzy. Do you know what the taxes were that year? 

Mr. Wernnerc. The taxes would not be payable on the part that 
goes to executives in bonus, or that goes to the workers in bonus, or 
that goes to the consumers in rebate. 

The taxpayment would go down. 








efore 


Nn net 
bonus 


It is 


sis of 
taxes, 


V alter 
before 
lo not 
ration 


tment 
|, they 


out of 
of the 


out of 


- what 


is that 
in this 


year? 
ent of 


L1 mil- 
rpora- 


uld be 
1 mean 
$1,100 


9 
rt that 
nus, or 


ADMINISTERED PRICES 2343 


Senator Witxy. Just to show you what is claimed, it is claimed that 
before taxes the GM tax bill in 1956 totaled $1,150 million divided 
as follows: 894 million in the United States and foreign income taxes 
and and 256 million in State, local, and social security taxes. 

Mr. Werneera. Senator, the only amount in there that would be 
affected by this proposal would be the 894 million, because the other 
taxes are really ae of costs. 

They are paid regardless of the size of profits. 

The 894 million depends on the size of the profit, so that is the 
only amount that would be affected by this proposal. 

Mr. Revuruer. The local and State taxes would not come in there. 

Senator Witey. Wouldn’t what? 

Mr. Reutuer. They are paid as a part of the normal cost of op- 
erating, and therefore would have no impact upon their ultimate 
profit position. That is a part of their normal costs. 

Senator Wirry. That is where they disagree again. It does not 
make so much difference here today because I suspect that you will 
have figures figuring when you sit down with them, but to be clear 
inmy own mind, I am reading what has been submitted to me for the 
first time. 

General Motors would have retained, if it was based on the capital 
structure in one sense only 45 million, but now you have got it clear on 
the books that what you mean by the capital structure is about 4,500 
million, so that would be about 454 million that would be retained. 

I continue reading. Then it would receive 50 percent of the re- 
maining profits of 884 million. 

These 2 figures make a total of 892 million of which the company 
would get a tidy sum, but this is before taxes, and the GM tax bill 
in 1956 totaled 1,150 million, divided as follows: 894 in the United 
States and foreign income taxes, 256 million in State, local, and 
social security taxes. 

Thus the corporation’s share of the profits under your Reuther 
scheme would fall 220 million short of its tax 

Mr. Wernzerc. Senator, I’m afraid the gentleman who wrote that 
ere did not quite understand our proposal. Perhaps I can ex- 

ain it. 

. Senator Wirry. I want it clear and I think you should submit a 
statement for 1956 and have it here, because tomorrow we will have, 
as I understand it, the president of General Motors here. This is a 
part of something that was just submitted to me now, and the people 
of this country have got to know the facts, because there is a great 
argument here made on the basis of equity, what is equity. Equity 
can be determined largely upon the figures. 

While we are not going to determine this matter here, there is no 
question that the public opinion will be influenced from the facts, 
and that is all I want is the facts. 

Mr. Wernserc. May I try to present those facts with the aid of this 
chart, Senator? In 1956 General Motors’ profits before taxes were 
$1,741,400,000. 

Under our roposal, in that year a total of $1,170 million would 
have gone to the corporation for distribution among its stockholders, 
among its executives, and for expansion of the corporation as the 
corporation pleased. 
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Now let us suppose that out of this $170 million the corporation 
chose to pay 70 million to its executives in bonus, which would not 
be out of line with what was actually paid. That would mean that 
there would be $1,100 million left which would be subject to income 
tax, to corporate income tax, and out of that, that $1,100 million, 
roughly something over 550 million would be payable as income tax 
and the rest seal, go $285,700,000 to consumers and a like amount to 
the workers in the corporation’s plants and offices. 

Senator Witey. That excludes State income taxes, too. 

Mr. Werneerc. That includes any tax based on the size of the 
corporation’s profits. 

Any tax that comes due, as—— 

Senator Witey. You know figures don’t lie, but liars figure. Now 
here is one system and you have got one more. 

Mr. Wetnserc. Obviously, we cannot help anybody failing to un- 
derstand what we are proposing. 

We will be glad to explain to anybody who does not have a clear 
understanding of it, exactly what we do propose. 

Senator Wier. Just one further question. 

As I went out the door, I think the public is entitled to get your 
opinion on it, someone said, “Ask Mr. Reuther if he does not get his 
way 100 percent, will there be a strike?” 

Mr. Revuruer. It will be a happy day when I get my way 100 per- 
cent. It has never happened. I mean, we bargain, obviously, and 
at the bargaining table I do not know of any union that ever got 100 
percent of everything it went after. 

I have said to our people, and I made a speech at the end of our 
convention, because it is no small responsibility to have to sit down 
at the bargaining table with the biggest corporation in the world, 
representing 114 million workers and their families, and I said to 
them that I prayed that we could avoid a strike, and that we will do 
everything humanly possible to avoid a strike, because we do not 
want to strike. 

I do not think the industry wants a strike. I know America does 
not want a strike, and we are going to do everything in our power 
to try to get our measure of economic and social justice without a 
strike. That is why we think bargaining should be based upon eco- 
nomic facts and not economic power. 

Senator Wiley, I can say to you just as one human being to another, 
that when I sit at the bargaining table, you can be sure that I shall be 
doing everything in my power, in cooperation with my colleagues, to 
try to resolve these issues sensibly and sanely and fairly without the 
loss of 1 hour’s work. 

Senator Wier. Of course, you sense, and I need not tell you what 
a strike could mean to the economy of the country and the responsi- 
bility you have, and also the power that you have, representing this 
mass of union men. 

Mr. Revutuer. But you must always remember that a strike is a 
disagreement between two parties, and that one party is not necessarily 
always responsible. You must remember that, Senator. 

Senator Wixy. If each one will seek to find the way out of it in 
the interests of the public, perhaps something may come out of it. 
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But if each one stubbornly gets on his high horse and tries to tell the 
other where to get off at, maybe then the auto prices will go up. 

Mr. Revuruer. Senator Wiley, I said here many times over, and I 
did not do it just for public effect, I happen to believe this. I believe 
that Mr. Curtice and I, and Mr. Breech and I, or Mr. Ford or Mr. 
Colbert, when we sit together at the bargaining table, have a respon- 
sibility to the whole Nation which transcends our separate responsi- 
bilities. I would be motivated by that philosophy when I am at the 
bargaining table because I believe in it. 

I believe that the whole of America is more important than that 

art of America that I represent, even though I think my union is 
important. 

enator Wier. That is all. 

Senator Krrauver. There are a good many questions that I would 
like to ask you, Mr. Reuther, and I am sure that other Senators would. 
But we have been here long, and you are going to come back later on. 

I want to thank you and Mr. Weinberg for coming and testifying 
before this committee. 

I believe that if there is anything in the idea, which I believe there 
is, of getting facts and viewpoints, being helpful in connection with 
legislation or with a solution of these basic economic problems, by the 
time we have your testimony and the testimony of the heads of the 
automobile companies and other witnesses who will testify at these 
hearings, that all of this will be in the public interest and for the 
public benefit. 

You have shown yourself to be an effective advocate of what you 
believe in from your point of view, and we want to thank you for your 
assistance and for your appearance here before us today. 

Mr. Reuruer. Thank you. 

Senator Kerauver. We will be in touch with you, or the staff will, 
about a later appearance. Thank you very much. 

Mr. Revruer. Thank you. 

Mr. Wernserc. Thank you. 

(The prepared statement of Mr. Reuther is as follows :) 


ADMINISTERED PRICES IN THE AUTOMOBILE INDUSTRY 


PREPARED STATEMENT BY WALTER P. REUTHER, PRESIDENT, UNITED AUTOMOBILE, 
AIRCRAFT, AND AGRICULTURAL IMPLEMENT WORKERS OF AMERICA 


CONTENTS 
Introduction. 


Regret absence of corporation presidents. 

Prices are a public issue. 

Searching questions should be asked. 
The UAW’s fight against inflation. 

Recession is upon us. 

Needless price increases contributed. 

Profiteering price policies. 

Economic responsibility. . 

Inflation hurts all the people. 

W> fought inflation on the picket line. 

Continuing fight to hold the price line. 

Congress can put on the brakes. 

Profits prove price gouging. 

Auto industry sets pace. 

Auto prices raised again. 

Efforts continued. 

UAW proposal to cut prices. 

A binding commitment. 

Corporations can afford it. 

Effect of increased sales. 

Corporations evasive. 
















































































































































































































































































2346 ADMINISTERED PRICES 





Collective bargaining program for 1958. 
Minimum basic economic demands. 
Supplementary economic demands. 
Summary of demand. 

ee eee cannot evade this proposal. 

UAW proposals are not inflationary. 

Price cut or rebate would increase sales. 

Installment lenders also see price resistance. 

Jobs depend on price decisions. 

Action is urgently needed. 
Decisions affect entire world. 
What analysis will show. 
Information not all available. 
The auto industry’s drawn curtain. 
Must use some indirect evidence. 
Inflationary spiral has helped boost prices. 
Who has been responsible for price increases? 

Have auto wages risen excessively ? 

Wage increases of auto workers have not been responsible for past price increases, but have 
followed a management-proposed formula recognized by industry leaders to be “neither 
inflationary nor deflationary.” 

Auto industry wage formula. 

GM’s suggestions for resolving the problem. 
“Neither inflationary nor deflationary.” 
Formula boosts profits more than wages. 
Improvement factor does not justify price increases. 
Why fruits of technology must be fairly shared. 
Principle of wage formula accepted. 

C. E. Wilson defended fringe benefits. 

Fringes do not close the gap. 

The gap has been narrowed. 

Use of 1937—40 base would increase discrepancy. 
Productivity in after-tax real wages. 

Auto plants lead in automation. 

The industry’s conspiracy of silence. 

Auto comectiviy © delicate subject. 

Industry should asked to supply the facts. 
Price gouging elsewhere is no alibi. 

Ford has its curtain of secrecy. 

Price increases imposed by the automobile corporations have been up to $5 for every $1 
gained in wage increases. 

Ford figures equally striking. 

Profits per unit of production in the auto industry have increased many times faster than 

= and salaries per unit of production. 
M unit profits soar. 
Ford unit profits soar higher. 

Automobile price increases have been substantially greater than the combined increases in 
wage and material costs. 

Industry spokesmen would like to use their price increases as an excuse for union-busting, 

Officers cannot initiate strikes. 
Auto industry wage policy before union recognition was won. 
Long-term application of wage formula. 

Management’s greed for bigger and bigger profits has been the major factor responsible for 
price increases. 

Inflation could have been prevented 12 years ago. 
How profits increased. 

Rates of return on investment for the Big Three have been far higher than the average 

for American industry. 
Comparison with other industry. 

The vast expansion of automobile plant and equipment has been almost entirely paid for 

by consumers through extortionate price increases. 
Consumers pay for growth. 

Industrywide figures show sales growing much faster than payroll, and almost the same 
number of workers producing 50 percent more cars in 1957 than in 1947. 

General Motors could have absorbed all wage increases since 1955 and still have made 
profits after taxes exceeding 16 percent return on net worth. 

In the past 11 years General Motors’ stockholders have increased their gains from stock 
ownership many times faster than General Motors’ workers have increased their gains 
through pay for work done. 

Dividends soon double wages. 

What happened to competition ? 

What ee there is among the Big Three does not affect prices—there is no price 
com ition. 

They can’t buck General Motors. 

A serious threat. 

Ford’s double price increase. 

Raising prices to meet the “‘competition.” 

It is virtually impossible for any new firm to enter the automobile industry and thus 
create new competition. 

Independents declining. 
Conditions for survival. 
Problems of small firms. 
Enormous financial requirements. 

How the corporations set their prices. 

GM’s pricing policy crucial for whole industry. 

Policy implies control over prices. 

How GM plans production. 
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ral Motors price policies are intended to insure 20 percent net profits even if plants 
operate only 36 weeks per year. 
Dangers of “after-tax’’ profit policy. 
Tax cuts do not mean price cuts. 
Standard volume. 
GM seems to apes only 55 percent. 
What General Motors’ policy means. 
Through low break-even points General Motors aims to protect itself against any recession, 
and in doing so inflicts economic harm on all America. 
The lavish bonus plans for auto executives encourage them to drive for highest possible 
rofits regardless of the public good. 
Is it in the public interest? 
They lack confidence in America. 
Auto companies want quick investment return. 
nsibility for auto price increases established. 
Eeatlar policies found throughout big business. 
Oil prices deny law of supply and demand. 
Paper tirms cut production, maintain price. 
Textile executive urges same course. 
“Capacity has outrun demand.” 
This is not a supply and demand inflation. 
Big corporations immune to consequences of their reckless pricing. 
Workers and small business the victims. 
Labor the scapegoat. 
Workers the losers and not the gainers from inflation. 
The use and abuse of profit figures. 
Big business the real gainer at the expense of small business. 
The giants’ share of profits. 
Big corporations increased profits in 1957—while small business failures rose. 
The myth of the “cost-price squeeze.” 
Profit statements hide real returns, 
Where is the “‘profit squeeze’’? 
“Cost push” versus the facts. 
Implementation of the Employment Act of 1946 requires public notice and hearings before 
administered price increases become effective. 
Some substitute for lost rye competition must be worked out. 
Economic decisions should be based on facts, not power. 
People must have the facts to find their own way. 
Create Office of Consumers’ Counsel. 


Mr. Chairman, and members of the Senate Antitrust and Monopoly Subcom- 
mittee, these hearings represent for us the culmination of more than 2 years 
of effort to get some attention directed to what we believe to be unjustified, 
extortionate, and dangerously unwise automobile price increases imposed upon 
the American people by the Big Three producers behaving in essentially the 
same way as the steel producers who have already appeared before your sub- 
committee. 

For myself and for the members and officers of the UAW on whose behalf 
Iam here, I offer you and the members of your committee our heartfelt appre- 
ciation for undertaking this investigation and for the opportunity to appear be- 
fore your committee. 

We welcomed and immediately accepted your initial invitation to appear to- 
gether with the presidents of General Motors, Ford, and Chrysler for the pur- 
pose of examining the price-profit-wage picture in this industry. 


Regret absence of corporation presidents 


We regret, and in a very profound sense we resent, the fact that these three 
gentlemen, Messrs. Curtice, Ford, and Colbert, acting with remarkable unani- 
mity, have failed to comply with your original request to appear here for testi- 
mony and questioning at the same time that we make our contribution to your 
investigation. 

Instead, as we understand it, they will appear later, one at a time, presum- 
ably to recite prepared statements, to promise to get answers later to some of 
the most important questions put to them by your committee, to duck others 
and, in short, to avoid getting down to brass tacks on the issue of administered 
prices, vital as that issue is to the health of our economy and the strength of 
our Nation in this time of unparalleled peril. 

We were willing, we are willing now, to take part in a joint appearance. 


Prices are a public issue 


I understand the excuse has also been made that to appear with me before 
the committee would have involved the corporations in public collective bar- 
gaining with the union. I want to repudiate that suggestion completely. When 
I accepted the committee’s invitation to a joint meeting, there was no thought 
in my mind of raising any issue which should rather be dealt with in nego- 
tiations around the collective bargaining table. The issue in which this com- 
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mittee is interested is that of prices, and under the law of the United States 
that is not a collective bargaining issue upon which management is required 
to bargain. We have indicated that we have no intention of trying to bargain 
on prices, although we have called on the industry to live up to its respongj. 
bilities to the public when setting its prices. 

We in the UAW maintain that instead of raising prices on their 1958 models, 
as they did, the automobile companies could have struck a major blow against 
inflation by cutting prices an average of $100 per car at wholesale. This js 
not a collective bargaining issue with us, but a public matter which we have 
raised as a group of 1,500,000 Americans who are particularly concerned with 
the role of the automobile industry in our economy. The companies, on the other 
hand, maintain that this year’s price increases, and those of prior years, were 
necessary, and some management representatives at least have gone farther 
and have claimed that the price increases were a necessary result of increased 
labor costs. These matters have not been raised on either side as collective 
bargaining issues, but as matters of general public concern. This committee ig 
also considering the whole field of price increases as a matter of general public 
concern, and I believe it would have been wholly right and proper for us to 
have thrashed the matter out face-to-face before this committee. 

We believe that the traditions of cross-examination and direct confrontation 
as developed in our courts are sound also for investigations of this kind, and 
that they represent a most effective method of eliciting the truth from con- 
flicting claims. 

A still more desperate excuse for the refusal of the auto corporation heads to 
appear with me before you has been the suggestion that it would be improper 
under the antitrust laws for the presidents of competing companies to discuss 
prices together. I would just point out that they already have ample oppor- 
tunity to discuss prices in meetings of the Automobile Manufacturers Associa- 
tion. The antitrust laws do not provide, and I am sure that Congress never 
intended, that it should be considered a violation or an offense for manufacturers 
to appear jointly with a union, before a congressional committee in public hear- 
ings, in order to give testimony and answer questions as to their pricing policies, 
particularly when the purpose of the inquiry is to promote free competition and 
lower prices. 


Searching questions should be asked 


The bald fact is that the corporation managements have consistently evaded 
any discussion, and in particular any public discussion, of their price and profit 
policies with any representative of the union, because they know that there are 
too many embarrassing questions we could and would ask them. A number 
of the questions we would like to have asked the corporations are embodied in 
this statement. I hope that when the corporations do appear before this com- 
mittee, you will make sure that they are not permitted to get away with issuing 
meaningless statements drafted in their public relations offices, but will put to 
them searching questions about the operation of their policies, including those 
questions which I shall be suggesting here. 


e THE UAW’S FIGHT AGAINST INFLATION 


So that we may have the background for this appearance in the record may I 
state that since the summer of 1955 we have been asking that Congress do some- 
thing about the needless price increases that have been sapping the strength of 
our economy, fix responsibility for those price increases and take action to inhibit 
such picking of consumers’ pockets in the future. 

On July 7, 1955, the UAW international executive board adopted and published 
a resolution calling for a congressional investigation of price increases which 
were then threatening in the steel and automobile industries. In that resolution, 
ratified by our April 1957 convention, we said : 

“Full employment and full production are possible within our free economy 
only as we maintain a dynamic balance between our growing productive power 
and expanding purchasing power. Workers, farmers, professional, and white- 
collar groups, and small-business men all must enjoy greater purchasing power 
to provide an expanded market for America’s growing abundance. 

“Purchasing power can be expanded by increasing incomes through higher 
wages and salaries, by reductions in prices, or a combination of both. Since 
management has always maintained that prices are their sole prerogative and 
not a proper subject for collective bargaining, unions have had to make their 
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contribution toward increased purchasing power by securing higher wages and 
salaries. Nevertheless, workers, as consumers, are vitally concerned with the 
relationship between wages and prices because price increases decrease pur- 
chasing power and cancel the positive economic contribution that higher wages 
and salaries are intended to achieve.” ’ 

The past 2 years have proved the accuracy of those words. Long lines of 
obless men and women waiting to register for unemployment compensation now 
underline their tragic meaning. 


Recession is upon us 


Today, when the strength of our economy is more important than our military 
strength because, as former Secretary of the Treasury Humphrey told you No- 
yember 4, our military strength must depend upon our economic strength, when 
we need both military and economic strength to meet the challenge of the sput- 
niks and expanding Communist imperialism, the United States is already dan- 
gerously far gone into recession. 

It is a recession that was foreseen and predicted and warned against. It was 
avoidable. Many, including ourselves, warned against it and said how it could 
be avoided, how by private and public policies to maintain and expand mass 
purchasing power to keep pace with improving technology and productivity, the 
American people and the American economy could avoid a repetition of the 
boom-and-bust cycle which Mr. Humphrey seems to think is divinely ordained 
and inevitable. We urged management to exercise some girth control, to curb 
its appetite for short-run profits at the long-run expense of the entire economy, 
themselves included. We might as well have been talking to the blind and 
deaf. 

Today; partly because of tight money policies that Mr. Humphrey supported 
while Secretary of the Treasury, partly because of a series of unjustified price 
increases which Mr. Humphrey as chairman of National Steel Co. defended for 
2 days before this committee, the purchasing power of the American people, most 
of them wage and salary earners or farmers, has been eroded far past the danger 
point. Americans cannot buy back as consumers fair and healthy shares of the 
increasing volume of manufactured and farm goods, foods, fibers, and services 
that as producers they can turn out in increasing quantities each year, thanks 
to automation and steadily advancing technology in industry, in business, and 
on the farm. Already billions of dollars worth of plant and equipment lie idle 
and unproductive because at today’s inflated prices too many people lack the 
purchasing power to buy the goods we could be producing. A growing army 
of workers faces the bleak prospect of unemployment this winter, denied by 
forces beyond their control the means of providing for themselves and their 
families, and the opportunity of contributing to the wealth of their country. 

By pushbutton control exercised through administered prices, Mr. Humphrey, 
Mr. Blough of United States Steel, Mr. Homer of Bethlehem Steel, all of whom 
have testified before your committee, and Messrs. Curtice, Ford, and Colbert 
who will shortly come before your committee, have priced millions of consumers 
out of the market and workers out of jobs. 


Needless price increases contributed 


Needless price increases have not been the sole cause of today’s recession, but 
they have been a major contributing cause. And among those who must bear 
a major share of responsibility for such price increases are the giant corpora- 
tions which dominate key industries, including the automobile industry. The 
automobile industry, in fact, is in a particularly vital position. At the begin- 
ning of each new model year, business analysts and businessmen generally 
watch eagerly to see how automobile sales are shaping up, because the difference 
between a good year and a bad year in the automobile industry can very well 
mean the difference between a good year and a bad year for the many indus- 
tries which supply it, and eventually for the entire economy. The major auto- 
mobile manufacturers, whose pricing policies can determine each year whether 
nillions of American families will be able to afford a new car, have the respon- 
sibility of making decisions whose economic impact is felt far beyond the confines 
of the automobile industry alone. 


Profiteering price policies 


It is the contention of the UAW that for many years past the leading auto- 
mobile corporations, and in particular the biggest of them all, General Motors, 
Which sets the pace for the rest, have insulated themselves from the play of 











2350 ADMINISTERED PRICES 


competitive market forces which are supposed to determine price levels in g 
free enterprise economy, and have been able instead, in large measure, to get 
the prices of their products in accordance with predetermined policies estap. 
lished by the corporations. 

The term “administered price” is often loosely used without any very clear 
recognition of exactly what it implies. But in the price policy which was 
developed at General Motors in the 1920’s and has been followed by the corpo. 
ration with every little change for almost 35 years, it is possible to see price 
administration in action. As practiced by General Motors, it involves first g 
recognition that the corporation is a law unto itself, that prices are set accord. 
ing to company price policy and not through the play of market forces, [It 
involves, second, a deliberate policy of attempting to make the corporation 
depression proof, of setting prices at a level which assured the corporation some 
profit even in the worst years of the depression, and in boom years boosted 
return on investment to such fantastic levels as 76 and 86 percent before taxes, 
It involves a policy of setting prices at a level theoretically designed to assure 
the corporation of profits after taxes which through good years and bad will 
average about double those enjoyed by other manufacturing companies, and 
which in practice have been even higher. 

Needless to say, this form of price administration, as practiced by General 
Motors, has not been in the interests of the American people, nor has it been in 
the tradition of American free enterprise. It has cast aside the principle of 
keeping prices down to maintain high volume and low unit costs, with overall 
profits arising out of a high volume of production. Instead, prices have been 
established at artificially high levels, achieved by gouging the buying public 
through round after round of needless price increases. The consequence of 
these policies has been to limit the size of the automobile market, to reduce job 
opportunities in the automobile industry and thus to inflict needless unemploy- 
ment and loss upon the workers in the auto plants. 

Elsewhere in this statement we shall analyze in greater detail the methods 
and consequences of General Motors pricing policies as they have been revealed 
from time to time by top General Motors’ executives. 

Economic responsibility 

It is because we appreciate so very much the great responsibilities which lie 
on both management and labor that we in the UAW for the past 12 years have 
consistently and earnestly concerned ourselves with the problem of inflation, 
The size and strength of America’s great economic institutions, be they corpora- 
tions or unions, make it incumbent upon them to recognize their responsibilities 
for maintaining the economic health of the Nation at full production and full 
employment levels. This requires the steady expansion side by side, of pro 
ductive capacity and purchasing power. The role of major corporations and 
unions in the setting of prices or negotiating on wages vitally affects this 
expansion and has repercussions on virtually all sections of the community. 

The very nature of our free society makes it mandatory for its parts to 
function within a framework bounded by something more than a philosophy 
of “this is my own private business and my wages, prices, and profits are of 
no concern to the public.” It is precisely because we in the United States 
have chosen not to subject the entire economy to Government regulation that 
we must conduct our affairs with a sense of responsibility and restraint. To 
do otherwise is to risk either (1) spreading inflation to be followed eventually 
by a recession or depression, or (2) steadily increasing Government interven- 
tion, direction and control. 


Inflation hurts all the people 


It should, therefore, be no surprise that the UAW has consistently sought 
ways and means to combat the inflation which has been insidiously sapping our 
economic strength during most of the postwar period. In the past few years 
we have redoubled our efforts in this respect. We have done so despite the 
fact that the day-to-day earnings of the great majority of UAW members are 
protected to some degree through the so-called escalator clauses in our wage 
agreements. These clauses provide for automatic adjustment of wage rates 
at regular intervals in accordance with change in the official Consumer Price 
Index. Even with this protection, however, when prices go up, the value of 
workers’ hard-earned savings goes down, their insurance protection is eatel 
away, and the buying power of pensions paid to retired workers is forced 
downward. 
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While UAW members have some protection against inflation, we are deeply 
concerned about the millions of American families who lack any real defense 
against the eroding effects of rising prices. I am thinking especially of those 
on fixed incomes, including schoolteachers, Government workers, pensioners and 
others who suffer the heaviest blows during an inflation. Virtually every 
month brings them a lowered living standard. The value of savings counted 
on to provide security and dignity in old age melts away as prices continue 
to rise. 

Moreover, we know that if other groups in the community find their purchasing 
power reduced by inflated prices, so that many people have to postpone the 
purchase of new cars they would otherwise have bought, the jobs of auto 
workers are immediately threatened. The members of our union understand 
that we can enjoy full employment and prosperity only so long as our whole 
economy is healthy and growing. To achieve that end, all the people must 
share in the broad base of purchasing power, expanded and continually expanding 
to match our growing productivity. This purchasing power should neither be 
held down by economic stagnation nor eaten away by manmade inflation. 

The UAW has constantly battled unjustified price increases, both in the in- 
dustries in which our members work and in the economy as a whole. In World 
War II we supported price controls, and our union maintained in Wash- 
ington a full-time consumer counsel whose job it was to help protect the price 
front against the inroads of profiteers who endeavored, with considerable 
success, to infiltrate and weaken Government agencies which had been estab- 
lished to prevent price gouging. 


We fought inflation on the picket line 


At the end of the war, from November 21, 1945, to March 13, 1946, UAW mem 
bers employed by General Motors engaged in a costly 113-day strike in 
which the major issue involved the union’s concern about preventing automobile 
price increases. Before entering into negotiations, we had made a careful 
analysis of the corporation’s financial position, and the economic demands which 
we placed before the corporation were those which we had assured ourselves 
could be granted without a price increase. But we did not rest our case upon 
our own judgment alone. We made this offer: If the company claimed it 
could not meet our demands and still enjoy a reasonable profit without increasing 
prices, and if the company could establish that claim, we would reduce our 
demands by whatever amount might be necessary to void a price increase. 

General Motors Corp. refused to accept that challenge. It walked out on 
the impartial factfinding board, which had been appointed by the President to 
make a public investigation, rather than submit to a test in public hearings, of 
its ability to meet our demands without raising prices. Its management adopted 
in 1945, as it did again in 1957, the arrogant attitude that no one has the right 
even to question or examine the prices charged or the profits made by the 
world’s largest manufacturing corporation. 

General Motors at that time also did its best to persuade the UAW to adopt 
the same arrogant, irresponsible, consumer-be-damned attitude. At the com- 
mencement of our negotiations, the union presented a brief to the corporation 
substantiating in detail our contention that a wage increase without a price 
increase was possible and desirable. In the talks that followed, the following 
discussion took place between Mr. Harry Coen, director of labor relations for 
the corporation and myself. I am quoting from the stenographic transcript 
of the proceedings : 

“Mr. Coen. Is the UAW fighting the fight for the whole world? 

“Mr. ReutHer. We have been fighting to hold prices and increase purchasing 
power. Weare making our little contribution in that respect. 

“Mr. Corn. Why don’t you get down to your size and get down to the type 
of job you are supposed to be doing as a trade union leader, and talk about 
the money you would like to have for your people and let the labor statesmanship 
go* * * for a while?” 

Then, a few pages further in the record: 

“Mr. ReutHer. The point you make is this. What you think we are doing— 
Iam trying to get the thinking, because if we can understand each other, maybe 
We can move in the right direction. I understand you are critical of our posi- 
tion, and you think our position makes it more difficult to work out a solution 
because we are getting into issues here that lie outside the narrow limits of 
collective bargaining. 
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“Mr. Coren. I think that is very well stated. 
“Mr. ReutHer. That is your argument? 
“Mr. Coen. Yes. 

“Mr. ReurHer. That if we came in here on the basis of old-fashioned labor 
bargaining and said, ‘We think, * * * we are entitled to so many cents an 
hour, and we are going to fight to get it,’ if we didn’t think about prices and 
the OPA, that you think we would get further down the line? 

“Mr. Coen. That is our business with the Government, our business of setting 
prices on the cars, in a free economy, without the OPA dictating it, and the 
profit is something that expands and contracts along with your volume. I don’t 
think those things—— 

“Mr. ReutHer. Don’t you think it is constructive for us 

“Mr. Coen. No, I don’t think it is constructive. 

“Mr. ReutHer. To be interested in the price question? 

“Mr. Coen. You can be interested in it, but you are getting clear out of 
your sphere as a trade union leader. 

“Mr. Reutuer. But don’t you think it is constructive for us to try to relate 
our wage question to prices? 

“Mr. Coen. Nobody else is doing that but you * * *.” 

There was a good deal more along the same line. But the representatives of 
General Motors made it clear that in their opinion our proper function was to 
demand from them what we wanted, what we thought we had the economic power 
to obtain, and that we ought not to concern ourselves with what the effect on 
prices would be. 

We in the UAW could not then and cannot now agree with that position. 
We believe we have a duty to act responsibly, and we are prepared to accept 
proper responsibility for the consequences of what we do. By the same token 
when corporations such as General Motors or Ford, with their power to ad- 
minister prices, put through round after round of needless price increases, 
whether or not they falsely attribute them to the pressure of wages, then we 
must make a public issue of the entire price-profit-wage relationship. As a 
responsible union, we can follow no other course. 

The automobile companies have sometimes been heard to claim that during 
the late 1940’s, before the backlog of demand for new cars had been satis- 
fied, they refrained from raising prices as high as the market would have per- 
mitted. When you look at the profit figures for those years, which are presented 
later in this statement, it is hard to believe that any corporation would have 
dared to gouge the public for more. But if the companies did exercise some 
small measure of restraint, a substantial share of the credit should be given 
to the determination and self-sacrifice of General Motors’ employees who, in 


1945, first challenged the industry’s greedy and irresponsible price and profit 
policies. 


Continuing fight to hold the price line 


In the summer of 1950, when we were threatened with a serious inflationary 
spurt as a result of the Korean war, as president of UAW and on behalf of 
UAW members and their families, I called on President Truman and Congress 
to impose price controls. On many occasions, when the autu.nobile, steel, and 
other basic industries have planned price increases, the UAW has done its 
best to insure that the American public was made aware of the strong economic 
positions of the corporations, positions which made price increases wholly un- 
necessary. In October 1950, we prepared and distributed to the press a thorough 
analvsis of the automobile industry, both the industry as a whole and the 
6 leading firms individually, establishing that there was no necessity for a price 
increase to insure satisfactory profits. In July 1955, after the steel corpora- 
tions had raised prices, and when it was evident that price increases were also 
planned by the major automobile companies, the UAW international executive 
board formally called for a thorough congressional investigation of those infla- 
tionary moves. 

That was many months before the current sharp upward trend in prices began. 
But there were already signs of trouble to come. There had already been a 
creeping rise of industrial prices, which was not being reflected in the overall 
price index only because agricultural prices were falling and thus holding the 
general index down. In the opinion of our union, these repeated and unneces- 
sary price increases were contributing to the continuing decline in the standards 
of living of our already depressed farm population. We recognized that the 
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farm depression was masking the creeping inflation imposed by corporate ad- 
ministered price policies. We understood that inflation and troubled times 
lay ahead if public opinon were not aroused in time to induce restraint on the 
part of executives in big corporations who were grossly abusing their power 
to fix prices. 

Congress can put on the brakes 


We believed, and we still believe, that a congressional investigation, by digging 
out and publicizing the true facts about prices and profits, and recommending 
such legislation as may be deemed appropriate, can put the brakes on adminis- 
tered price and profit gouging by industry. Through effective use of this proce- 
dure we can avoid, or at least minimize, future repetitions of unjustifiable price 
increases Which month after month force the cost of living upward to new 
record highs. 

As we had predicted, the automobile companies did raise prices in the fall of 
1955. As was to be expected, they tried to justify their action by attributing 
the price increase to economic gains made by the UAW members earlier in the 
year. But when the facts are examined, it becomes celar that the major auto 
companies, on the evidence of their own financial statements, could have absorbed 
these relatively small added costs without a price increase. In fact, they could 
have absorbed the costs, cut prices substantially, and still have received a far 
higher return on their investment than the great majority of American 
corporations. 

Profits prove price gouging 

During the first 9 months of 1955—hbefore prices had been raised, but after 
the gains of the workers had been largely in effect for 4 months—General 
Motors’ profits represented an annual rate of return on investment of 78.9 
percent before taxes, and a return of 36.5 percent even after all taxes had been 
paid. 

(Table 1 follows :) 


TaBLe 1.—Sales, profits, and net worth, General Motors, Ford, and Chrysler, 1st 
9 months of 1955 


{In millions] 





General . Chrysler 
Motors | 
| 





Sales__- 3. $3, 955. 1 $2, 466. 3 
Profits before taxes: 


Amount... — ae Da ‘ $689. 4 | $162. 2 
As percent of net worth (annual rate) : 57.7 | 36.9 


Profits after taxes: 
Amount_. ease HS SAE ; $312. 2 $70.6 
16.0 


As percent of net worth (annual rate) 36. ! 26.1 
Net worth at beginning of year. ....-...._------- itaen $1, 593.3 $586. 5 


Source: Moody’s Industrial’s. 


Ford’s profit was equal to a return of 57.7 percent before taxes, and 26.1 percent 
after taxes. Chrysler’s profit was equal to a return of 36.9 percent before taxes, 
or 16 percent after taxes. By comparison, the profits of all manufacturing 
corporations for this period equaled an annual return of 23.5 percent before 
taxes and 12.2 percent after taxes. 

In other words, for the first 9 months of 1955, before any price increase, Gen- 
eral Motors’ profits after all taxes were paid were at a rate 3 times greater 
than those of all manufacturing corporations combined. Ford profits were at 
over twice the rate, and Chrysler profits, although its share of the market had 
shrunk, were nevertheless at a rate 31 percent greater than those of all manu- 
facturing companies. 

Yet it was after chalking up such fabulous rates of return for the first 9 months 
of 1955 that the motor corporations made the decision to raise prices still higher, 
to gouge still greater profits from the helpless consumer. 

This policy of reckless and shortsighted profiteering by the motor companies 
deserves the closest attention of Congress and the administration, because its 
impact was felt, not only by car buyers who were forced to pay a higher price 
than necessary, or would-be car buyers who were priced entirely out of the new- 
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ear market, but by every community in which automobile production was cep. 
tered, and indirectly by the economy as a whole. It was the reckless greed of 
the automobile companies, combined with their headlong production race for the 
1956 market, which piled up car inventories, produced the grave unemployment 
crisis of 1956 in the automobile centers, and contributed to the weakening of 
the whole economy. 


Auto industry sets pace 


The great importance of the automobile industry as well as the enormous con- 
centrated power of its major companies inevitably makes it the pace setter for 
much of the economy. Price action by the major automobile producers fre- 
quently serves as an example, good or bad, for other industries and companies, 
Unless major automobile, steel, and other big companies recognize and accept 
the full responsibilities that go with their great power, it is hard to foresee price 
stability and a sustained state of economic progress in our form of society. 

Our union continued its efforts to put the brakes on inflation. In August 1955, 
as prices moved upward another notch, I repeated our demand for a congressional 
investigation. In March 1956, when still another round of steel price increases 
was called for by the chairman of National Steel Corp., I again called for “an 
exhaustive, fearless, and remedial investigation of industrial prices and profits, 
including a thorough examination of the relation of hourly wages and unit labor 
costs to this continuing wave of price increases * * *.” 

In August 1956, when the rising Consumer Price Index resulted in an increase 
of 4 cents in the cost-of-living allowance under our agreements with the motor 
manufacturers, I issued a statement pointing out that this represented no gain 
in real wages but merely partial protection against inflation, and I called upon 
the candidates of both parties to pledge an investigation of profits and prices, 


Auto prices raised again 


In the fall of 1956 the auto companies again raised their prices, despite the 
depressed market and widespread unemployment among autoworkers, and despite 
warnings from their own dealers that price increases could cut sales by as much 
as a million units. Early in September, as reported by Automotive News for 
September 10, 1956, Mr. Carl E. Fribley, then president of the National Automo- 
bile Dealers’ Association, warned that dealers were unable and the public was 
unwilling to absorb price increases on 1957 models. The report stated in part: 

“Fribley said that 1956 price increases were absorbed entirely by dealers 
which caused a net profit reduction from 3.1 percent before taxes for the first 
6 months of 1955 to 1 percent in 1956, a per-car reduction from $138 to $48. 

“ ‘Customers,’ he added, ‘are more price conscious than ever. Resistance to 
buying is far greater because of price than anything else.’ 

“Despite the fact that the auto manufacturers will introduce many improve- 
ments and important changes in the 1957 models, Fribley believes it quite obvious 
that dealers will be unable to absorb a price increase and will be forced to pass 
these on to the public.” 

a * * . * an ” 


“Fribley pointed to prewar pricing methods as ideal for the industry to follow 
this year. 

“He said, ‘In the years before World War II when new model prices [were] 
held or reduced, the result was increased volume for manufacturer and dealer 
alike. 

“*T am wondering,’ he told his dealer audience, ‘if holding the price line this 
year, despite increased costs to manufacturers, would not produce enough addi- 
tional revenue for the manufacturers so that the end result on higher volume 
would be more profitable than raising prices which would thereby result in lower 
volume. 

“ ‘Tt is the prerogative of the manufacturer to price his cars at wholesale, but 
dealers throughout America have a tremendous interest and stake in the final 
pricing of automobiles. 

“‘In my opinion, pricing of 1957 models could mean the difference between a 
6%- to 7-million-car year or a 5% to 6-million-car year for the automobile 
industry,’ Fribley concluded.” 

Present indications are that domestic sales of United States made cars for 1957 
totaled about 5.8 million passenger cars. This compares with 7.4 million in 1955 
and 5.9 million in 1956. A continuation of the downward trend is anticipated, for 
Ward’s Automotive Reports has forecast total production of only about 5.3 mil- 
lion in 1958, including 100,000 for export. We do not believe there has been any 
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decline in the American people’s need for new cars, but there has certainly been 
a decline in their willingness or ability to buy new cars at ever rising prices. 
There can be no doubt whatever that a substantially higher number of cars 
would have been sold both in 1956 and 1957 if prices had not been raised. There 
ean be no doubt either that the gloomy prospects for 1958 could be remarkably 
brightened if the recent price increases were canceled and replaced with a price 
cut or the assurance of a rebate. 

Mr. Fribley restated his position in April 1957, when he said, “Today, almost 
8 months later, I can see nothing that would change these remarks.” Following 
the publication of our proposal for a $100 price cut on 1958 model cars, he again 
indicated that his position had not changed. The Wall Street Journal on August 
19, 1957, reported : 

“At his home in Norwich, N. Y., yesterday Mr. Fribley said his views were still 
the same on auto pricing as those quoted in the Reuther letters. ‘If at all pos- 
sible,’ he said, ‘the price line should be held because dealers can then reasonably 
expect an increase in volume.’ ” 


Efforts continued 


In December 1956, UAW members in the auto industry received a 2-cent 
increase in their cost-of-living allowance as a result of the continued rise of the 
Consumer Price Index. Ironically enough, a major factor was the increase of 
prices on passenger cars. I wrote President Eisenhower and urged him to call 
for a congressional investigation of the wage-price-profit relationship. 

In reply, the Assistant to the President, Mr. Sherman Adams, indicated that the 
President felt that such an act on his part would be an intrusion on the preroga- 
tives of Congress. 

Because we in the UAW felt that it was right and proper to call upon the repre- 
sentatives of the people to act when action in the people’s interest was obviously 
necessary, I then wrote personally to each Member of the House and Senate, 
urging them to take the initiative in ordering an investigation of the causes of 
inflation. 


UAW proposal to cut prices 


When it became apparent that a still further round of price increases was to 
be expected at the end of 1957 on 1958 models, I wrote to the presidents of General 
Motors, Ford, and Chrysler, with a proposal which not only would have made a 
price increase unnecessary, but would have made a price cut possible. 

What I, in the name of UAW, proposed in brief is this: 

1. That the leading automobile producers reduce prices on 1958 models to 
levels averaging at least $100 below the prices for comparable 1957 models. 
2. That if such price reductions were put into effect, the UAW on its part 
would give full consideration to the effect of such reductions on the financial 
positions of the respective corporations in the drafting of our 1958 contract 
proposals and in our negotiations which will be taking place in a few months. 

As I pointed out in my letters to the companies, the second part of this proposal 
if accepted would in fact have been self-enforcing. If price reductions had an 
adverse effect on the industry’s financial position, we would have had no alterna- 
tive but to take that fact into account in our negotiations. 

However, we were prepared to take a further step. We were ready to set up 
machinery which would assure that our bargaining was conducted within the 
framework of the economic conditions resulting from a price reduction of $100 
per car. We proposed that if, in the course of negotiations, a question should 
arise as to whether the granting of our demands would necessitate a restoration 
of part or all of the $100 per car price reduction, we would be willing to submit 
that question to impartial review and to be guided in further negotiations by the 
results of such review. .- 

Details of the review procedure would have been worked out jointly, but we 
suggested as one possibility that each party name one member to a review panel, 
they in turn to select a third as chairman, or if they could not agree on a chair- 
man he might be named by some clearly impartial person in public life. The 
panel would receive testimony from both parties, and after considering all the 
evidence would determine whether or not the union’s demands exceeded the 
amount that could be paid without necessitating restoration on any part of the 
$100 price cut in order to yield the corporation a reasonable rate of return on 
its investment, and if so, by how much. 

The panel’s findings would be made available not only to the parties but also 
to the public. 
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Following publication of the panel’s findings, the union and the corporation 
would resume collective bargaining in the light of those findings. 

As I pointed out, the price action we proposed would have exercised a power- 
ful effect on the general economic climate. Corporations in other industries, 
which might otherwise have been tempted to raise prices, would have been under 
strong public pressure to exercise restraint. Similar price action, taken even 
now, would have a tonic effect on our now obviously sagging economy. 


A binding commitment 


At this point I would like to deal with one matter which was raised by Senator 
Kefauver in his ietter inviting me to attend these hearings. The letter de- 
scribed our offer to the automobile companies as rather vague and indefinite. 
I would like to submit, with all respect, that it was not vague and indefinite at 
all. It is true that if the question of whether the employers could grant the 
union’s demands without restoring any part of the $100 price cut were submitted 
to the panel we propose, the findings of that panel would not be binding. 

At the same time, if the panel were to find that the union’s demands could not 
be met without a restoration of all or part of the price cut, then I think we have 
committed ourselves so deeply and so publicly to the proposal for a price cut 
that it would be impossible for us to reject the panel’s finding and refuse to 
reduce our demands accordingly. We would be committed to confine our bar- 
gaining within those findings. But the corporations, under our proposal, would 
not have been committed to yield everything possible within those findings. Thus, 
to the extent that the proposal was vague and indefinite its lack of precision fa- 
vored the corporations rather than us. 

If the corporations had accepted this proposal we would have been committed, 
and we would have been happy to be committed because in exchange we would 
have helped to strike a real blow against inflation. Its consequences in ex- 
panded automobile sales and higher employment in the auto industry and all 
those industries which supply it would mark a major step toward ending the 
current recession. 


Corporations can afford it 


Before we in the UAW made this proposal we naturally took a good look at 
the balance sheets of the corporations to determine its feasibility. We found that 
the profitability and price reduction potential of the Big Three are so enormous 
that the proposed $100 price reduction for consumers and significant gains for 
our members were perfectly compatible with reasonable returns to the corpora- 
tions’ stockholders. 

At the time I wrote the corporations last August proposing a $100 price cut, 
financial reports on their 1957 operations were available only for the first 6 
months of the year, and estimates as to the probable cost of the price cuts were 
made on that basis. Financial reports are now available for 9 months, including 
the third quarter of the year when model changeover had an adverse effect on 
profits. 

On the basis of these latest figures, table 2 shows what would happen to the 
profit positions of the 3 corporations if they reduced prices on their 1958 
models by $100 per car, but did not increase their sales at all above the 1957 
level »s a resvlt of that reduction. 

(Table 2 follows:) 
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Taste 2.—Effect of $100 cut in passenger car wholesale prices on profits of 
General Motors, Ford, and Chrysler, assuming no increase in sales, 1st 9 
months of 1957 

[Dollar amounts in millions] 














| 
General Ford Chrysler 
Motors 
Number of passenger cars produced_--........--------..---.-----.-- 2, 103,462 | 1,483, 032 | 964, 062 
ee ene Gir RNR OE OU nn nc wasenoed mudaeueaieseae | $4, 582 PY $1, 988 $646 
Reported profits before taxes.....-..........-.....--...-..------20-- $1, 223 78 $220 
mene ST INOONUMENE DT GI TIOUNDON nid isk Sk on tea bees Seno daweoaahndebn~ ae SUIS bsisscseyisi 
Adjusted profits before taxes __...._.._.-...-.-.---.-----. ae $1, 223 $593 $220 
Less: $100 times number of cars produced-_................--------.- $210 $148 $96 
Profits before taxes after $100 price cut: 
PN « co kendabis cancer cstb aptinrntie see cblesneyindeu $1, 013 $445 $124 
As percent of net worth (annual rate)__.......-.-..----...- | 29. 5 29.8 | 25. 5 
Reported profits after taxes. ._........-..-----------------n----0---- $603 $229 $104 
Add: After-tax cost of extraordinary expenses !.............--.----..|------------ G00 leon oo ee vee 
Adjusted: profita after tenets ~ 5 66.056-nk 24sec cnc anne ---scssues-} $603 | $284 $104 
ees Date eee CORE Ol Bd TIOO GS Prec ncncnpeuncepsedtusowacacnens $104 | $71 $45 
Profits after taxes after $100 price cut: 
PT trinend http annem anniek enn panama ene i | $499 $213 $59 
As percent of net worth (annual rate) -..--....-....---..--- 14. 5 | 14.3 12.2 








1 Ford announced that it incurred $115,000,000 in extraordinary expenses during the Ist 9 months of 1957 
in getting the Edsel into production. Had it not been for these extraordinary expenses, profits would have 
been higher by $115,000,000 before taxes and $55,000,000 after taxes. 

3 Obtained by applying to the pretax cost of a $100 price cut the ratio of reported profits after taxes to 
reported profits before taxes. 


Sources: Moody’s Industrials, Ward’s Automotive Reports. 


Chrysler Corp. would still make a profit equal, at annual rate, to a return on 
investment of 25.5 percent before taxes and 12.2 percent after taxes. General 
Motors’ annual rate of profit would be 29.5 percent before taxes and 14.5 percent 
after taxes.’ 

With regard to Ford, it is necessary to take into account the fact that 
Ford’s profit figures for 1956 were greatly reduced by the extra cost of pro- 
ducing the new Edsel line. A press release issued by the Ford Motor Co. on 
October 28, 1957, summarizing their finances for the first 9 months of 1957, 
said : 

“Profits before taxes for the period were reduced by unusual costs associated 
with the company’s major product line and facility expansion program. In the 
first 9 months of 1957, such costs totaled over $115 million; in the same period 
of 1956, they were $60 million.” 

In other words, Ford’s actual profit on its current 1957 operations was $115 
million greater than the balance sheet shows. The $115 million in extra costs 
have now been met. They will not recur in 1958. Therefore, all other things 
being equal, Ford Motor Co., for the same volume of sales in the first 9 months 
= 1958, could expect to show $115 million more profit than in the first 9 months 
of 1957. 

Table 2 shows that after making this adjustment, and on the same other 
assumptions as were made above for Chrysler and General Motors, the final 
result of the proposed price cut would be to leave the Ford Motor Co. with a 
return of 29.8 percent on its investment before taxes and 14.3 percent after taxes 
if the pricecut did not result in any additional sales. 

These figures all compare very favorably with an average return on in- 
vestment of 21.9 percent before taxes and 11.8 percent after taxes for all man- 


orga corporations during the same period, when calculated on the same 
asis. 





2In these calculations and those which follow, no adjustment has been made for changes 
in executives’ bonuses due to profit changes. 
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Effect of increased sales 


The above calculations were made on the assumption that a cut in price 
would have no effect on the number of cars sold. Realistically, we all know 
that, if car prices were cut, sales would certainly increase. I have already 
quoted Mr. Carl Fribley, past president of the National Automobile Dealers’ 
Association, who should have a pretty clear idea of the relationship between 
prices and sales. He indicated that a price differential of the same general 
order as the price cut we proposed could mean a difference of 1 million in the 
number of cars sold in a year. 

Mr. Fribley’s estimate may be too high or too low—we cannot tell, since none 
of the automobile companies saw fit to accept his advice. For the sake of 
illustration we have applied Mr. Fribley’s estimate, but we have qualified it 
with another assumption which is conservative in the extreme—namely, that 
the cost per car of producing those extra million cars would be exactly the same 
as the cost of producing the first 6 million. This we know is not only most 
conservative but untrue, because with the huge investment and the high tooling 
and other fixed costs involved, the average cost per car decreases steadily as 
volume of production goes up. 

The resulting calculations are shown in table 3. On the basis of the as- 
sumptions made, Chrysler’s return on investment would be 28 percent before 
taxes and 13.3 percent after taxes. General Motors’ return would be 31.6 per- 
cent before taxes and 15.6 percent after taxes. Ford’s return would be 32.6 
percent before taxes and 15.6 percent after taxes. 

(Table 3 follows:) 








Tasie 3.—Effect of $100 cut in passenger car wholesale prices on profits of Gen- 
eral Motors, Ford, and Chrysler, assuming that the price cut would increase 
the industry’s unit sales by 1,000,000 cars per year, 1st 9 months of 1957 


[Dollar amounts in millions] 





General 
Motors 
















Ford Chrysler 





Dollar sales volume before price cut..........-...-..-.-.--.--------- $8, 235 


$4, 419 $2, 746 
Th nal omliininiahematabaeneneesbaeoonnee $210 $148 $96 
I Tid hte in Cevnenctinvncds $8, 025 $4, 271 $2, 650 
Profits before taxes after price cut !: 
ee eee neler ens anneidawepescsimmaawongud $1,013 $445 $124 
As percent of adjusted sales unit__..........-.---.---.......--.- 12.6 10.4 4.7 
Company’s share of industry’s unit sales (percent) ..............-.-- 46.0 30.9 20.0 
Company’s share for 9 months of 1,000,000 per year increase in 
I cence eeeeimene 345, 000 232, 000 150, 000 
Sales value of the increase at $1,700 per car__...............----.---- $586 $394 
Profits before taxes on the increase in sales *..__................-.--- $74 M1 $12 
Total profits before taxes: 
te aie he ede De tied Sat ainaayensnibnanpeace ee $1, 087 $486 $136 
As percent of net worth (annual rate)_-...-..............-..-... 31.6 32.6 28.0 
Profits after taxes after price cut !_........-....-..-..--.. ..-.---.-- $499 $213 
Profits after taxes on the increase in sales #_......,......---.-------- $36 $20 $6 
Total profits after taxes: 
Amount. -._..-.- a nenh dein heeeeapbiabanpaommptenaekhwneehs $535 $233 $65 
As percent of net worth (annual rate).............-...-.-- 15.6 15.6 13.3 

















1 See table 2. 
3 Obtained by applying the “ye profit margin to the increase in sales. 
§ Obtained by applying to the increase in profits before taxes the ratio of reported profits after taxes 
reported profits before taxes. 


Sources: Moody’s Industrial’s, Ward’s, Automotive Reports. 






As I have said, we were confident on the basis of the calculations we had 
made that it would be entirely possible for the corporations to make the $100 
price cut we proposed, and still earn a very satisfactory rate of return on in- 
vestment. If our conclusions had proved wrong, we were prepared to amend 
our 1958 collective bargaining proposals in accordance with the economic facts 
resulting from the price cuts. 


Corporations evasive 
The automobile companies chose to brush aside our proposal. All three re- 
plied with evasions and irrelevancies. 


Not one of them denied that a price cut would mean greater sales, higher 
production and increased employment. 
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Not one denied that the increased volume would help substantially to compen- 
gate them for the reduced profit per unit. 

Not one of them questioned our demonstration that in any event they could 
afford to reduce prices and still enjoy a very enviable return on their investments. 

Not one of them showed the slightest willingness to accept the responsibility 
of their dominant position in American industry by giving a lead to all industry 
in a practical program against inflation. 


COLLECTIVE BARGAINING PROGRAM FOR 1958 


When it became apparent that the Big Three were not going to consider our 
proposal for a price cut, we were faced with the task of formulating the union’s 
economic demands for 1958 collective bargaining. In spite of the attitude ex- 
pressed by the industry, we still felt that our bargaining must have two major 
goals in view: (1) A minimum program of indisputably noninflationary economic 
gains which would enable all UAW members and their families to share equitably 
in the increase in productivity in the entire economy under full employment con- 
ditions, and (2) a supplementary program which would enable both consumers 
and workers to obtain their shares of the fruits of more advanced technology 
in the automobile industry. 


Minimum basic economic demands 


The basic minimum economic demands which we intend to put before every 
employer with whom we negotiate in the industry represent the minimum rate 
of progress that all workers have a right to expect as their share of technological 
improvement in the economy. As I shall show elsewhere, real wages of auto 
workers have failed in the past 20 years to keep up with the actual rate of pro- 
ductivity increase in the economy, and under our wage formula as it now stands 
they would slip even further behind. The annual “improvement factor” in- 
crease, which is supposed to be equivalent to the rate of productivity increase 
in the economy, is only 214 percent. 

Yet from 1947 through 1956 the average annual rate of productivity advance 
in the economy, as published in the Report of the Council of Economic Advisers, 
transmitted to Congress January 20, 1958, was 3.9 percent, for a period which 
included the disruptions to production resulting from the Korean war, the reces- 
sions of 1949 and 1954, and the retarded rate of economic growth of the past few 
years. Under full employment conditions, which can be achieved and main- 
tained only if workers do share fully in the fruits of technological advance, the 
annual rate of increase would be significantly higher. 

The items in the basic program can be summed up as a noninflationary general 
wage increase proportionate to the rate of productivity advance in the economy 
as a whole attainable under full employment conditions, removal of wage in- 
equities within companies and among companies, and increased protection for 
workers when they are retired, ill or laid off, or when they are affected by 
movement of their plant. 

The general wage increase will be paid for out of current productivity advance. 
The cost of the other improvements we seek will be but a small proportion of 
the economic gains to which our members were entitled out of past productivity 
increases, and of which they have thus far been deprived. 


Supplementary economic demands 


In addition to the basic economic demands, the special convention also ap- 
proved a program of supplementary economic demands. In part because the 
pace of technological improvement and resultant productivity increase has been 
much faster in the automobile industry than in the economy as a whole, and in 
part because of the deliberate price-profit policies of the major auto companies, 
the profits of these corporations have been far in excess of those earned by most 
a companies or of what would be considered reasonable by any reason- 
able man. 

These excessive profits represent money which must be injected into the stream 
of consumer purchasing power in order to help establish a balanced economy. 
There is no machinery available to the union to divert these profits to consumers 
through reductions in extortionate prices that fail to reflect productivity ad- 
vances. Every constructive effort on the part of the UAW to protect consumers 
against excessive prices and to assure them of their equity in productivity 
progress through price reductions has been rejected by the managements of the 
auto corporations. This leaves the union no alternative means to direct the extra 
purchasing power generated by greater-than-average productivity advances into 
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the stream of consumption except through wage increases and similar economic 
benefits to workers that go beyond the average rate of productivity advance for 
the economy as a whole, and by continuing to press for measures which will 
enable consumers to share in the corporations’ excess profits. 

In the past, these profits have been shared between stockholders and manage. 
ment by payment of extremely generous bonuses to company executives, ranging 
as high as $575,000 to a single individual in a single year. No part of these 
profits has gone to werkers or consumers. In other words, those who needed it 
most have gotten nothing out of said profits and those who needed it least have 
gotten everything. 

Detailed figures on operation of the bonus plans of the Big Three are shown 
in tables 4, 5, and 6. At General Motors, for example, in 1955 there were 13,284 
executives who shared in a bonus pool of $95 million. What is perhaps more 
significant, the 57 officers and directors of the corporation in 1955 shared $10.2 
million in bonuses, or an average bonus of $180,000 apiece, on top of their regular 
salaries. In 1956, when hundreds of thousands of GM workers in the plants 
suffered layoffs and short workweeks, a bonus contribution of $85.9 million wag 
shared among 14,205 executives, and of that amount 60 officers and directors 
received $9.8 million, for an average of $163,000 apiece. 

(Tables 4, 5, and 6 follow :) 


TasLe 4.—Operation of General Motor’s exrecutive bonus plan, 1955 and 1956 


1955 1956 





Number of bonus recipients 13, 284 14, 205 
‘Total amount distributed in bonuses_--_.....-._.........---.---------- ; $95, +. 000 $85, 905, 000 
Average bonus received ____-- EE EIS SE Te , | - $6, 050 
Number of officers and directors___- aie a a ee 60 
Total amount distributed to officers and directors_. -------| $10, 242, 000 $9, 754, 000 
Average bonus received entered aa tigapeanl $180, 000 | $163, 000 
3 highest bonuses: 

Highest --...- m kepackdeeietneee | $575,000 | 

IR Seader coh cle eet cet cbact tenes cedescavisseaconet= | $515, 000 | 

lh) hae ot ed ect pose se $450, 000 | 


Source: Company reports to stockholders and proxy statements. 


TABLE 5.—Operation of Ford executive bonus plan, 1955 and 1956 


1955 





| 
Seiki ieipeadiiginstipaateipntpalonncinnsetaiiai haa ~|— 
Number of bonus recipients dates 4,317 | 
| 


Total amount distributed in bonuses.-------~-- $50, 430, 000 
Average bonus received ___ J : $11, 700 | 
Number of officers and directors _- ; poeneeu s 30 
Total amount distributed to officers and directors_ Ooh ane hs slice $4, 540, 000 
Average bonus received $151, 000 
3 highest bonuses: 


RS LI S8 . 248 Eid. esac ecaaeubhbgidads natshuak << Ste dbase $380, 000 
2d highest__-_-_-- Distt ca: idcca Mesadibipiteatins seshmeckdine west dapat $380, 000 


3d highest ‘ ba nae. Ecioutcoccnen durin $340, 000 


Source: Company reports to stockholders and proxy statements. 


TaBLe 6.—Operation of Chrysler executive bonus plan, 1955 


Number of bonus recipients 
Total amount distributed in bonuses 
Average bonus received 
Number of officers and directors’ 
Total amount distributed to officers and directors ? 
Average bonus received’ 
3 highest bonuses : 
Highest 
2d highest 
3d highest 


1 1 g—eeeg only those officers and directors for whom individual bonus information is 
available. 


Source: Proxy statement for 1957 stockholders’ meeting. 
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At Ford Motor Co., the bonuses paid to officers and directors averaged $151,000 
apiece in 1955 and $72,000 apiece in 1956. 

At Chrysler Corp. no bonus was paid in 1956, but in 1955 bonuses totaling $8.5 
million were shared among 1,139 executives, and the 9 officers and directors for 
whom individual information is available shared $1,149,000 among them, or an 
average of $128,000 apiece. 

If only the top officers are considered, at General Motors the three executives 
receiving the largest bonuses were paid $575,000, $515,000, and $450,000, respec- 
tively, in 1955, and $495,000, $420,000, and $385,000, respectively, in 1956. 

At Ford Motor Co. the two top recipients were paid $380,000 each and the 
next man $340,000 in 1955, and in 1956 the two top men got $185,000 each and 
the next man $165,000. 

At Chrysler Corp. in 1955 one officer received $249,800 and the next two got 
$149,600 apiece. 

Our union’s supplementary economic demands for 1958 simply recognize that 
if it is possible for part of a corporation’s excess profits to be shared in such 
a generous manner with executives, who presumably helped to earn them, then 
it is perfectly right and proper that part of them be shared with the rest of 
the employees, without whose work no profits at all would have been earned, 
and with consumers who actually contributed the dollars representing excess 
profits in the first place. 

Neither of these ideas is new. Some of the most conservative businessmen 
have advocated an equitable three-way sharing in the gains from productivity. 
The most recent was probably Senator Flanders, who on November 14, 1957, 
said that when an increase in productivity has been achieved : 

“* * * the profits from this increase should be divided 3 ways between 
the 3 groups whose interests are involved. I would propose that one-third of 
the profits be assigned to increasing wages, one-third should be assigned to the 
business itself, and one-third should go toward the lowering of prices.” 

Rebates to consumers are not new in the automobile industry. In 1914 Henry 
Ford promised that if his company sold over 300,000 cars the following year, 
it would pay a rebate of $50 to each purchaser. Over 308,000 cars were sold, 
and over $15 million in rebate checks promptly went out to purchasers. 

As recently as September 14, 1957, Mr. George Romney, president of American 
Motors and also president of the Automobile Manufacturers Association, said: 

“I'd like to be able to go to the American car-buying public this fall and say, 
‘Look, if you buy 180,000 Ramblers in 1958, at the end of the year we'll give you 
$100 back on your purchase price.’ A $100 rebate.” 

We feel that our proposal is even more practical than that, since it depends 
not on any sales figure which might not be reached, but on the actual ability of 
the company to pay as revealed in its income statement at the end of the year. 


Summary of demand 


Our supplementary economic demand may be summarized as follows: 

We propose that the corporations meet, as the minimum cost of doing 
business, basic wages to workers, basic salaries of corporation executives, 
basic profits of 10 percent on net capital (stockholders’ equity plus long- 
term debt)—before taxes—to stockholders; and that, having met these 3 
basic obligations—wages, salaries, and provision for dividends—there be 
an equitable 3-way sharing of the profits over and above the 10 perceni. 

The figure of 10 percent of net capital is not one chosen arbitrarily by us. 
It is the figure used by Ford in determining the profits base above which 
executive bonuses are paid. General Motors uses a figure of 5 percent on net 
capital after taxes, which produces almost identical results. This is the level 
fixed by these corporations as the basic minimum level above which there are 
available extra profits which can properly be shared between executives and 
stockholders. We propose only to extend this principle to cover consumers and 
workers as well. 

Taking into account the fact that profits retained by the corporations after 
paymentof bonuses to their executives will be subject to the corporate profits 
tax, we propose that one-half of all profits above 10 percent on net capital 
before taxes be retained by each corporation for its stockholders and executives. 

We propose that one-fourth be allocated to all wage and salaried employees 
other than executives eligible to participate in the executives’ bonus plan. 

_ This represents a realistic recognition of the fact that economic gains won 
by workers in the bargaining unit, or their equivalent, are usually made avail- 
able also to other employees. We recognize that in general this is a sound 
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principle. Since, however, we are not bargaining for any workers except those 
in UAW bargaining units, our specific demand in this respect is that a pro- 
portionate share of one-fourth of profits above the base be allocated to workers 
in UAW bargaining units, in the same way as would be done if the full one 
fourth were being shared among all employees. 

The money thus made available would be allocated to various purposes by 
the workers themselves through the democratic machinery of their union. The 
General Motors workers, the Ford workers, the Chrysler workers, and the 
workers in any other company would determine democratically how they chose 
to allocate the money available from their particular companies through this 
supplementary package. 

We recommend that the remaining one-fourth be allocated by the corpora- 
tions to consumers. This we make as a recommendation rather than as a col- 
lective bargaining demand, because the corporations have persistently insisted 
that prices are not subject to collective bargaining. This recommendation 
would leave them as free as in the past to set their prices at whatever level 
they may think best. Our recommendation is that they share profits in excess 
of the basic level with consumers—as well as with stockholders, executives, 
and workers—after the end of the year when the amount of profits is a known 
rather than a conjectural quantity. (The share of profits which would go to 
the consumers would be equal to the share of wage and salaried employees.) 

We suggest, in other words, that consumers’ share of profits above the basic 
minimum of 10 percent on net capital be paid in the form of a rebate to those 
who have bought the corporations’ products during the year. 


Corporations cannot evade this proposal 


Immediately after the UAW international executive board made public the 
recommendations it had prepared for the UAW special convention, the presi- 
dents of General Motors, Ford, and Chrysler issued statements condemning the 
proposals in the most sweeping terms. This was not unexpected. I am quite 
sure that if it were possible for them to dismiss our collective bargaining pro- 
posals as summarily as they dismissed our proposal last August for a $100 price 
cut, they would do so. However, I can assure them that this is an issue which 
they will have to face. 

When we proposed the $100 price cut, the corporations contended that they 
could not cut prices in advance because they could not measure either the im- 
pact of the price cut or the impact of the union’s 1958 collective bargaining 
demands on their earning position. Our new proposal completely meets that 
objection, since neither the supplementary payment to workers which we de- 
mand when earnings permit it, nor the rebate to customers which we strongly 
recommend, would be paid until after the end of the year, and would then be 
paid only in the amount determined by actual earnings. However, the big 
three promptly found new reasons to ubject to our proposals. 

So far they have made four major allegations: 

1. That the DAW demands are “inflationary” ; 

2. That they are “extravangant” ; 

8. That they are “foreign to the concepts of the American free enterprise 
system” ; 

4. That they will weaken public confidence and thus impede an upturn 
in the economy. 

To answer these charges it is only necessary to look at the facts. 


UAW proposals are not inflationary 


The UAW proposals are not inflationary. They have been most carefully 
designed to be compietely noninflationary. The rate of increase in productivity 
which forms the basis of our basic minimum economic demands is simply that 
which is shown for the enonomy as a whole in the latest report of the Council of 
Economic Advisers. It represents the rate at which workers’ real earnings 
should have been increasing since 1947 in order to enable them to share fully in 
the advance of productivity. 

The supplementary economic demand is not inflationary, because it does not 
represent any addition at all to costs at the time of production. What it does 
represent is simply a demand that when returns from sales exceed those costs by 
an amount in excess of the profits base which has already been established by 
the major corporations for calculations of executive bonuses, our members 
should also be permitted to share in that excess, and we recommend that other 
employees and consumers should share in it also. 
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The whole supplementary proposal is contingent upon the existence of such 
excess profits, and the amount to be shared can increase only as profits increase. 
Thus no increase in the amount to be shared can conceivably be looked at as an 
increase in the company’s costs. I do not think that even the greediest manage- 
ment would have the audacity to tell the public, “Our profits went up last year 
and that increased the amount we had to share with our workers and customers, 
so now we are forced to increase prices.” 

The proposal is in fact anti-inflationary because we are recommending that if 
the corporation should make more than the basic profit, either as the result of 
its pricing policy or because of an underestimation of the rate of productivity 
increase, then a quarter of that excess profit should be returned to consumers as 
a rebate. As we show elsewhere in this statement, the Big Three have enjoyed 
fantastic profits over a long period of years as a result of the pricing policies 
which they have deliberately followed. Those policies have in fact been in- 
flationary, because they have imposed price increases on the consumer when 
there was no possible justification for them. Our proposal is anti-inflationary, 
because we recommend that when that happens, a large share of the excess profit 
should be returned to consumers as a yearend rebate. 

None of the criticism raised so far by the companies has any real substance, 
They amount to no more than the prescribed ritual condemnation with which 
management automatically greets every new proposal of organized labor. 

Harlow Curtice describes the demands as extravagant. If the UAW supple- 
mentary demand had been in effect at General Motors from 1947 through 1956, 
the average GM worker’s share of the excess profits would have worked out 
over the years to an average of just over $648 per year, or $6,480 over the 10- 
year period (see table 7). In that same 10 years, Mr. Curtice received bonuses 
totalling $3,930,000 on top of salary payments totalling $1,630,000. It is some- 
what difficult for me to follow his logic in describing $6,480 taken out of excess 
profits as extravagant for a GM worker, while he apparently considers almost 
$4 million for himself a modest reward. 

(Table 7 is as follows:) 


TaBLeE 7.—Operation of UAW supplementary demand at General Motors if it had 
been in effect from 1947 to 1956 


Workers’ share of 
Profits in | Excess profit excess profits 
Profit before | 10 percent of excess of on U.S 


taxes net capital 10 percent operations 1 
return 


per hour | per year 


3 


Million Million Millio 
$553. 9 $155. 3 
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1 Based on ratio of United States profit to total profit reported by corporation. 
2 Average for 10-year period. 


Source: Profits, net capital, and man-hours data from company reports to stockholders 


Mr. Curtice charges our proposal is radical and foreign to the concepts of the 
American free enterprise system. The same language has greeted every proposal 
for improving the condition of working people, from abolishing child labor to 
limiting the hours of work. Thousands of American companies have profit- 
sharing plans. Two prominent members of President Eisenhower’s Cabinet 
were top officials in companies that boast of their profit-sharing plans. General 
Motors itself has a most generous profit-sharing plan for its executives. 

This double standard, of course, is not new. When we first proposed modest 
retirement pensions for hourly rated workers General Motors rejected the idea, 
although at that time the executives who tried to deny pensions to the workers 
had worked out extremeiy generous pension plans for themselves. 
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Mr. Curtice feels that our proposals will weaken public confidence. He seems 
to believe that the American public develops confidence in proportion to the size 
of the profits that General Motors and other big corporations can amass. That is 
not true. American confidence in the strength of our economy is weakened today 
because Americans realize that General Motors and other corporations have 
administered the price structure so high that many people cannot afford the 
automobiles and other goods they would like to have. Consumer resistance to 
high prices is the force that is holding back automobile production and contribut- 
ing to the hard times we are experiencing. 

Nothing would help more right now to get the auto lines rolling and our whole 
economy headed back toward full employment than a passenger car price cut 
which General oMtors could very well afford. I would like to have seen that 
cut made last fall, but since that proposal was rejected we are now recommend- 
ing that the corporation share its excess profits with consumers as well as 
employees. I think the average customer has enough confidence in General 
Motors’ ability to make big profits that he would accept that as tantamount to a 
guaranteed rebate on his purchase of a new Car. ‘ 


PRICE CUT OR REBATE WOULD INCREASE SALES 


Reports from many sources on the reasons why sales of 1958 model cars are 
faltering make it plain that buyers are becoming increasingly resistant to rising 
prices. Wall Street Journal staff members in November interviewed 132 new- 
car dealers and scores of new-car shoppers in 20 United States cities. Their 
reports published in the Journal for November 18, 1957, indicate substantial 
price resistance on the part of many buyers. The article says in part: 

“A sizable number of dealers are plainly worried about shoppers balking at 
this year’s higher price tags. The bulk of the increases announced by manufac- 
turers range from $80 to $200, although dealers’ diverse pricing practices may 
add or subtract from factories’ suggested prices. 

“A suburban Detroit Chevrolet dealer, who reports early sales up ‘at least 
15 percent’ over a year ago, dejectedly predicts sales won’t hold up after the 
first of the year because of customer resistance to higher prices. ‘People who 
buy the lower priced models usually come in after the first of the year,’ he 
explains. ‘When they come in next year they aren’t going to like the prices.’ 

“In Philadelphia, 5 out of 9 dealers interviewed say a big factor in spotty new 
car sales is higher prices. ‘These prices are unrealistic, cries a Plymouth 
dealer. ‘How much higher can they go? We're getting higher prices from the 
factories and pressure from the consumer to cut prices. 

“*Prices are making buyers a little bit hesitant,’ asserts Lyman Slack, a 
Portland, Oreg., Chevrolet dealer. ‘They don’t say, “My gosh, the price is $150 
higher this year—I can’t consider that.” They look at the total deal and say, 
“There’s no low-priced car any more.’ He predicts such sentiments will 
benefit the market for low-priced foreign cars. 

“Talks with showroom shoppers indicate there’s cause for dealer concern over 
the reaction to higher prices. A Cleveland building supply executive looking at 
1958 station wagons says, ‘There isn’t much I can say I don’t like about any of 
the cars I’ve seen—except the prices. Dealers are going to have to absorb 
manufacturers’ price increases just like I have to do in my business.’ 

“A customer inspecting new Plymouths in a Manhattan showroom sniffs, ‘The 
only thing new is the price and the trim.’ A salesman agrees, ‘It’s essentially 
the same car as last year with only a few changes here and there.’ ” 

Installment lenders also see price resistance 

Similar concern from a different source was reported by the New York Times 
on December 1, 1957. It stated: 

“The rise in prices of 1958 automobiles, averaging 4 percent, is causing concern 
to installment lenders. 

“Many who bought cars in the industry’s biggest year, 1955, will be free to 
enter the market again soon—after completing at last their 36 months of 
payments. 

“But the question giving concern to the lenders is: Will the car owners buy 
1958 automobiles or something else, or put the money into the bank? 

“The question gains pertinence because of two factors: 

“Vor the first time since World War II, higher prices are being reflected in 
higher monthly payments. 

“Used car prices, at their lowest level in 2 years, are undermining trade-ins.” 
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After citing some figures to illustrate how the 1955 sales boom was financed, 
the report continues: 

“Automobile sales, which totaled 5,955,248 last year now seem unlikely to 
exceed that figure greatly in 1957. Theoretically they could surge in 1958 as 
the buyers of 3 years ago return to the market. Makers and lenders have been 
hoping for something like this. But early experience with the new model year 
has proved disappointing. 

“The lenders are blaming Detroit for failing to hold the line on prices. 

“They cite a recent study by the Federal Reserve bank of Philadelphia. It 
showed that from 1947 to 1955 new-car selling prices rose about 30 percent. A car 
that sold for about $2,000 in 1947 cost about $2,600 in 1955. The price rise was 
clearly apparent to the cash buyer. 

“The time buyer, however, didn’t feel the rise at all. 

“In 1947, limited to 24 monthly payments, he was able to discharge the $1,300 
balance after a down payment of $700 at about $57 a month plus insurance and 
financing charges. 

“In 1955, able to get 36-month terms, he could pay off the $1,900 balance after 
a $700 down payment at only $55 a month plus insurance and financing charges. 

“Since 1955, however, car prices had risen about 8 percent (before the 1958 
increases). The car that cost $2,000 in 1947 and $2,600 in 1955 sold for $z,800 in 
1957. 

“For the first time, however, all of the increase has been reflected in the monthly 
payments. Unable to get terms greater than 36 months, the time buyer this year 
had to pay off his debt at $61 a month plus charges, or $6 more than in 1955.” 

Price increases have also been cited by Barron’s magazine as a cause of declining 
sales of 1958 models. In an article entitled ‘Low Gear—Sales of Detroit’s 1958 
Models Are Off to a Shaky Start,” the magazine on December 9, 1957, indicated 
that early prospects were for a 1958 sales year which “will do well to match the 
1957 volume.” Itstates: 

“Reasons for the more sober evaluation of 1958 sales prospects are not hard 
to find. For one thing, the current softness in overall business promises to 
continue well into next year—a condition almost certain to affect auto sales. 
Then, too, prices of used cars are dropping. This trend naturally makes the 
job of selling new ones even harder—particularly since price tags on most of the 
1958 models have been marked up from $100 to $150 over 1957.” 

All of this adds up to the conclusion that price is going to be a very important 
factor in determining the volume of sales in 1958. 


JOBS DEPEND ON PRICE DECISIONS 


In the excerpts from our collective bargaining sessions with General Motors 
in 1945, from which I quoted earlier, it was made very apparent that General 
Motors management felt that I was, as Mr. Harry Coen put it, ‘getting clear out of 
your sphere as a trade union leader” in trying to discuss the issue of prices. 
Obviously management still feels today that the prices they charge are no business 
of the men and women who work in their plants. 

But the question of automobile prices is a matter of very real and immediate 
concern to us in the UAW, because our members’ jobs depend on the price decisions 
that are made. In 1955, when the automobile industry produced 7,900,000 pas- 
senger cars (including production for export), there were an average of 746,000 
production workers employed, according to the Bureau of Labor Statistics. In 
1956, when production fell to 5,800,000 production worker jobs fell to 652,000. 
For 1957, with production of 6.1 million cars, production worker employment in 
the first 11 months averaged only 635,000. 
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(Table 8 is as follows :) 


TaBLe 8.—United States passenger-car production compared with production 
worker employment in the auto industry, 1947-57 








{In thousands] 
Passenger- | Production- 
Year car uc- | worker em- 
tion ployment 
3, 556 648.8 
3, 911 654. 6 
5, 128 635.3 
6, 675 701.6 
5, 338 707.9 
4, 337 644.4 
6, 135 767.1 
5, 510 624.4 
7, 942 746.4 
5, 802 651.8 
6, 115 1 634.9 





1 Average of Ist 11 months. 


Source: Ward’s Automotive Reports Employment and Earnings, U. 8. Department of Labor, Bureau 
of Labor Statistics. 


The extent of unemployment caused by irresponsible price and production 
policies of the auto manufacturers is indicated in table 9, comparing monthly 
United States passenger-car production since January 1955 with monthly levels 
of unemployment in Detroit. 

(Table 9 follows:) 


TaBLE 9.—United States passenger-car production and unemployment in the 
Detroit metropolitan area, monthly, 1955-57 





{In thousands] 
Unemploy- P. r Unemploy- Passenger 
ment in car produc- ment in car produc- 
Detroit tion Detroit tion 
1955: 1956—Continued 
a 86 660 Fe cities 175 403 
February--....---- 80 675 September - -..-- 171 191 
RD. ok kein nh 65 794 October. .......-- 107 389 
eee 48 754 November... ..-- 81 581 
PR 43 725 December......--. 83 597 
Ph witendanakten 52 649 || 1957: 
Pri eecieeid 62 660 January-.........- 91 642 
Bide cccncne 91 614 February-........- 93 571 
September - -..-.. 101 462 teas cea 94 579 
October. ........- 45 518 De +ostsbcs. oe. 98 549 
November... _--- 35 749 Rossi 104 531 
 — 45 682 DO cteciemaded 110 500 
1956: a eerie aeons 115 496 
January. .......- 60 612 Meee: . 322.5 .. 116 524 
February... ..-.-- 110 556 September. - ._... 147 284 
ID Sonics ob eicimes 120 575 Goteber....+.«.-- 137 327 
ie ices hietdcieeloa 122 548 November........ 123 579 
MPU ed kdsseend 133 472 December ..-_...- 135 535 
Se  ecice wind. 140 430 || 1958: January.......-- 1190 2 500 
PEE Cceccavés odie 144 449 





1 Provisional preliminary. 
1 Estimated. 


Source: Michigan Employment Security Commission, Ward’s Automotive Reports. 
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The two series are not precisely comparable, of course, because passenger-car 
production in Detroit plants does not necessarily follow quite the same pattern 
as nationwide production, and there are other factors which influence employ- 
ment and unemployment. However, a remarkably close relationship is imme- 
diately apparent. The graph in particular shows clearly what effects the 
policies of auto manufacturers have upon a community which is primarily 
dependent upon them for employment. 

As the graph shows, unemployment fell steadily in Detroit during the first 
months of 1955 as auto production climbed to its peak of almost 800,000 per 
month. When production began to decline, unemployment shortly began to 
rise. At September 1955, with the beginning of the new-model year, car pro- 
duction rose again and unemployment quickly receded, but only for a short 
time. 

Cutbacks in production of 1956 models began before the end of 1955 as the 
manufacturers discovered that they had sabotaged their own market, first by 
reckless overproduction of 1955 models which dealers could sell only by long- 
term financing and sacrifice sales, and then, in the face of an oversold market, 
by raising prices on 1956 models. 

As a result, November 1955, commenced the long decline in rates of produc- 
tion, matched by an equally long, steep climb in unemployment, from a low 
of 35,000 in November 1955, to a peak of 175,000 in August 1956. 

On paper it is just a pair of lines, one mounting inexorably higher as the 
other plunges steadily downward—but to scores of thousands of Detroit fami- 
lies it meant long months of layoff, insecurity and genuine hardship. 

Increased production of the new 1957 models caused unemployment to drop 
sharply after September 1956, but again after a short spurt production began 
to sag as consumers reacted to still another round of price increases; and as 
production fell, unemployment once again steadily mounted. 

Action is urgently needed 

In the 1958-model year thus far, production has been at a lower rate than in 
the 2 previous years, and unemployment has remained higher. As of mid- 
January 1958, provisional preliminary figures of the Michigan Employment 
Security Commission indicate that unemployment in Detroit has reached the 
staggering total of 190,000, higher than in any month since at least 1945. This 
means that in what should normally be a month of relatively high production 
and employment, unemployment is already more severe than it was at the 
depth of the model changeover in the 1954 recession. 

It was in the context of this record of declining production and rising unem- 
ployment that we made our proposal last August for a $100 price cut on the 
wholesale price of 1958 passenger cars. It is in the context of still less happy 
prospects for 1958 that we have formulated our new recommendation for a 
profit-sharing consumer rebate. 

I trust that the members of this committee will use every means within their 
power to persuade Mossrs. Curtice, Ford, and Colbert of the urgency of the 
situation when they appear before you. 

I was particularly glad to read that Senator Kefauver, as chairman of this 
committee, had issued a statement on December 24 last pointing out that the 
increase in automobile prices had meant on the one hand that consumers were 
less able to satisfy their needs, and on the other hand that many thousands 
of auto workers were to be thrown out of work over the holiday season. 

As Senator Kefauver pointed out, the trend in our great industries toward 
identically higher and higher prices along with lowered production is foreign 
to our American way. I should like to take this opportunity of supporting 
wholeheartedly his plea for a return to the great American ideal of low prices 
and high production. 

Only by bold and imaginative action toward this end can we rescue ourselves 
from the deepening recession into which our economy is now being permitted 
to drift. 


Decisions affect entire world 


Decisions which affect the United States economy also have a serious impact 
on our relations with the rest of the world. A recession in this country usually 
creates a reduction of imports even sharper than the decline in domestic pro- 
duction. Many countries for whom we are a major customer, from Canada 
to West Germany, from the Philippines to the Near Bast, will also suffer un- 
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oyment and declining business as a result. I can think of no more effective 
weapon for Communist propagandists in other countries than the existence of 
ynemployment and hardship resulting from economic difficulties in the United 


tes. 
oar failures here may have the most serious political consequences abroad. 
Price gouging which weakens the United States economy also threatens our 
suecess in the world struggle against communism, threatens our prestige in 
the uncommitted areas and endangers the strength and security of our friends 

allies. 
* remainder of this statement will be devoted chiefly to discussing, first, 
the practical questions involved in an automobile price cut at this time and, 
second, the equally practical issues of who has been responsible for the re- 
peated rounds of price increases in the past, and what errors in policy have 
led to them. 

WHAT ANALYSIS WILL SHOW 


As we analyze both the present price and profit position of the auto industry’s 
Big Three, and their wage-price-profit policies during the entire postwar period, 
we will show that: 

1, Wage increases of autoworkers have not been responsible for past price 
increases, but have followed a management-proposed formula recognized by 
industry leaders to be “neither inflationary nor deflationary.” 

2. All the increases in real wages and fringe benefits won by the DAW since 
it first gained recognition have not equaled the increase in productivity of our 
national economy during that same time—much less the more rapid increase 
in productivity in the automobile industry. 

8. Price increases imposed by the automobile corporations have been up to 
$5 for every $1 gained in wage increases. 

4. Profits per unit of production in the auto industry have increased many 
times faster than wages and salaries per unit of production. 

5. Automobile price increases have been substantially greater than the com- 
bined increases in labor costs and material costs. 

6. Industry spokesmen would like to use their price increases as an excuse 
for union busting. 

7. Management’s greed for bigger and bigger profits has been the major factor 
responsible for price increases. 

8. Rates of return on investment among the Big Three have been far higher 
than the average for American industry. 

9. The vast expansion of automobile plant and equipment has been almost 
entirely paid for by consumers through extortionate price increases. 

10. Industrywide figures show sales growing faster than payroll, and almost 
= same number of workers producing 50 percent more cars in 1957 than in 
1947 


11. General Motors could have absorbed all wage increases since 1955 and 
still have made very high profits. 

12. In the past 11 years, General Motors stockholders have increeased their 
gains from stock ownership many times faster than General Motors employees 
have increased their gains through pay for work done. 

18. What competition there is between the Big Three does not affect prices— 
there is no price competition. 

14. It is virtually impossible for any new firm to enter the automobile industry 
and thus create new competition. 

15. Price policies are intended to insure 20 percent net profits even if plants 
operate only 36 weeks per year. 

16. Through low break-even points General Motors aims to protect itself 
against any recession, and in doing so inflicts economic harm on all America. 

17. The lavish bonus pians for auto executives encourage them to drive for 
highest possible profits regardless of the public good. 


INFORMATION NOT ALL AVAILABLE 


I must emphasize that our evidence in support of the foregoing points is based 
upon the best information available to us from published sources. Unfortu- 
nately, there is much information concerning the auto industry which, although 
having a vital bearing upon the public welfare, is not publicly available. 

The published financial reports of the corporations are designed, in many 
areas, to conceal more than they reveal. For example, General Motors publishes 
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very little separate data on its United States operations as distinguished fro 
data on those conducted abroad. 

Neither is it possible to segregate basic information pertaining to its auto- 
motive operations from its operations in such fields as household appliances, 
diesel engines and locomotives, road construction machinery, etc. 

Moreover, the Government statistics on the industry leave much to be desireg, 
For example, Bureau of Labor Statistics information on employment, wages ang 
hours in the industry is not comparable with the financial information published 
by the Federal Trade and Securities and Exchange Commissions. 

The BLS data cover only the United States automotive plants of the corporg. 
tions: the FTC-SEC data include both foreign and nonautomotive operations, 
The D partment of Commerce national income data for the industry provide no 
breakdowns of hourly paid workers and their compensation, as distinguisheg 
from executives and salaried workers. 

For reasons which we describe elsewhere, there is no productivity index for 
the industry comparable to the index published by BLS for the steel industry 
which was presented to the committee during the hearings on steel. 


The auto industry’s drawn curtain 


It is pertinent to note also that the auto industry keeps a very tight contro] 
over the information it makes available to Government agencies. This control 
goes back to the time, in 1935, when the Bureau of Labor Statistics was prepar- 
ing a study of company unionism to which many big corporations took exception. 
The now famous La Follette committee, a subcommittee of the Senate Commit. 
tee on Education and Labor, engaged in an investigation of violations of free 
speech and rights of labor, subpenaed the records of an organization known as 
the Special Conference Committee which consisted of representatives of 12 of 
America’s corporate giants—General Motors, Du Pont, United States Rubber, 
International Harvester, United States Steel, Bethlehem Steel, A. T. & T, 
Standard Oil of New Jersey, General Electric, Westinghouse, Goodyear Tire and 
Rubber, and Irving Trust Co. : 

The La Follette comittee reproduced in its report (pt. 45, p. 16,991) the minutes 
of a meeting of the Special Conference Committee held in Akron, October 9 and 
10, 1935, at which the BLS study of company unionism was discussed. According 
to these minutes: 

“M~. Kelday said the International Harvester Co. had answered the question- 
naire and furnished other information on request. He raised a question as to 
whether employers should cooperate further with the Bureau of Labor Statistics 
by furnishing them information or giving them other aid. On this point Mr. 
Ande son said the Automobile Manufacturers Association has notified the De- 
partment of Labor that its members will furnish no more information as in- 
dividual companies, and that all facts supplied to the Bureau of Labor Statistics 
must clear through the association. Other committee members, indicated that 
their companies would discontinue cooperating with the Bureau.” 

The Mr. Anderson mentioned is apparently Harry W’. Anderson who later rep- 
resented General Motors Corp. in negotiations with our union in his capacity as 
vice president for personnel. 

The practice of channeling information to the Bureau of Labor Statistics 
through the Automobile Manufacturers Association continued, I am informed, 
well into 1952. 

The data came to the Bureau in such form as to make impossible certain mean- 
ingful breakdowns that we from time to time requested of the Bureau. Byven to- 
day, through its control over the source of data, the industry in fact can limit 
and to some extent shape the statistics which the Bureau does produce. 


Must use some indirect evidence 


Under the circumstances, it is necessary for us in some instances to rely on 
somewhat indirect evidence to provide answers to questions concerning which 
the public is entitled to demand direct evidence from the industry itself. Ob- 
viously, such indirect evidence is subject to some margin of error. We do not 
claim that the results based upon such evidence are absolutely precise. We use 
evidence only where we can be confident that it correctly portrays a general 
tendency. 

In each case where we are compelled to use such material for lack of better we 
will try to spell out our methods in detail and to indicate the necessary quall- 
fications so that the members of the committee may use their own judgment in 
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determining whether or not the data support the conclusions we draw from 


em. 

The spokesmen for the corporations who will appear before you are in a posi- 
tion to supply direct and precise evidence on the same points. 

We urge you to require them to do so whenever they undertake to challenge 
the evidence we present in this statement. It will, of course, be easy for the 
corporations’ spokesmen to flyspeck the evidence we have been compelled to use 
because they have withheld from publication data that bear more directly on 
the points involved. 

We are hopeful that the members of this committee will not permit them to 
take unfair advantage of the informational Iron Curtain of their own creation 
to attack our evidence without producing their own. 

Several further points must be emphasized before we proceed to examina- 
tion of the auto industry wage-price-profit picture: 


Inflationary spiral has helped boost prices 


It is definitely not our position that the auto industry could operate success- 
fully today at the prices it charged for its products in the prewar or early post-~ 
war years. 

We recognize that there has been an inflationary spiral which has affected 
the auto industry’s costs. We recognize that the industry could not, without 
raising its prices, have absorbed all the increases in its production costs during 
the postwar period. 

To say this does not absolve the auto corporation managements of responsi- 
bility for price increases, however. For their own irresponsible price and profit 
policies contributed very substantially to the growth of that inflationary spiral 
which eventually forced up prices all along the line. 

In our integrated economy one company’s price increases are another’s cost 
increases. And all price increases that are not absorbed somewhere along the 
line ultimately reflect themselves in increased living costs, and compel workers 
to obtain wage increases in order to protect their living standards from de- 
terioration. (Certainly no one would seriously contend that real wages should 
decrease when living costs rise. ) 

Isolated price increases need not develop into an inflationary spiral, however, 
if powerful and influential industries with more than adequate profit margins 
and greater than average rates of productivity increase would absorb the added 
costs resulting from such price increases. 

What happens to make the inflationary spiral a serious threat is that most 
corporations, as far as they are able, pass on the cost increase plus something 
extra for themselves. Frequently, also, a price increase in one industry, such as 
steel, will lead to price increases from other administered price industries on 
the theory that “if steel can get away with it why shouldn’t others?” 

Corporations would exercise price restraint only if their managements were 
strongly motivated by a sense of responsibility for the health and stability of the 
economy as a whole. 

Unfortunately, such a sense of responsibility is lacking in the corporate of- 
fices where price decisions are made. Corporate executives feel obligated pri- 
marily to their stockholders rather than to the public at large. 

Since abuse of the power to administer prices in the narrow—and short- 
run—interests of stockholders is, by definition, not seriously inhibited by market 
considerations, we must seek other means to restrain price increases that in- 
itiate the inflationary spiral and to induce absorption of cost increases and even 
to bring about price reductions where exorbitant profit margins permit and the 
general interest requires. Otherwise, only inflation-induced recession remains 
as a periodic braking force on the inflationary spiral, and we are back in the 
boom-and-bust, feast-or-famine, chills-and-fever type of business cycle that is 
domestically intolerable and internationally suicidal. 

We would be less frank if we did not admit that an inflationary spiral could, 
conceivably, be initiated by a wage increase rather than by a price increase. 
But it has been axiomatic with economists for generations that wages follow 
prices and not vice versa. C. E. Wilson, then president of General Motors, de- 
ae the sequence correctly when he wrote in Reader’s Digest for Septem- 

r 1952: 

“I contend that we should not say ‘the wage-price spiral.’ We should say 
‘the price-wage spiral.’ For it is not primarily wages that push up prices. It 
is primarily prices that pull up wages.” 
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The axiom is still valid; but it has been overwhelmed in the public mind by 
an enormous outpouring of propaganda deliberately and cleverly designed to 
obscure the actual facts. 

Our purpose at this hearing is to demonstrate that the axiom correctly ex- 
plains the course of prices and wages in our present-day economy. To do 
it is not necessary to show that the auto industry could have absorbed all in. 
creases in its costs. We need only show, as we will show, (1) that wage 
increases did not cause the industry's price increases, and (2) that the industry 
did not absorb cost increases it could have absorbed out of its fantastically high 
profits, but instead imposed extortionate price increases even greater than would 
have been required to cover all increases in the industry’s costs. 


Who has been responsible for price increases? 


As I have already demonstrated, the 1957 profit positions of the Big Three 
make it clear that they could have afforded to cut prices of their 1958 models, 
rather than increase them as they did. 

This committee is concerned, however, not with the most recent round of 
price increases alone, but with the whole upward movement of prices over the 
past several years. 

It is not just a matter of passing judgment as to who has been responsible 
for raising prices. A much more important task which I sincerely hope the 
committee will undertake is that of analyzing the cause of past price increases 
in order to determine what Congress should do to discourage or prevent further 
rounds of unjustifiable price increases in the future. 

In that connection there are two questions in particular which obviously must 
be answered. 

First, are the corporation managements and other spokesmen for big business 
correct in their repeated charge that economic gains won by organized labor 
have been the primary cause of price increases? 

Second, are labor and other groups in the community correct in their charge 
that excessive profits and irresponsible price-gouging on the part of key corpora- 
tions have been a major factor in causing price increases? 

I should like to examine both these claims. 


HAVE AUTO WAGES RISEN EXCESSIVELY? 


The charge that wage increases are responsible for increases in car prices rests 
in the last analysis on the premise, explicit or implicit, that wages of auto 
workers have risen unreasonably or excessively. 

Even if this charge could be substantiated, it would not, of course, furnish a 
legitimate excuse for increases in car prices unless excessive wage increases 
had the effect of reducing profits to unreasonably low levels. Two wrongs do 
not make a right; and excessive wage increases would not justify comparable 
excesses on the part of the corporations in the form of price increases designed 
to maintain or even increase profit rates that were exorbitant to begin with. 
Elsewhere in this statement we will show that the industry’s profit rates have 
been exorbitant and that its pricing policy is designed to obtain exorbitant 
profits. 

The charge that wage increases caused car price increases is negated com- 
pletely, however, if it can be shown that wage increases won by the industry's 
workers have not been excessive or unreasonable. 


WAGE INCREASES OF AUTO WORKERS HAVE NOT BEEN RESPONSIBLE FOR PAST PRICE 
INCREASES, BUT HAVE FOLLOWED A MANAGEMENT-PROPOSED FORMULA RECOGNIZED 
BY INDUSTRY LEADERS TO BE “NEITHER INFLATIONARY NOR DEFLATIONARY” 


What measure is there to determine whether or not auto wage increases have 
in fact been excessive? 

We propose to use as our yardstick a measure that the industry itself has 
accepted as valid and one which is widely accepted as proper by most if not all 
economists, including the most conservative. That measure is the relationship 
between real wages and the productivity of the economy as a whole. 

It is now recognized almost universally that real wages can and should advance 
at least as rapidly as national productivity. We believe real wages should ad- 
vance even more rapidly than prodctivity, both to correct existing imbalances 
between our power to produce and our power to consume and, as noted by Presi- 
dent Eisenhower in his state of the Union message in January 1957, “where 
necessary to correct obvious injustices.” 
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All of us can agree, however, that real wages should rise no less rapidly than 
productivity. A slower advance of real wages is both unjust and economically 
gnsound. It is unjust because it condemns the worker to a decreasing share 
in the abundance he helps to create. It is economically unsound because it 
destroys the dynamic balance between expanding productive power and consumer 
purchasing power needed for stable economic growth. 

General Motors and other corporations have accepted in theory, although 
they have never fully implemented in practice, the principle that real wages 
should rise parallel to the increase in the productivity of the economy as a whole. 


Auto industry wage formula 


Acceptance of that principle is reflected in the wage formula for which Gen- 
eral Motors likes to claim credit as the inventor, and which has been in effect in 
General Motors since 1948 and at all other automobile manufacturers and in 
most of the automotive parts industry since 1950. 

Under that wage formula money wages are adjusted quarterly for changes— 
up or down—in living costs as reflected in the Bureau of Labor Statistics’ Con- 
sumer Price Index; and, once a year, automatic wage increases are put into 
effect geared in theory, although not adequately in fact, to the normal rate of 
productivity advance in the economy as a whole. 

The circumstances and the thinking which led up to the adoption of the for- 
mula were summarized in the proposal which General Motors handed to the 
UAW on May 21, 1948, in the course of our collective bargaining negotiations. 
The proposal stated in part: 


“The union now and in the past has interpreted the workers’ problem as a 
dual one: 

“(a) The problem of maintaining the purchasing power of an hour of 
work—in other words, protecting the worker from increases in consumer 
prices. 

“(b) The problem of assuring the worker that the buying power of his 
hour of work will increase as the Nation’s industrial efficiency improves. 

“The union has indicated that its economic demands were designed to deal 
with both of these objectives, 

“The facts, as reviewed, may be interpreted to support the union’s contention 
that GM workers have been placed at a disadvantage by the fact that consumer 
prices have advanced more rapidly than their hourly earnings. [Emphasis 
supplied. ] 

“It has been the record of the past that workers share in the Nation’s gains 
of productive efficiency. That is how the standard of living of workers has 
been brought to new and higher levels over the years. This trend has given 
American workers the highest standard of living enjoyed by workers anywhere. 
His hour of work buys more things than an hour of work anywhere else in the 
world. 

“What must be questioned and weighed quite carefully in the best interests 
of all concerned—workers as well as other economic groups—is the approach 
toa realization of these objectives. 

“We have given careful consideration to this problem and have reached cer- 


tain conclusions on how it might be resolved. A broad outline of these con- 
clusions follows: 


“GM’s suggestions for resolving the problem 


“The war and its aftermath have made our economy extremely sensitive to 
influences of all types. What we need to work toword now is greater stability 
as a foundation for future progress. The suggestions we have to offer for a 
realistic and practical approach to the problem as it affects our employees take 
into account both the need for stability and the desirability of future progress. 
Specifically: We propose: — 

“1. Reestablish the buying power of an hour of work on a fair basis— 
in other words, what the worker has lost through increases in consumer 
prices during and since the war to be made up on a sound basis; 

“2. Protect the buyer power of an hour of work against changes in con- 
sumer prices, by making cost-of-living adjustments periodically during the 
life of the contract; 

“3. Improve the buying power of an hour of work so that over a period 
of years the worker is assured of an improved standard of living; 


“4. That the relations between management and labor be stabilized over 
a substantial period of time. 


a 
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“The proposals are a real forward step. They would strengthen and improve 
the GM worker’s economic position by (a) making up losses in the buying 
power of an hour’s work; (b) protecting that standard against fluctuations ip 
consumer prices; (c) holding out assurance to him for a higher living standard 
over the years. 

“These proposals are an effective guaranty of steadily increasing hourly 
buying power for GM employees. We make them with the full knowledge that 
we are placing our faith in the future stability and progress of America.” 


Neither inflationary nor deflationary 


A further statement of the company’s thinking was made by C. FE. Wilson, 
then president of General Motors, in a talk to the National Press Club on June 
8, 1950, following adoption of the 5-year agreement between the UAW and the 
company a few days previously. Mr. Wilson said in part: 

“The cost-of-living formula by which wages are adjusted every 3 months is 
a continuation of the same principle used in the 1948 agreement. applied in the 
same way. This provision protects our employees against inflation but in itself 
is neither inflationary nor deflationary, but follows what other pressures have 
forced on the national economy * * * 

“The annual improvement factor of 4 cents per hour is an increase of 1 cent 
per hour over the 3 cents provided for in the 1948 agreement. It is approxi- 
mately 2% percent of average wages. Many people think it was arrived at 
based on what we expect or can achieve in General Motors. This is not go, 
The 2% percent annual improvement factor is somewhat less than the Nation’s 
manufacturers have been able to achieve on the average in the last 50 years * * * 

“We in General Motors have subscribed to what we think is the average of 
what the country can do. Of course, we hope to do better ourselves and, in addi- 
tion to raising real wages, continue our policy of improving our products and 
reducing our prices. 

“This principle of annual imnrovement in real wages based on technology we 
also hold to be neither inflationary nor deflationary. It does share promptly 
with workmen part of the fruits of technology. Unit costs are not increased 
since productivity is assumed to increase at least as fast as hourly wages. 
Therefore, no price increase should result from such wage increases * * * Some 
people have apparently been looking forward to general wage reductions as 
well as price reductions, which is another way of saying they are looking 
forward to a deflation.” 


Formula boosts profits more than wages 


I should like to draw your attention particularly to Mr. Wilson’s admission 
in that statement that the formula “does share promptly with workmen part of 
the fruits of technology.” A serious error has been made by some economists 
in assuming that if workers’ wages are increased at the same rate as their own 
productivity increases, then they will receive the exclusive benefit of the produc- 
tivity advance, leaving nothing for either stockholders or consumers. This is 
not the case, as is shown in table 10. 

(Table 10 follows:) 


Taste 10.—How profits increase faster than wages when productivity rises 


Before rro- After nro- 

ductivity ductivity Percent 
increase of increase of increase 
5 percent 5 percent 
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1 Excluding the labor element in fixed costs which is assumed to be included in the labor figures in the 
preceding line. 
3 Including 5-percent wage increase. 
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The table is based on hypothetical data, because we could find no company 
jncome statement in which cost items were sufficiently identified as fixed or 
yariable costs, as they can be in a model. 

The model is also simplified in other respects. For example, introduction of 
improved machinery may affect fixed costs, either by raising or by lowering 
them, depending on whether the productivity of the new equipment per dollar 
of capital investment is higher or lower than that of the old. Such details, 
however, important as they may be in other respects, do not affect the principle 
illustrated. 

The table illustrates a corporation with sales of $10,000 and cost of $8,000, 
made up of $4,200 for production materials, $1,800 for labor and $2,000 in fixed 
costs (Other than the labor element of fixed costs)—leaving $2,000 in operating 
rofit. 

. It is now assumed that productivity is increased 5 percent, represented by an 
actual 5 percent increase in the physical volume of production; a result which 
must follow if increasing productivity is not to result in unemployment. 

The dollar value of sales will increase to $10,500. Since 5 percent more 
materials will be required, material costs will increase to $4,410. As a result 
of a 5 percent wage increase, to give the workers their share of the increase in 
productivity, labor costs will increase to $1,890. But fixed costs will remain 
fixed at $2,000. 

This means that total costs will now be $8,300, leaving an operating profit of 


— while wages have increased by 5 percent, profits will have increased by 
10 percent. 

The same principle will hold true in every case where increased productivity 
also leads to increased production, as it will do if its fruits are shared so as 
to make possible higher standards of living. Other factors being equal, in- 
creased production means that fixed costs such as taxes, interest, tooling, depre- 
ciation, and soforth, are spread over a greater number of units. If prices remain 
unchanged, profits then will inevitably increase faster than the rate of produc- 
tivity gain. 

It follows, therefore, that even if the workers im a given industry were to 
receive wage increases justly proportionate to the rate of advance of their own 
productivity, it would be possible to increase profits by the same rate and still 
leave a margin for reduction of prices. The margin is even greater when a cor- 
poration like General Motors, or an industry like the auto industry, enjoys an 
average annual productivity increase well in advance of that for the whole econ- 
omy as I shall show that it historically has. Then a wage formula gearing real 
wage gains only to the rate of productivity increase in the whole economy obvi- 
ously gives the employees a still smaller part of the fruits of technology. We in 
the UAW do not quarrel with that concept provided an adequate share is also 
passed on to consumers generally in the form of reduced prices, a principle to 
which Mr. Wilson gave lip service in 1950, and provided the worker’s share is 
not calculated by starting from a point of depressed wages. 

The fact is, however, that even while Mr. Wilson was giving lip service to 
the principle, his corporation was in the process of grinding out profits for the 
year 1950 at the absolutely fantastic rate of 86.6 percent return on investment 
meee taxes, and 39.9 percent return 2ven after all taxes had been paid (see 
table 19). 


Improvement factor does not justify price increases 


The noninflationary nature of the UAW-GM formula was emphasized again 
on May 24, 1951, in proceedings before the Wage Stabilization Board. Mr. Harry 
Anderson, then a General Motors vice president, again maintained that the 
annual improvement factor increase did not justify a price increase, and in 
fact was not an element of cost because the 4 cents improvement factor is 
repaid in the form of increased production so that in effect you have sometimes 
a decrease in actual cost for a particular unit. 

Elsehwere in this statement we shall show that the amount repaid in the form 
of increased productivity at both General Motors and Ford was in fact greater 
than then improvement factor paid to the employees. 

The following is a transcript of part of Mr. Anderson’s questioning by Dr. 
George W. Taylor, chairman of the Wage Stabilization Board: 

“Mr. ANDERSON. Mr. Chairman, it has been our position from the inception of 
agreements in 1948 that while the increases, annual increases, are elements of 
cost, nevertheless the annual improvement factor is not an element of cost for 
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the request to increase prices under regulations of the Price Administrator 
at the present time. 

“The CHAIRMAN. So that, should this be approved, it would not be your ip. 
tention to use it as the basis for seeking any price adjustments, I suppose, as 
we used to use before, or to guard against price decreases otherwise justifiable? 
Wasn’t that the term? 

“Mr. ANDERSON. Yes. 

“The CHAIRMAN. But it would not be used-—— 

“Mr. ANDERSON. Definitely not. 

“The CHaIRMAN. In any request you might make for a change in ceiling 
prices? 

“Mr. ANDERSON. Definitely not. It is our feeling that the 4 cents improvement 
factor is repaid in the form of increased production so that in effect you haye 
sometimes a decrease in actual cost for a particular unit. We do not intend 
to seek a price increase growing out of the increase of 4 cents an hour on the 
annual improvement factor. 

“The CHAIRMAN. So that while it would increase your total wage bill you 
don’t feel that it would result in any increase in your unit-labor cost? Is 
that it? 

“Mr. ANDERSON. Definitely not.” 


Why fruits of technology must be fairly shared 


I should like to reiterate that our union accepts the concept of gearing work- 
ers’ real wage gains to increases in national productivity, provided that the 
starting point is not too low to provide adequate purchasing power for the 
economy and adequate living standards for the workers concerned, and provided 
also that in industries with higher than average productivity, a fair share of 
the increase is passed on to consumers through price reductions. In other 
words, by relating our wage formula to the rate of increase in productivity of 
the economy as a whole, we are prepared to share the fruits of our own greater 
productivity with other workers and consumers, provided the corporations which 
can afford to do so reduce their prices so that the sharing actually takes place, 

A self-imposed limitation on economic demands which would be reasonable 
and acceptable under those circumstances, however, would become unreason- 
able and totally unacceptable in an industry in which managements abuse the 
power of price administration in order to funnel all of the productivity increase 
and more into corporation profits and executive bonuses, imposing needless price 
increases on the consumer, restricting markets and thus creating unemployment 
and economic insecurity for their employees. 

We are interested in seeing that the fruits of technology are fairly shared 
not only as a matter of economic justice, but we are also interested in it asa 
matter of economic realism. Only if our growing power to produce is matched 
by a growing power to consume can we build and maintain prosperity and full 
employment. Greedy profiteering and price gouging, by reducing purchasing 
power, threaten every worker with the possibility of unemployment. The actual 
relationship among productivity, prices and profits in the industries in which 
we bargain threfore must always be a matter of serious concern to onr union. 


Prinoiple of wage formula accepted 
Since 1950 the wage formula described and defended by Mr. Wilson has been 
in effect not only in General Motors but also in Ford and Chrysler as well as 


in many hundreds of other companies ander contract with our union. Wage 


adjustments made under the formula from 1948 through 1957 are shown in 
table 11. 


(Table 11 follows:) 
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TABLE 11.—Operation of GM escalator and improvement factor clauses 
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Cost-of-living allowance 


a arneeapeieeedomnsrersirtreeeiouesareientppsceny tuto diienenitenedanctonmein tnecetinimenmasiaiegierttetins Additions} Total 
to base | increase 
Allowance effective 1st pay period beginning Based on Index | Amount] rates! 
on or after— index for— 


Under 1948 contract: 
May 29, 1948 - . . 15, 1948 
Sept. zy 1948. 15. 1948 
Dec. 1, 1948 : - ae 
June 1, 1949 . 15,1949 
15, 1949 
. 15,1949 


. 15,1950 

. 15, 1950 

15, 1950 

. 15,1950 

. 15,1951 

. 15,1951 

Sept. 1, 1951 15, 1951 
Dec. 1, 1951 . 15,1951 
Mar. 1, 1952 - 15,1952 
—_ ’ 1952 - 15, 1952 
15, 1952 

- 15,1952 

Apr. 13, 1953 . 15,1953 
Under aa amendments of May 1953: aie 


15, 1953 
. 15,1953 
15, 1954 
. 15, 1954 
15, 1954 
- 15,1954 
15, 1955 


. 15, 1955 
15, 1955 
ct. 15, 1955 
. 15,1956 
. 15, 1956 
15, 1956 

- 15,1956 
. 15,1957 
- 15, 1957 
15, 1957 

. 15, 1957 
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— rovement factor increases effective May 29 of each year. 
cludes 0.8 point added to published index figure for rent bias. 
: _ rovement factor increased to 4 cents by agreement of May 29, 1950. 
‘Includes 1.3 points added to published index figure for rent bias. 
§ Adjustment delayed due to late publication of “‘revived”’ old index. 
€ Revised index. 
1 After transfer of 19-cent cost-of-living allowance to base rates by supplemental agreement of May 22, 1953. 
tImprovement factor increased to 5 cents by supplemental agreement of May 22, 1953. 
* Minimum 6-cents-per-hour improvement factor. Improvement factor changed by 1955 agreement to 
$cents or 244 percent, whichever is greater. 


Thus all of the companies have accepted the validity of the principle that 
real wages should rise in step with national productivity. If it can be shown 
that real wages in the auto industry have, in fact, not exceeded the growth of 
national productivity, the auto corporations cannot consistently claim that our 
union has pushed wages up excessively and unreasonably. 

All the increases in real wages and fringe benefits won by the UAW since 
it first gained recognition have not equaled the increase in productivity of our 
national economy during that same time—much less the more rapid increase 
in productivity in the automoble industry. 

Obviously, the UAW can take neither credit nor responsibility for anything 
that may have happened to the relationship between wages and prices before 
our union established itself as a real factor in the industry. We were unable 
to do so until 1937. Before that time all of the big three refused to recognize 
ng representative of their workers. In fact, Ford continued to refuse until 
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The year 1937, therefore, is the proper starting point for determining what, 
in fact, has been the influence of our union upon the relationship between rea} 
wages in the auto industry and national productivity. 

This is a key point for more than one reason. The propagandists of big 
business regularly charge that we in the trade-union movement have ruthlessly 
used our alleged monopoly power to wrest from industry an unfairly large share 
of the wealth created in the economy. The UAW is a frequent target of such 
charges. If these charges were true, we should certainly have been able to 
improve substantially the relationship between wages and productivity that 
existed in 1987 when our organization had barely climbed to its feet and when 
the second largest of the corporations in the industry still remained unorganized, 

The actual facts are laid bare in table 12. 

(Table 12 follows :) 















TABLE 12.—Real straight-time hourly earnings in the motor vehicle industry 
compared with productivity in the total private economy, 1937-56 











Straight-time hourly earn- | Real private? 
| ings!in constant dollars | product per 
Year I etatearciae lintel | man-hour 
(1937= 100) 
| 1956 dollars | 1937=100 | 
| 
$1. 663 | 100. 0 100.0 
1. 759 | 105.8 | 101.2 
1.791 107.7 106.0 
1. 7386 | 107. 4 111.8 
1. 858 | 111.7 (@) 
1.817 | 109.3 | (3) 
1. 786 | 107.4 (3) 
1.819 109. 4 (3) 
1.817 | 109.3 | (3) 
1. 836 | 110. 4 | (3) 
1. 757 | 105.7 | 132.5 
1. 788 | 107.5 138.0 
1. 897 114.1 139.6 
1. 934 | 116.3 | 151.7 
1.96 | 117.9 157.4 
2. 02 | 121.5 163.2 
2.09 125.7 169.3 
2.15 | 129.3 | 174.2 
2. 21 132.9 | 180.5 
2.28 137.1 | 182.6 











1 Bureau of Labor Statistics average hourly earnings and Consumer Price Index. 

2 1937-40: Bureau of Labor Statistics, Postwar Productivity Growth in the United States. 1940-56: The 
President’s Economic Report, 1958. 
3 Not available. 













It is with some regret that I am compelled to state that, far from pushing 
up real wages faster than national productivity, we have not been able to 
keep real wages moving in pace with national productivity. We have not 
been able in any year since 1939 to regain, let alone improve upon, the rela- 
tionship between real wages of auto workers and national productivity that 
we established when our union first emerged as a significant factor in the 
industry. 

From 1937 to 1956, real average straight-time hourly earnings of auto workers, 
as reflected by BLS, advanced 37.1 percent while national productivity, also as 
measured by BLS data, increased by fully 82.6 percent—nearly 244 times as 
fast. It is true that we have made gains in fringe benefits as well as in di- 
rect wage increases. But even when any reasonable estimate of the cost of 
our fringe gains is added in, our members will still be found to have been 
significantly shortchanged of their rightful share in the fruits of the national 
productivity advance. 


C. E. Wilson defended fringe benefits 


As a matter of fact, in the same speech from which I quoted above, on June 
8, 1950, C. E. Wilson also justified the fringe benefits in our 1950 agreement. 
He pointed out that their apparent cost is offset, at least in part, by the gains 
they bring to the companies financing them, and that fringe benefits help the 


whole economy by encouraging workers to increase their spending for current 
consumption. He said: 
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“Both the insurance package and the pension plans were worked out in order 
to assist employees in protecting themselves against the individual hazards 
of life. All parties recognize that such benefits mean some additional accounted 
cost, but no one can be sure to what degree these costs will be recovered through 
less sickness and absenteeism and through better morale and a cooperative at- 
titude on the part of the employees. Many people have held that individual 
employees should pay for such benefits directly themselves from their wages, 
but the plan we have worked out will heip employees acquire such benefits 
at probably lower cost than they could do it for themselves. Onur plan should 
mean that practically all employees are covered by these benefit plans. We 
often forget how hard it is for the average workman to save money for a rainy 
day or for his old age. We have millions of salesmen abroad in our land 
trying to entice these same workmen and their wives to spend every last dol- 
lar they can get their hands on. It is important that the Nation’s workmen 
should spend for what they need or feel they should have and still have rea- 
sonable security. Basically, they are the customers as well as the producers 
who maintain the economy of our Nation. Only 40 percent of our national 
income is spent for subsistence living. The balance is spent for other things 
that give us our high American standard of living. The production, sale 
and purchase of these other things depend on both the confidence and the 
ability to buy. 

“Increased vacation pay for employees with 15 years or more service and 
the paying of one-half of the hospital and surgical coverage for the employee’s 
family as weil as himself is an effort to give added recognition to our older 
and more experienced employees. The additional increase of 5 cents per hour 
for certain skilled trades carries out this same idea.” 


Fringes do not close the gap 


If the real wages of our members had been adjusted to keep pace with ad- 
vances in national productivity since 1937, their average straigth-time hourly 
earnings in 1956 would have been $3.03 instead of the $2.28 which they actually 
received. This gap of 75 cents per hour would be only partially closed if there 
were to be added to the $2.28 per hour in straight-time wages paid our members 
in 1956 the cost of those fringe benefit gains won since 1937 which are not al- 
ready included in it. (The cost of increases in late shift premium pay, for 
example, is included in the $2.28 per hour figure.) * 

We are not proud of these facts. On the contrary, they deeply disturb us. 
They show that despite all the powers our union is accused of possessing and 
of ruthlessly wielding we have not been able to raise the real wages of our 
members as fast as national productivity has been advancing. We have not 
been able to raise their real wages as fast as the principle behind the wage 
formula accepted by the Big Three corporations assumes it would be proper to 
raise them. 


The gap has been narrowed 


The UAW has done better than many other unions. We have been making 
some headway in recent years in narrowing the gap between productivity and 
real wages. Moreover, as I will show, the contrast between the recent and the 
pre-union situation in the auto industry is as between day and night. But the 
lag which I have cited shows incontrovertibly that the power even of a strong 
union, residing in the militancy, the dedication and willingness to sacrifice of a 
loyal membership, is far overmatched by the power of the gigantic corporations 
that dominate the key industries in our economy. 

These facts lead to the conclusion that if collective bargaining is to perform 
its proper role in bringing about an equitable and economically sound balance 
between productive power and mass purchasing power, national policy must be 
pointed toward the encouragement and strengthening of unions rather than 
weakening and undermining them through anti-monopoly legislation (as if 
the labor of human beings were a commodity) or handcuffing them with Taft- 
Hartley Acts and restrictive legislation of other kinds. 
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132.5 
138.0 
39.6 
51.7 
57.4 
63.2 
69.3 
74.2 
180. 5 
182.6 


*The actual discrepancy is probably even greater than the figures indicate, because the 
data used to calculate the rate of productivity increase are based on man-hour figures which 


nen the effect of holidays, thus tending to overstate the number of man-hours actually 
worked. 
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Use of 1987-40 base would increase discrepancy 


The cynical abuse of statistics in the service of selfish interests has unfortu- 
nately, but inevitably, given rise to skepticism of all statistical comparisons 
whether they be valid or invalid. It may therefore be advisable to emphasize 
that no trick choice of a particular year for the base period accounts for the lag 
I have shown between the real hourly wages of auto workers and the growth 
of national productivity. 

We chose 1937 because, as indicated, that was the first year during which 
our union was able to exercise any power at all.* But essentially the same 
result would emerge if we took as a base period any prewar year after 1937 
or even the entire 4-year period 1937-40, which includes 1 year when the war in 
Europe was beginning to exert upward pressure on living costs, thus unbalane- 
ing the real wage-productivity relationship at the expense of the former. 

In fact, there is an even greater discrepancy between the relative rates of 
advance of auto real wages and national productivity if we use the 4-year base 
period as our starting point than if we use the single year 1937. Comparing 
the average for the years 1937-40 with the terminal year 1956, real average 
straight-time hourly earnings of auto workers rose 30.3 percent while national 
productivity increased 74.6 percent. The increase in productivity on this basis 
was 214 times the increase in real wages; whereas, based on the 1937-56 com- 
parison, the increase in national productivity was 24% times the increase in real 
wages of auto workers. Had auto industry real wages been adjusted upward 
in accordance with the rise in productivity since 1937-40, average straight-time 
hourly earnings in 1956 would have been $3.05 instead of the actual $2.28—a 
gap of 77 cents per hour or $30.80 per 40-hour week, which is only partially 
offset by gains in fringe benefits. 

We might also have used the year 1940 as a base, since that was the year 
chosen by General Motors in 1948 negotiations as the base year for the cost-of- 
living part of the escalator-improvement factor wage formula. Between 1940 
and 1956, real average straight-time hourly earnings of autoworkers rose 27.7 
percent while national productivity increased 64 percent. If auto industry real 
wages had been adjusted upward in accordance with the rise in productivity 
since 1940 only, average straight-time hourly earnings in 1956 would still have 
been $2.93 per hour—65 cents more than they actually were. 


Productivity and after-taz real wages 


The auto corporations prefer, for obvious reasons, to have their profits con- 
sidered only on an after-tax basis. In fact, they repeatedly resort to the shoddy 
device of comparing profits after taxes with wages before taxes. As we show 
elsewhere in this statement, profits before taxes are clearly the only relevant 
profits for consideration when the effects of wages upon prices and profits are 
at issue. 

However, insisting as they do upon using after-tax figures for profits, the auto 
corporations cannot legitimately complain if we now compare the movement of 
real wages after taxes with changes in national productivity. On that basis, 
as shown in table 13, real after-tax wages for an autoworker with no dependents 
rose 16.3 percent from 1937 to 1956 as compared to an 82.6 pecent increase in 
national productivity during the same period. Real wages after taxes for a 
worker with a wife and two children rose 26.5 percent during the same period 
or less than one-third as much as national productivity. 

(Table 13 follows:) 


* Wages of auto workers rose during 1937, both because of very sizable wage increases 
Won as an immediate result of organization and because many employers in the industry 
sought to bribe their workers into foregoing unionization. But both productivity and 
living costs also rose in 1937 as compared to 1936. As a result, if 1936 rather than 1937 
is taken as the base, it appears that national productivity increased by 87.7 percent from 
1986 to 1956 while real wages increased by only 53.6 percent during the same period, 
The year 1937 provides the sounder comparison, however, since, if in truth the union 
were able to exercise irresistible power, it should have been able in the years since to 
improve upon the wage-productivity relationship established when the union first began to 
wield any power at all. 
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TaBLE 13.—Increase in after-taw straight-time weekly earnings of representative 
autoworkers, 1937-56 
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Married 
Single worker 
worker with 2 
children 


a 


ht-time weekly earnings, 1937 bi $35. 12 
Weekly tax payment, 1937 . 37 0 


Weekly after-tax earnings, 1937 


Straight-time weekly earnings, 1956........-.....-.--..-------------------------- 
Weekly tax payment, 1956 


Weekly after-tax earnings, 1956 


Increase in cost of living, 1937-56 (percent) 
Value of 1956 weekly after-tax earnings in 1937 dollars 
Percentage increase in real after-tax weekly earnings 


———————_—_—————_———————————— 


Source: Based upon BLS data on earnings and cost of living and Internal Revenue tax regulations, 


In other words, tax increases between 1937 and 1956 took away almost one- 
half of the real wage increase gained by an unmarried autoworker in that 
period, and almost one-third of the gain of a married worker with 2 children. 

We make this point only because it parallels the after-tax profit comparisons 
that the auto corporations insist upon making. Unlike them, we do not believe 
that consumers should pay our taxes for us. We are convinced that the present 
Federal tax structure bears inequitably upon workers and other low- and 
middle-income groups. But, in our opinion, correction of tax inequities, whether 
affecting corporations or individuals, must be obtained by means other than 
shifting the burden of direct taxes to consumers through abuse of market power. 
This would lead to further unbalance in the relationship between productive 
power and ability to consume. We will show that the pricing formula used by 
the industry is designed to make the consumer pay the corporations’ profit 
taxes. 


Auto plants lead in automation 


In an industry where productivity advanced less than the national average, 
increases in real wages in pace with progress in national productivity might (in 
the absence of excessive profit margins) compel price increases. Such price 
increases would be entirely justifiable and would not upset the stability of the 
general price level if they were offset, as they should be, by price reductions in 
other industries benefiting from more than average productivity increases while 
also increasing wages in line with national increases in productivity. 

But this defense is one that is unavailable to the auto industry’s Big Three. 
They have always prided themselves with full justification, upon their progres- 
sive technology. They have been in the vanguard of the innovators of more 
efficient, cost-saving production equipment and production methods. They are 
among the outstanding pioneers of the second industrial revolution that automa- 
tion has brought us. Some of the best-known examples of automation and other 
advanced production techniques are to be found in their plants. As a result, 
their rate of advance in productivity undoubtedly exceeds by far the national 
average rate. 

We know this to be true historically. The Bureau of Labor Statistics com- 
puted and published an index of output per man-hour for the motor vehicle 
industry for the years 1919 through 1940. Although, because of technical de- 
fects in the method of computation, this index quite probably understates the 
actual advance of productivity, it showed an increase of 182.5 percent for the 
period involved. During the same years, productivity in the economy as a 
whole, as measured by the staff of the Congressional Joint Beonomic Committee 
increased by only 57.2 percent—less than one-third as fast. 
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The rate of productivity increase in the auto industry was well over 5 percent 
per year compounded as contrasted to a rate of less than 2% percent for the 
economy as a whole.* 

In the absence of authoritative and reliable productivity data for the auto 
industry during the post-World War II period, it is impossible to say with 
assurance to what extent its output per man-hour has continued to advance 
more rapidly than that for the national economy as a whole. However, no one 
ean read the trade publications or walk through the auto industry’s modern 
plants without being compelled to admit that it has maintained its leadership 
as a technological innovator. 


The industry’s conspiracy of silence 


Highly significant also is the fact that the auto industry for years has been 
resisting publication by the Bureau of Labor Statistics of a productivity index 
for motor vehicles comparable to the indexes the Bureau has published for the 
steel and other industries. We of the UAW have long been urging the computa- 
tion and publication of such an index. However, we know that, in the absence 
of the industry’s full cooperation in providing data, it must necessarily be a 
substantial understatement of the actual productivity advance in the industry, 

The Bureau did, in fact, compute a very inadequate productivity index for 
the auto industry in connection with the development of an index for manufac- 
turing as a whole. The auto industry index, which was never published, could 
be refined and made considerably more accurate with the aid of certain 
authoritative published data which the UAW’s technicians have brought to the 
Bureau’s attention. It would not even approximate the actual facts, however, 
unless the industry agrees to make certain additional data available to the 
Bureau. 

Thus far, however, the auto corporations have succeeded in their efforts to 
keep the facts of auto productivity a secret. 


Auto productivity a delicate subject 


The reluctance of the auto companies to let the public or their own workers 
know what the rate of productivity increase really is in auto plants goes back 
many years. On March 4, 1949, for example, the late Leo Donovan, who at that 
time was recognized as Detroit’s leading columnist on automotive subjects, 
wrote an article in the Detroit Free Press about productivity in the industry. 
The headline read: “Are Auto Plants Efficient? Seems No One Will Tell.” 

The story under the heading began: “Productivity is a subject more delicate 
than sex among the automakers. 

“It isn't that they won't talk about it—privately. They just don’t want to 
discuss it in front of the children. 

“By the children, of course, is meant the production workers. And ‘little 
pitchers have big ears,’ you know.” 

The rest of the article deals with a description of how important productivity 
is, and of how auto company spokesmen evaded any factual statement when 
Mr. Donovan asked them what current productivity actually was. 


Industry should be asked to supply the facts 


Given the auto industry’s enormous influence upon the general economic 
welfare, we believe it has no right to maintain a private iron curtain to conceal 
the facts on its productivity. We believe the Bureau of Labor Statistics, financed 
as it is out of public funds, and charged with responsibility for measuring 
productivity, has an obligation to make vigorous efforts to overcome the industry’s 
desire to maintain secrecy in a matter that so vitally concerns the public. We 
suggest that public disclosure of noncooperation by the industry would be a 
useful tool for this purpose. 

This committee can make a major contribution to throwing further light on 
price-profit-productivity-wage relationships in administered price industries by 
persuading the Automobile Manufacturers Association (which is dominated by 
the Big Three whose representatives will appear before the committee) to make 
available to the Bureau unpublished data which would make it possible to 
approximate the full extent of the actual productivity rise in the industry. 


*Both figures reflect the depression. Productivity both in autos and in the national 
economy actually declined during the early 1930's. 
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We respectfully suggest that this committee call upon the Bureau of Labor 
Statistics to submit to the industry a request for all data pertinent to produc- 
tivity measurement in the auto industry and to report back to this committee on 
the adequacy of the industry’s response to such request. 

You can be sure that the Bureau will have our union’s full cooperation in 
any effort you may persuade it to undertake to measure productivity in this 

ustry. 
Tae thing is certain despite the lack of any official productivity measure for 
the industry. There has been no increase in the real wages of auto workers in 
excess of advances in the industry’s productivity which would justify an 
increase in auto prices. 


Price gouging elsewhere is no alibi 


Undoubtedly auto dollar production costs have risen because of unjustifiable 
price increases in steel and other materials-supplying industries and because of 
the resulting cost-of-living wage increases which workers have had to obtain in 
order to protect their families’ welfare. Had there been no such unjustifiable 
cost increases, the lag of auto real wages behind the productivity of auto workers 
would make it possible today for the industry to produce and sell cars at prices 
below those prevailing prewar when a typical Chevrolet carried a price tag of 
$920. Even as it is, the profits reported by the Big Three make it crystal clear 
that they are not sharing the fruits of the industry’s productivity fairly with 
their workers and consumers in higher wages and lower prices. 

Confirmation that the most recent automobile price increase cannot be pri- 
marily attributed to wage increases is to be found in a very thorough analysis 
of the car-pricing system published under the byline of Dan Cordtz in the Wall 
Street Journal for December 10, 1957. 

Mr. Cordtz publishes what he states to be a breakdown of costs for an actual 
4door sedan in the upper end of the low-price division (Ford-Chevrolet- 
Plymouth), with a final suggested retail price in Detroit of $2,586. His figures 
were obtained in private conversations with company executives. The break- 
down includes $300 to $320 as the maximum cost of all hourly rated labor em- 
ployed either by the auto manufacturer or by parts suppliers, including both 
direct and indirect labor. At current wage rates, Cordtz points out, this would 
represent about 120 to 125 man-hours of hourly rated labor. 

Having pointed out that prices on 1958 models similar to the one he is dis- 
cussing have been raised by $85 to $135, Mr. Cordtz then says: 

“If wages rose 18.6 cents an hour in the past year, as Ford vice president, 
Benson Ford, asserted recently, this would have boosted costs less than $25 on 
the car. 

“*That’s not the whole story, though,’ objects a company official. ‘When we 
raise the pay of our hourly rated people, we also have to do the same for salaried 
workers. The total wage bill per car goes up by more than just the UAW’s 
gains.’ This obviously is true. But even adding in, to the extent possible, 
equivalent percentage wage boosts for the rest of the company’s employees 
produces an indicated cost increase of less than $40. 

“This estimate, moreover, ignores productivity rises which offset at least part 
of the higher wages. If wages go up, as we have estimated, by 12.5 percent 
and productivity gains 3 percent the effective increase in costs is but $30.” 

A labor cost increase of $30 per car is certainly an inadequate basis for an 
explanation of an $85 to $135 price increase. Actually, however, Mr. Cordtz’ 
figures exaggerate the cost of wage increases in three respects. He has ac- 
cepted an exaggerated figure for wage increases, he has allowed too much for 
the additional cost of increases to salaried employees, and he has underesti- 
mated the rate of productivity gains. 

Mr. Benson Ford, on November 4, told a meeting of the Mississippi Automo- 
bile Dealers Association : 

“Let there be no misunderstanding: Current price increases reflect automatic 
labor cost increases that were built into automobile labor contracts in 1955 and 
in prior years. At Ford Motor Co., for example, since the introduction of our 
1957 models—and including the 3-cent rise in wages in September—our hourly 
labor costs have increased 18.6 cents per hour. The fact is that these labor 
costs have not been matched by a corresponding increase in productivity and 
must be met in other ways.” 
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That 18.6 cents per hour is the figure referred to by Mr. Cordtz, and it is one 
that I challenge as a valid measure of increased labor costs. Mr. Ford did 
not say how it was derived. But between September 1956 and September 1957 
the “automatic labor cost increases” built into the UAW-Ford contract amounted 
to only 14 cents per hour—8 cents in cost-of-living allowance and a fraction 
over 6 cents in the annual “improvement factor” increase. (See table 11.) 
The Bureau of Labor Statistics reports show that for the automobile industry 
as a whole, straight-time hourly average earnings increased only 11 cents per 
hour between September 1956 and September 1957. 

Secondly, Mr. Cordtz suggests that an increase of $25 in production worker 
wages would grow to $40 when similar increases to salaried workers are in- 
cluded—implying that the salaried payroll is equal to 60 percent of the pro- 
duction worker payroll. The most recent data are from the Department of 
Commerce 1955 Survey of Manufactures. They show that in 1954 total auto 
industry payroll was 26 percent greater than production worker payroll alone, 
and in 1955 it was 22 percent greater. Even allowing for some relative ex- 
pansion of salaried employment, it would be difficult to justify an estimate of 
total payroll more than 30 percent above production worker payroll. 

Making these two corrections in Mr. Mordtz’ figures, I believe it would be 
much more realistic to put it that on the basis of 125 man-hours per car, an 
increase of 14 cents per hour would cost $17.50 more for hourly rated labor, or 
about $23 for total wage and salary workers, before taking into account any 
increase in productivity. Even if only 3 percent is allowed for productivity 
advance, this would be reduced to about $13 in increased cost. 


Ford has its curtain of secrecy 


Mr. Ford claims that the increase in labor costs has not been matched by a 
corresponding increase in productivity. As I have already said, however, the 
automobile industry, including the Ford Motor Co., has steadfastly maintained 
an informational Iron Curtain which has prevented even the Bureau of Labor 
Statistics from computing and publishing a reliable productivity index for the 
industry. 

There is no question of the continued technological advance in the automobile 
industry. Of course, productivity is also affected by volume of production, but 
we have every reason to believe that if volume had been maintained, the pro- 
ductivity gains during the past year of the Ford Motor Co. and the other major 
companies would have been more than sufficient to absorb all wage increases and 
leave a margin of profit that could have been passed on to the consumer in lower 
prices. If any representative of the industry claims otherwise, I urge this 
committee to insist that any such claim be backed up by full disclosure of all 


the data required to make accurate measurements of the actual productivity 
increase. 


PRICE INCREASES IMPOSED BY THE AUTOMOBILE CORPORATIONS HAVE BEEN UP TO $5 
FOR EVERY $1 GAINED IN WAGE INCREASES 


As I indicated earlier, attempts to assess the credibility of management claims 
in the auto industry are hampered by the secrecy with which they hide the 
facts about matters which, at the same time, they try to represent as public 
issues. Table 14 represents an attempt on our part to penetrate that veil of 
secrecy and determine just what the relationship has been between the increase 
in labor costs and the increase in automobile prices over the past 10 years. 

(Table 14 follows :) 
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TABLE 14.—Amount of General Motors’ 1956 sales revenue attributable to 1947- 
56 price increases compared with amount of General Motors 1956 hourly rated 
payroll attributable to 1947-56 wage increases 


United States factory sales in 1956.-.-.----._--------------~- 3, 507, 741 
morltawide factory sales in 1966...................-- mest 4, 090, 863 
Percent United States sales to worldwide sales__._____------- 85. 7 


cg dhe tonaninvineclommietaanereninr man $10, 796, 000, 000 


iene tiecacesslag tb entecateelpiulldgilan iaseedaidaeiiie cepa dieicisledinceiat sleds 129. 8 

Rae eictee acs deaclloedoe aerate nxwsapiap ch RAEN mst ted lode pesos a ae ameeianikeaae ie on 91.3 

meee 1Gne- index to. 1947 Index mem wnntilawitit 1. 422 

1956 United States dollar sales at 1947 prices_..___.__.-.---~- $6, 507, 000, 000 
Amount of 1956 United States dollar sales attributable to 

Ian TOL a eee eacabaiian $2, 746, 000, 000 
Average gross hourly earnings in General Motors United States 

plants: 
Bias sncenan an acnicbicnsticnabnbnc nan tilibelnndipins Sei dseddiae hkl dbnsciheitadidelesbee ble $2. 48 
ace it ined anaes eel $1. 51 


atria ciel ae eee cadena $0. 97 
Hours worked by United States hourly employees in GM 

SO OOO tai 0 2s oes eninenaianrdraieamnnesnteeditnt 754, 000, 000 
Amount of 1956 United States hourly rated payroll attributable 

S>. 1047-06 wage IRCrOQS0Gs sessed ee ccksicciitie anew $731, 000, 000 
Revenue from price increases in excess of amount needed to 

SPD: WEED INOTORROR ss aiicisannie obscene an ineceeiioaeis $2, 015, 000, 000 
Ratio of revenue from price increases to cost of wage increases 3. 76 


Source: Based upon sales, earnings, and hours figures from GM annual reports to 
stockholders. Wholesale price data are as published by the Bureau of Labor Statistics, 
U. 8S. Department of Labor. 

As you will note, many of the figures have had to be simply the best estimates 
we could make. General Motors, for example, does not reveal the value of its 
United States sales as distinguished from sales to other countries. 

Its sales figures do not report sales of automotive products separately from 
sales of other products. It does not release enough data to permit an accurate 
price index to be constructed showing percentage changes in the selling prices of 
its motor vehicle and parts production. 

And its payroll data are not adequately defined. We have therefore had to rely 
to some extent on estimates, and on the application of overall data such as BLS 
wholesale motor vehicles price index, and to assume that the weighted average 
price of all the company’s products moved in the same way as the price of motor 
vehicles. 

However, the final figures are so overwhelming that no conceivable error in the 
estimating process could seriously weaken them. They show that approximateiy 
$2,750 million of the amount received for sales by General Motors in 1956 could 
be attributed to price increases on its United States motor vehicles since 1947— 
and that only about $730 million of the corporation’s United States hourly payroll 
in 1956 could be attributed to wage increases since 1947. 

In other words, for every dollar of increased labor costs since 1947, General 
Motors in 1956 imposed about $3.75 in cumulative price increases on the American 
car buyer. 

To put it another way, the $2,750 million of General Motors’ 1956 income attri- 
butable to price increases since 1947 was almost 50 percent greater than the corpo- 
ration’s total United States hourly-rated payroll in 1956. 

By no stretch of the imagination can price increases of that magnitude be 
attributed to wage increases. 
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Ford figures equally striking 


Table 15 shows similar figures for Ford Motor Co. In this case, lack of hourly 
wage figures back to 1947 has made it necessary to use the General Motors’ 
figures for hourly wage increases, but we are reasonably sure that the difference 
would not be unduly great. 

(Table 15 follows :) 


TaBLE 15.—Amount of Ford 1956 sales revenue attributable to 1947-56 price 
increases compared with amount of Ford 1956 hourly rated payroll attribut- 
able to 1947-56 wage increases 


SN I I an nciurierenpnpionelantnipiee dciimianchinsencahoas $4, 647, 000, 000 
Motor vehicle wholesale price index (1947-49=100) : 
BR iccicneniecerecey Abet enceted anegiak iis aretbadinces tect teab igen cece etcetera 129.8 
Ii leltlt.< alhtarendnepebansanapestininntadenihalienannetnennigrnanenaenmnertnieicteeii 91.3 
Ratio of 1956 index to 1947 index____._-_--._-_----------_ 1. 422 
1956 dollar sales volume at 1947 prices______________-_----_--- $3, 268, 000, 
Amount of 1956 dollar sales attributable to 1947-56 price in- 
isin acelin ddan iiiebee idles caiainens dhighmenalonpdraiendiey ateminnee $1, 379, 000, 000 
Average gross hourly earnings :* 
UI it thcnicinkcp init easel ah aaa nen Ng inact its aan any ese ais $2. 48 
FE acta sicepsivan te tapcnes Ah ceestaighee ed en ph BAN hs echt am bala dala ehng inte 1. 51 
ee COI ait icine inate unt ante ee .97 
Hours worked by hourly employees in 1956_..________--_-_------ 287, 000, 000 
Amount of 1956 hourly payroll attributable to 1947-56 wage in- 
enei nd PI sD Bee 2 a a $278, 000, 000 
Revenue from price increases in excess of amount needed to 
aipare) wage imGteane tia Se i So an se $1, 101, 000, 000 
Ratio of revenue from price increases to cost of wage increases__ 4. 96 


1 GM earnings figures are used since no Ford 1947 wage figure is available. 


Source: Ford employment department, Ford 1956 report to stockholders, wholesale price 
data are as published by the Bureau of Labor Statistics, U. 8S. Department of Labor. 


In the case of Ford, the amount of 1956 dollar sales attributable to price 
increases since 1947 was about $1,380 million, and the amount of 1956 wages 
attributable to wage increases was $278 million; a ratio of just under 5 to 1. 
And $1,380 million of sales income attributable to price increases represented 
almost double the total United States hourly rated payroll in 1956. 

Data available for the Chrysler Corp. were insufficient to make a similar 
analysis for that company. 


PROFITS PER UNIT OF PRODUCTION IN THE AUTO INDUSTRY HAVE INCREASED MANY 
TIMES FASTER THAN WAGES AND SALARIES PER UNIT OF PRODUCTION 


Still another comparison can be made, between the increase in labor costs 
per unit of production and the increase in profits per unit of production. 

Among the data vitally affecting prices which the automobile corporations 
are very careful to keep secret are the figures which would show their unit labor 
costs and their profits per unit. I hope that such figures, covering the entire 
period of postwar price increases, will be among those which this committee 
will request the corporations to produce. In the meantime, from corporate 
financial statements we do have overall payroll and profit figures, and, by mak- 
ing an adjustment for foreign operations (in the case of General Motors) and 
adjusting sales figures for wholesale price changes, it is possible to get a rough 
estimate of the change in physical volume of production—the number of units 
produced. 


General Motors unit profits soar 


The resultant figures for General Motors Corp. are shown in table 16. 
(Table 16 follows: ) 
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TABLE 16.—Hstimated growth of General Motors United Siates profits and hourly 
payroll per unit of physical volume (as measured by sales in 1947 dollars), 
1947-55 and 1947-56 


Indexes, 1947=100 Per unit of phys- 
ical volume 4 
Motor 
vehicle 
whole- United | United | United | United | United | United 
sale States | States | States | States | States | States 
price hourly sales | share of| hourly | share of| hourly 
index rated | at 1947/| profits | rated | profits | rated 
(1947= payroll | prices fore | payroll| before | payroll 
taxes taxes 


100.0 | 100.0 
443.3 | 270.2 
293.9 | 230.9 


1The Bureau of Labor Statistics price index (1947-49=100) converted to a 1947 base. 

2 Obtained by applying the ratio of United States motor vehicle production to worldwide motor vehicle 
Production to the company’s pu blished sales figures. 

3 Obtained by subtracting GM foreign profits from company’s published profits figures. Foreign profits 
were computed as follows: For 1947 by adding company’s figtre for net profit from foreign operations 

cluding Canada) to company’s figure for foreign income tax; for 1955 and 1956 by adding company’s 
=s for net profit originating in countries outside of United States and Canada tc company’s figure for 
foreign income tax and to estimate of Canadian net profit based on ratio of Canadian motor vehicle produc- 
tion to total motor vehicle production. 

4As measured by sales in 1947 dollars, 


The figures indicate that, comparing 1955 with 1947, General Motors’ United 
States unit sales (i. e., sales in constant dollars) increased 133 percent, while 
the corporation’s profit before taxes on its United States operations increased 
843 percent. 

At the same time, total hourly payroll, which includes the cost of a number 
of so-called fringe benefits, and which in addition reflects a probably substan- 
tial increase in the degree of integration of the production process, increased by 
only 170 percent.® 

As the last two columns show, hourly payroll per unit of sales increased from 
1947 to 1955 by 16.1 percent, but profit before taxes per unit of sales increased 
by 90.4 percent. 

The year 1955 was, of course, one of high production when unit labor costs 
would naturally be minimized and unit profits be maximized. In 1956, as the 
table shows, production took a substantial drop, which would naturally have the 
effect of increasing unit labor costs and reducing unit profits. Yet even in 
1956, hourly payroll per unit of sales was only 25.4 percent higher than in 1947, 
and profit before taxes per unit of sales was 59.6 percent higher. 


Ford unit profits soar higher 
For Ford Motor Co., the figures are even more striking, as table 17 shows. 


*The corporation does not publish the figures for its total United States payroll, 
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(Table 17 follows :) 


TABLE 17.—2Zstimated growth of Ford profits and total payroll per unit of physi- 
cal volume (as measured by sales in 1947 dollars) , 1947-55 and 1947-56 








Indexes, 1947=100 Per unit of ph 
Motor volume 
vehicle 
wholesale} Sales | Sales at} Profits} Total 
Year price vol- 1947 | before |payroll?) Sales at | Profits | Total | Profits | Total 
index! | ume? | prices | taxes? 1947 before |payroll| before | payroll 
(1947 = 100) prices taxes taxes 
(a) (b) (c) | ®)+@) |@+@ 
Million \ Million | Million | Million 
I etencescs 100.0 | $1,502 | $1,502 | $108 5 | $484.6 100.0 100.0 | 100.0 100.0 100.0 
Bee D scksous 1346] 5,504] 4,156] 968 4 [1,117.6 276.7 892.5 | 230.6 322. 6 83.3 
WB idnece- 142.2} 4,647 | 3,268 | 478.8 [1,086.7 217.6 441.3 | 224.2 202. 8 103.0 


1 The Bureau of Labor Statistics price index (1947-49=100) converted to a 1947 base. 
2 As published by the company. 
3 As measured by sales in 1947 dollars. 


Source: Company annual reports to stockholders, 


Between 1947 and 1955,° unit sales increased by 176.7 percent while total 
payroll, again including a number of fringe benefits, and a high degree of 
integration, increased by only 130.6 percent. 

Profits before taxes, however, increased by a fabulous 792.5 percent. In 
other words, as the last two columns of the table show, between 1947 and 1955 
Ford’s payroll per unit of sales actually fell by 16.7 percent while the company’s 
profit before taxes per unit of sales rose by 222.6 percent. Even comparing 
the much poorer year 1956 with 1947, payroll per unit of sales was only 3 
percent higher while profits per unit of sales were more than doubled. 

In the case of Ford, we have antitcipated that the company might dispute the 
comparison because 1947 was in its case a year of relatively low profits. For 
Motor Co. even in 1947 earned a return of 15.5 percent before taxes on net 
worth at the beginning of the year, but this was substantially less than the 25.5 
percent earned in that year by all United States manufacturing companies 
combined. We have therefore prepared a similar table (17A) in which the 
same comparisons are made for 1955 and 1956 with the year 1948, when Ford's 
return was a substantial 22.8 percent before taxes. 

(Table 17A follows :) 


Taste 17-A.—Estimated growth of Ford profits and total payroll per unit of 
physical volume (as measured by sales in 1948 dollars) , 1948-55 and 1948-56 


Motor Indexes, 1948= 100 Per unit of phys 


vehicle cal volume 
whole- | Sales | Sales | Profits 


Year sale price| vol- | at 1948/| before 





index! | ume? | prices | taxes ? Profits | Total 
(1948= before pay 
100) taxes roll 
Mil- Mil- Mil- 
lions lions | lions 
1948_......- 100.0 | $1,971 | $1.971 | $170.5 .0 100.0 
Bp aconsnde 121.9 | 5,594) 4,589 | 968.4 |1,117. z \ ; 244.0 102.3 
Sbensenune! 128.8 | 4,647 | 3.606 478.8 |1,086.7 i . ; 153. 4 126.4 





1 The BLS index converted to a 1948 base, 
2 As published by the company. 
# As measured by sales in 1948 dollars. 


Source: Company annual reports to stockholders. 


As the table shows, between 1948 and 1955, sales in constant (1948) dollars 
increased by 132.8 percent while payroll increased by 138.1 percent, but profits 
before taxes increased by 468 percent. Per unit of sales, profits increased 


*In the case of Ford, hourly payroll figures are not available back to 1947, and it was 
"ec »ssary to use total payroll data. All figures are for United States operations. 
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by 144 percent while payroll increased by only 2.3 percent. If the compari- 
gon is made between 1948 and 1956, payroll per unit of sales increased 26.4 per- 
cent while profit per unit of sales increased 53.4 percent. 

With regard to both Ford and General Motors, these figures indicate that 
a substantial part of the cost-of-living allowances paid to the workers, as 
well as all the improvement factor gains, were paid for by increases in pro- 
ductivity. 

We fully recognize that we lack precise data, which only the corporations 
ean provide, on the actual changes in unit labor costs and unit profits for their 
yarious products. In the absence of such data, we do not pretend that calcula- 
tions such as those shown in tables 16 and 17 can produce more than approxi- 
mate estimations. But the figures would have to be changed very greatly in- 
deed in order to refute the plain implication of these tables that profiteering 
and price gouging on the part of the corporations is the essenial cause of price 
increases. We challenge the corporations to produe the actual data which will 
enable this committee to determine for itself the relative movements in unit 
labor costs and unit profits during the postwar period. 


AUTOMOBILE PRICE INCREASES HAVE BEEN SUBSTANTIALLY GREATER THAN THE 
COMBINED INCREASES IN WAGE AND MATERIAL COSTS 


It is very likely that when auto managements are confronted with the 
irrefutable evidence that wage increases to their employees could not possibly 
account for the magnitude of price increases they have imposed on the public, 
they will quickly retreat to a second line of defense and claim it is wage increases 
plus rising material costs that have been responsible. 

To meet that claim, we offer table 18. 

(Table 18 is as follows:) 


TABLE 18.—Increase in automotive wage and material costs compared with 
increase in motor vehicle wholesale prices, 1947-56 


Straight-time hourly |Indexofout- 
earning, 


Ss put per Index of Index of Index of | Motor ve- 
man-hour unit material wage hicle 
for total j|wage costs *} costs * and mate- | wholesale 
private | (1047=100) | (1947=100) | rial costs § |price index ® 
economy ? (1947 = 100) | (1947=100) 
100) (1947 = 100) 


124.2 


1 Published gross hourly earnings figures converted to straight-time earnings on the basis of a formula 
developed by the Bureau of Labor Statistics and published in the Monthly Labor Review, November 1942. 
* President’s Economic Report, 1958. 


* Index of hourly earnings divided by index of output per man-hour for total private economy. 
‘BLS Nonfarm, Nonfood wholesale price index (1947-49= 100) converted to 1947= 100. 
Obtained by combining index of wage costs with a weight of 0.3 and the index of material costs with a 


t of 0.7. 
* BLS index (1947-49=100) converted to 1947=100. 


Again, we have been somewhat hampered by the lack of precise data which 
the corporations have gone to great pains to avoid making public, particularly 
with regard to the rate of productivity increase in the automobile industry. 
We have therefore made the ultra-conservative estimate that productivity has 
increased in the automobile industry year by year since 1947 at only the same 
rate as it has increased in the total economy. 

Column 1 of table 18 shows data for average straight-time hourly earnings 
as reported by BLS in the auto industry since 1947. 

Column 2 shows hourly earnings reduced to index form on the base 1947=100. 
Column 3 shows the index of output per manhour for the total private economy, 
48 published by the Joint Economic Committee and the Council of Economic 
Advisers. Column 4 shows the result of dividing the figures in column 2 by 
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those in column 3, to get an index of unit wage costs, if output per manhour hag 
increased in the motor vehicles industry only at the same rate as in the entire 
private economy. 

Column 5 shows the official BLS Index of nonfarm, nonfood wholesale prices 
converted to a base 1947=100. We recognize that this index has some draw- 
backs as a measure of changing costs of materials for motor vehicle produce 
tion, particularly in that it does not give sufficient weight to changes in the 
price of steel. The nonfarm, nonfood index, however, is generally accepted 
as a fairly good rough measure of industrial material costs. 

International Harvester Co., for example, probably does not use a much 
smaller proportion of steel in its products than does the automobile industry, 
and International Harvester for many years, in its annual reports, has cited 
the nonfarm, nonfood index figure as an appropriate measure of its materials 
costs. 

Each year the company’s annual report includes a chart showing relative 
movements of the company’s costs and selling prices, and among costs is in- 
cluded “Materials (as measured by all commodities except farm products and 
foods).” As this committee was advised in the testimony presented by Mr. 
Otis Brubaker of the Steelworkers’ union, the same index has been recommended 
by United States Steel Corp., as a close indicator of the movements of prices 
of materials purchased by the corporation. 

By combining column 4, unit wage costs, and column 5, materials costs, it 
has been possible to produce in column 6 an index of combined wage and ma- 
terials costs. The basis of combination was a weight of 70 percent for mate 
rials costs and 30 percent for labor costs, this proportion being indicated for 
the motor vehicles and equipment industry by data from a 1947 BLS imput- 
output study and the 1947 Census of Manufactures. 

Column 7 shows the official BLS Motor Vehicles Wholesale Price Index con- 
verted to a 1947 base for comparison with the wage-materials cost index of 
column 6. Together they show that since 1947, while the cost of wages and 
materials in the auto industry computed on this basis has increased by 242 
percent, the wholesale price of motor vehicles has increased by 42.2 percent. 

Even if we add the value of fringe benefits won between 1947 and 1956, amount- 
ing to an added cost between 25 and 30 cents per hour, the resulting index of 
unit labor costs in 1956 would stand somewhere between 125 and 128, and the 
labor-materials cost index would be between 127 and 128—=still far below the 
142.2 of the Motor Vehicles Wholesale Price Index. 

Clearly, the combined effect of wages and material price increases can explain 
only a portion of the increase in motor vehicle prices. 

Again, we have had to rely on estimates because of the secrecy of the auto- 
mobile industry. I would urge this committee to insist that industry representa- 
tives, when they appear before you, produce the actual figures as to their material 
and labor costs and changes in productivity from which it would be possible to 
make more accurate comparison of the relationship between their costs and their 
prices. 


INDUSTRY SPOKESMEN WOULD LIKE TO USE THEIR PRICE INCREASES AS AN 
EXCUSE FOR UNION BUSTING 


Far from being willing to admit their own responsibility for round after round 
of price increases, some industry spokesmen obviously would like to use them 
as an excuse for a program of old-fashioned union busting. On October 11, 
1957, Mr. T. O. Yntema, a vice president of Ford Motor Co., for example, spoke 
to the American Life Underwriters Association in Chicago, on the topic, “Wage 
Inflation: Public Enemy No. 1.” Mr. Yntema’s approach to the problem of infla- 
tion is quite simple. The unions are to blame for everything, and inflation can 
be cured only by destroying the effectiveness of unions. 

Mr. Yntema claims that “in recent years the impetus for higher prices has 
come mainly from increased costs caused by higher wages.” As the figures already 
presented have clearly demonstrated, the real wages of auto workers have in 
fact increased less than the productivity of the entire economy, much less the 
higher productivity of the auto industry. 

Mr. Yntema further blames this alleged wage inflation on what he calls the 
“monopoly control of labor supply” exercised by the unions. Of course, no such 
monopoly control exists. It is quite true that under the laws of this country 
employees may legally agree to withhold their labor and go on strike. Under 
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the constitution of the UAW, however, strike action can be taken only if it has 
been approved by a two-thirds majority in a secret ballot of the workers con- 
cerned, and even after that it requires further approval by the international 
executive board of the union. 


Officers cannot initiate strikes 


One point I want to make clear. Neither I, nor any officer, nor all the officers 
of the UAW together can initiate any strike action anywhere. In every case it 
requires first a two-thirds secret vote of the men and women who are going to be 
on the picket lines. The power of the international executive board is limited 
to approving such action after the vote has been taken, or of refusing authority 
to strike where we consider it would be unwise. 

Strike action is taken with relative infrequency, because it involves great 
risk and great hardship. Workers as a rule have very limited savings, and 
often very extensive commitments. As soon as the paychecks stop coming, the 
question becomes: Can we hold out long enough to gain a measure of justice, 
without losing our cars, our television sets, or our furniture, or being evicted 
from our homes? Frequently they cannot. 

To Mr. Yntema, however, all this constitutes “monopoly control.” 

What are his solutions? I quote two paragraphs from his address: 

“The most desirable solution to the labor monopoly problem and wage infla- 
tion will, I believe, be found in the development of antimonopoly laws com- 
parable to those that govern business. These antimonopoly laws should not be 
based On some abstract concept requiring the maximum competition of workers 
for jobs, but rather on a concept of workable competition that will prevent a 
single union from dominating and dictating the wage terms in an industry. 

“One other line of action will be necessary—limitation on political activities 
of labor unions and of organizations interlocking with them.” 

An effective reply to these proposals was given by Nathan P. Feinsinger, 
former Chairman of the Wage Stabilization Board and now professor of law 
at the University of Wisconsin. Speaking at the Labor and Industrial Relations 
Center, Michigan State University, on November 21, 1957, he quoted from Mr. 
Yntema’s address, including the quotations cited above, and then went on to 
point out that what Mr. Yntema was really asking for was wage control and 
further limitations on the right to strike. He quite properly inquired whether 
similar controls should then be imposed on management. He said: 

“An appeal to Congress to cut down the power of unions is really an appeal 
for Government intervention in the bargaining process, for some form of wage 
control and corresponding limitation on the right to strike. If the power of 
unions to bargain for and to strike over wage increases is to be reduced by 
Congress, various questions immediately present themselves. What form should 
the legislation take? Is it intended that Congress, in order to ‘prevent a single 
union from dominating and dictating the wage terms of an industry,’ should 
limit any particular union in an industry to bargaining with a single company, 
so that if union A should bargain only with company X, some other union, if 
any, let us say B, must bargain with company Y, and so on? This would 
mean, to begin with, that employees would lose their freedom to select unions 
of their choice to represent them. Again, unless union B were to be compelled 
to adopt the wage package negotiated by union A and company X, union B 
would be free, according to the usual competition between unions, to seek a 
better deal. If union B succeeded, the result would be different wage levels 
within the same industry, a departure, in the main, from the practice followed 
in the mass production industries even before the advent of unions. 

“Other questions may properly be asked. How much power is too much power? 
Where is the line to be drawn and who is to draw it in a particular case? 
Unless management is to be given unilateral control over wage, which no one has 
suggested, what is to happen after the unions have been ‘cut down to size’? 
Who is then to determine, and by what standard, what amount of wage increase 
is too much or just enough? Suppose that an atomized union still has sufficient 
striking power to demand and obtain an ‘inflationary’ wage increase? What 
then? In those instances where the power of management to resist is greater 
than the union’s power to strike, is management, too, to be ‘cut down to size’? 
In a period of deflation, is management to be told that its proposed increase is 
too little? Is the growth of associational bargaining among employers to be 
reversed ? 

“The issue is not whether it is ‘the responsibility of business to contain the 
demands of labor.’ The issue is who is to assume the responsibility, and by what 
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method, to appraise the justness of a wage proposal in the interest of all con. 
cerned—labor, management, and the public. In my opinion, the responsibility 
in peacetime is and should remain that of labor and management and the method 
is and should remain that of collective bargaining. If management be con- 
vinced in any given case that a particular wage demand would push up prices 
and is therefore inflationary, it ought to say so, and take a strike. If it be argued 
that strikes also are harmful to the economy, then the answer is for Congress to 
prohibit strikes. That means, of course, compulsory arbitration of contract- 
making disputes and wage and price controls, practices which are abhorrent in 
a free-enterprise economy operating in a democracy. But we cannot eat our 
cake and have it too.” 

If Mr. Yntema should have his way, with the result that our union and others 
were broken up into impotent pieces, what would be the consequences for auto 
wages and for the national economy? 


AUTO INDUSTRY WAGE POLICY BEFORE UNION RECOGNITION WAS WON 


We can obtain a good idea of these consequences by looking back to the 1920's 
when the auto industry was able to set wages unilaterally, free from interference 
by unions representing their workers. 

We have already shown that, despite all the power that Mr. Yntema would 
have you believe we wield, we have not yet been able during the postwar period 
to restore the relationship between auto industry real wages and national pro- 
ductivity that was established when the UAW first became a significant factor 
in the industry. 

This is not a pleasant admission for us to make. Yet, compared to the situa- 
tion that prevailed in another postwar period, before there was a union in the 
industry, we have made enormous progress. 

Figures compiled by the National Industrial Conference Board (an employers’ 
research organization) show that average hourly earnings of autoproduction 
workers actually declined during the years following World War I. The average 
was 70 cents per hour in 1920 and 69% cents in 1929. The immediate postwar 
inflation abated, so that real wages by 1929 had risen 16.1 percent despite the 
slight decline in money wages. During this same period, however, national 
productivity rose nearly three times as fast—by 45.8 percent. 

Thus, the auto industry, uninhibited by any union, did more than its full share 
to disrupt the balance between mass production power and mass purchasing 
power and helped create the great depression. 

Fortune magazine some years ago reviewed the period of the 1920’s in a series 
of charts under the general heading, “Portrait of an Economy Going to Pot.” 
In connection with one of the key charts, the magazine said: 

“Factory productivity, measured as output per man-hour * * * increased rap- 
idly throughout the twenties. But hourly factory wages did not keep pace in 
the second half of the decade. Although some of the fruits of rising productivity 
were passed on in lower industrial prices, these reductions were only partially 
reflected in consumer prices. 

“The lower chart shows what the upper suggests: A rising share of national 
income in the late 1920’s went to upper-income groups. Interest, profits, rent 
(property income) rose 14 percent between 1926 and 1929, while wages and 
salaries rose only 7 percent, and proprietors’ income—that of farmers, profes- 
sionals, unincorporated businesses—rose only 1 percent. This probably was a 
reason for the early saturation of the car and home markets.” 

It is evident from the fact that autoworkers’ real wages rose one-third as 
fast as national productivity, that the auto industry provided more than its 
share of the paint for Fortune’s “Portrait of an Economy Going to Pot.” But 
even this tells only part of the story. While real wages in the auto industry 
were rising 16.1 percent, the productivity of the autoworkers, according to BLS, 
was increasing 134.5 percent—more than 8 times as much as their real wages. 

It was only through the agonizing processes of the depression that auto- 
workers’ real wages were brought into better alinement with productivity. The 
corporations slashed the wages of the relatively few who remained on their pay- 
rolls. But, under the hammer blows of economic collapse, living costs fell even 
more rapidly. This increased real wages per hour for the relatively few hours 
of work per year made available to those lucky enough to keep their jobs. Then, 
when desperation finally turned the workers to unionism, the corporations in- 
creased wages in an effort to bribe the workers into sinking back into their 
past quiescence. 
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We. .ask the members of the committee to consider which is the better way to 
attain a reasonable relationship between real wages and productivity—through 
the orderly processes of collective bargaining or through the misery and despair 
of depression? 

Long-term application of wage formula 

I would like to conclude this section of my statement, on the relationship of 
wages to price increases, by referring again to some remarks of Mr. C. E. Wilson. 
In October 1951, almost a year and a half after we had signed the 5-year wage 
agreements, Mr. Wilson spoke at Michigan State College (now Michigan State 
University) at East Lansing on the subject, Fair Wages and Economic Stability. 
Discussing the wage formula of our 1950 agreement—which was essentially the 
same formula as that now in effect—Mr. Wilson said: 

“T have a chart here showing actual average wages in all manufacturing from 
1910 to date, also what these wages would have been if the GM—UAW formula 
had been adopted in all industry in 1910 when the average wage was 20 cents 
per hour. You will note that by the formula the average wage would now be 
$1.50 per hour instead of $1.60 per hour, which it actually is. “You will note 
the conformity between the actual and calculated wage for more than 40 years. 
The chart also shows what the average wage would be today if the formula 
had been adopted in 1940, a little over 10 years ago. You will note that the 
calculaed wages would be within 1 cent of today’s actual wages. However, 
any employer and union who had agreed on such a formula in 1940 would 
certainly have saved a lot of friction and strikes during the last 10 years. The 
entire public—customers, employers, unions and workmen—are all better off 
as a result of industrial peace.” 

Now General Motors cannot have it both ways. The corporation cannot argue 
that the economic power of our union has pushed wages and labor costs too high 
and forced employers to impose price increases, while at the same time showing 
that wages would have gotten there anyway under the operation of the UAW- 
GM wage formula. I would remind you again of what Mr. C. BE. Wilson said 
of that formula in 1950: 

“This provision protects our employees against inflation but in itself is 
neither inflationary nor deflationary, but follows what other pressures have 
forced on the national ecoonmy * * *” 

I would remind you further that Mr. Harlow Curtice expressed his full 
agreement with that interpretation when in his letter to me of August 22, 
1957, he suggested an extension of: ‘“* * * the General Motors wage formula 
which in itself is neither inflationary nor deflationary.” 

It is high time management stopped trying to use every price increase as a 
club to beat labor over the head with, and started looking at the operations 
of their own companies to find the causes of inflation. 


MANAGEMENT’S GREED FOR BIGGER AND BETTER PROFITS HAS BEEN THE MAJOR FACTOR 
RESPONSIBLE FOR PRICE INCREASES 


It is our major contention that the primary cause of the round after round 
of price increases which has eventually forced prices up to today’s dangerous 
level has been the greed for bigger and even bigger profits on the part of a 
relatively few dominant corporations—represented in the auto industry by the 
Big Three, and most particularly by the leader and pace setter, General Motors. 


Inflation could have been prevented 12 years ago 


I repeat what I said earlier, that, while we believe an automobile price cut 
is possible at this time, we do not suggest that the companies could now return 
to the price levels of, say, 1946. This does not, however, absolve them of re- 
sponsibility for the price increases. At any given time after the end of World 
War II, when they were giving consideration to a specific price increase, the 
management of General Motors could have said, “No, our rates of profit are 
bigger now than those of most companies. We can afford to absorb recent cost 
increases and still make a reasonable profit, and that is what we shall do as our 
contribution to the battle against inflation.” 

That, in fact, is precisely what the UAW urged General Motors to do at the 
end of 1945. If it had been done, then or even later, if the auto industry had 
given an example to the rest of industry and a lead to public opinion, it is per- 
fectly possible that we could have stopped inflation in its tracks. There were, 
of course, genuine and powerful inflationary pressures in effect at that time, as 
there are not now, in the form of too much money chasing after too little goods. 
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It therefore would have required strong support from the Government to have 
controlled them. But that would not have been too difficult if management had 
been cooperating in the fight to control inflation rather than fighting to end 
controls. 

If the first round of auto price increases had not been imposed, the subsequent 
rounds of price increases in steel and other auto materials might not have taken 
place, the cost-of-living increases which forced workers’ wages higher just to 
maintain the sume standard of living would not have taken place, and it might 
have been possible today to buy automobiles, food, homes, and all the other 
goods and services we use at prices approximating those of 10 years ago. 

General Motors and the other companies refused to take that first step. Far 
from holding the price line, they pushed prices even higher than their cost 
increases could justify, in order to obtain increasing profits. Their own balance 
sheets disclose the facts. 

The data are in tables 19 to 24, showing: 

(Tables 19 through 24 follow :) 
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Taste 23.—Profits before tawes of Big Three auto companies, all United States 
manufacturing corporations and all United States corporations, 1947-56 


[Millions of dollars] 
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Source: Department of Commerce, Corporations’ Annual Reports to Stockholders. 


TasLe 24.—Indea of profits before tawes of Big Three auto companies, all United 


States manufacturing corporations and all United States corporations 
(1947=100) , 1947-56 
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facturing cor- rations 
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Source: Derived from figures in table 23. 


1. For each of the Big Three, year by year from 1947 through the first 9 
months of 1957, sales, profits before and after taxes, net worth, and some of the 
relationships developed from these figures, taken from the companies’ own annual 
reports. 

2. Similar figures for the Big Three combined. 

3. Some comparisons between the profits of the Big Three and those of all 
manufacturing corporations and all corporations of every kind, as reported by 


the Federal Trade Commission, and Securities and Exchange Commission, and 
the Department of Commerce. 


How profits increased 


From the tables you will see that during the first great wave of postwar 
inflation, from 1947 through 1950, although sales for each of the Big Three were 
steadily climbing, profits were climbing even faster. This is demonstrated by 
the fact that each year a larger percentage of the sales dollar went to profits 
before taxes. 

Thus, between 1947 and 1950 General Motors sales rose from $3,815 million 
to $7,531 million, an increase of 97.4 percent. But at the same time profits before 
taxes rose by 227 percent, and increased from 14.5 percent of the sales dollar in 
1947 to 24.1 percent in 1950. 

During the same period, Ford sales increased by 102 percent, but profits before 
taxes increased by 398 percent and rose from 7.2 percent of the sales dollar in 
1947 to 17.8 percent in 1950. 

If 1948 is taken as the base year for Ford, for reasons previously stated, 
between 1948 and 1950, Ford sales increased by 53.7 percent, but profits before 
taxes increased by 217.1 percent and rose from 8.7 percent of the sales dollar in 
1948 to 17.8 percent in 1950. 
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Chrysler sales between 1947 and 1950 increased by 60.8 percent, but Chrysler 
profits increased by 112 percent and rose from 8.7 percent of the sales dollar in 
1947 to 11.5 percent in 1950. 

During this same period, the BLS wholesale price index for motor vehicles 
rose from 91.3 to 107.2, an increase of 17.4 percent. 

Without more data which only the auto companies can supply, it is impossible 
to say to what extent this steady increase in profits per dollar of sales was due 
to a deliberate policy of passing on to the consumer pyramided price increases 
greater than the companies percentage-cost increases, and to what extent it was 
the result of rising sales which in the auto industry quickly produce a greater 
profit per unit. What we do know is that in a period of serious inflation, which 
threatened and in fact harmed the whole American economy, these companies 
increased their prices more than sufficiently to maintain what were already very 
high rates of profit (or, in the case of Ford, soon became high rates) and thus 
succeeded in making still greater profits at the expense of the hard-pressed 
consumer. 














































RATES OF RETURN ON INVESTMENT FOR THE BIG THREE HAVE BEEN FAR HIGHER THAN 
THE AVERAGE FOR AMERICAN INDUSTRY 








Although an increasing rate of profit per dollar of sales is certainly significant 
as an indication of responsibility for price increases, I agree with those who 
maintain that the most valid measure of profitability is the rate of return on 
investment or net worth. As we will show, return on net worth, rather than 
on sales, is General Motors’ objective in setting its prices, and as we will also 
show, Ford tells its dealers that their profits should be measured against their 
investment, not against their sales. 

As tables 19 to 21 show, all of the Big Three have enjoyed extremely high 
average rates of return on net worth, even though Chrysler did experience 2 
poor years in 1954 and 1956. 

General Motors, of course, is the outstanding example of a corporation enjoying 
a rate of return which even at its lowest during the postwar period must be 
considered excessive by any reasonable standard. 

For the 10 years 1947 through 1956, General Motors’ lowest rate of return 
before taxes was 38.8 percent of net worth in 1947, although depressed 1957 
may be at about the same rate. Of the remaining 9 years, the rate in 1 year 
was just over 40 percent, in 3 years it was between 50 and 60 percent, in 3 more 
it was between 60 and 70 percent, and in 1950 and 1955, it reached the fantastic 
levels of 86.6 and 76.2 percent, respectively. 

Over the past 10 years in fact, from 1947 through 1956, General Motors has 
averaged a return on investment of 59.2 percent before taxes and 26.8 percent 
after taxes (taking the average profits over the 10 years as a percentage of the 
corporation’s average net worth). 

For the same period, Ford Motor Co. received an average return on investment 
of 35.5 percent before taxes, and 16.1 percent after taxes. 

Chrysler Corp., in spite of its 2 bad years, received an average return of 33.2 
percent before taxes and 16.1 percent after taxes. 


Comparison with other industry 


By comparison, all manufacturing corporations in the United States for the 
same period averaged a return of 23.5 percent before taxes and 12.6 percent 
after taxes.’ 

















™Instead of calculating average rate of return as the percentage ratio of average profit 
to average net worth, some statisticians would prefer to treat the rate of return each year 
as a rate of gain and calculate the geometric mean of these rates over the 10-year period. 
For the period 1947—56, the geometric means taken in this way are not substantially dif- 
ferent from the rates calculated above. Based on the geometric mean, the average rates 
of return would be as follows: 




























[Percent] 
| Average return on net worth 
| Before taxes After taxes 
General Motors __-- so eat oe “te x 57.8 | 27.0 
Ford. __- 5 a. 33.7 | 15.7 
Chrysler. ___.-.- j ee : 34.2 17.5 


All manufacturing corporations... -- bikie apes Lee 35 23.5 12.6 
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I think most investors would be very well pleased to enjoy an average 12.6 
percent return over a period of 10 years. But Ford and Chrysler exceeded that 
by more than one-fourth, and General Motors more than doubled it. 

Table 23 provides still another means of comparing the profits of the big 
three with those of other industries. For the big three, for all manufacturing 
corporations, and for all corporations of all kinds, the table shows dollar profits 
before taxes in each year since 1947, and also big three profits as a percentage 
of all manufacturing profits. Table 24 shows the same data in index form, 
with 1947 profits equal to 100, so as to show the rate of each year as a per- 
centage of 1947. 

As table 23 shows, the profits of the big three increased from 4.7 percent 
of total manufacturing profits in 1947 to more than 11 percent in 1949 and 
1950, and to 15.1 percent in 1955. Even in 1956, which was a relatively poor 
automobile year, the big three’s profits before taxes were still 9.2 percent of 
the profits of all manufacturing corporations, or almost double the proportion 
for 1947. 

Table 24 gives a still more graphic indication of the extent to which big three 
profits have outstripped those of industry generally. 

Between 1947 and 1955, profits of all corporations increased by 43.9 percent, 
and of all manufacturing by 50 percent. In the same period, profits of the big 
three increased by over 378 percent. Even in 1956, the index for the big three 
still stood at 289.6 compared with 148.9 for all manufacturing and 145.7 for all 
corporations, 

If 1948 is taken as the base year—a year which Benson Ford seems to prefer— 
the comparison is not quite so startling, because the big three had already started 
to forge ahead of other manufacturing and other industries. However, be- 
tween 1948 and 1956—comparing a year of swelling postwar profits with one 
of commencing recession—big three profits before taxes increased by 102.5 
percent—more than doubled—compared with an increase of 36 percent in 
profits of all manufacturing and an increase of 31.2 percent in the profits of all 
corporations. 


THE VAST EXPANSION OF AUTOMOBILE PLANT AND EQUIPMENT HAS BEEN ALMOST 
ENTIRELY PAID FOR BY CONSUMERS THROUGH EXTORTIONATE PRICE INCREASES 


As you will note, dollar profits have grown even faster than the rate of return 
on net worth. The reason for this is obvious when you analyze the way in which 
reinvestment of earnings has enormously padded our corporate net worth. 

For example, in 1947, General Motors made profits before taxes of $554 
million, and this was a 38.8 percent return on a net worth (as of December 31, 
1946) of $1,428 million. In the first 9 months of 1957, profits before taxes were 
$1,223 million, equal to an annual rate of $1,631 million, or a 35.6 percent 
return on a net worth (December 31, 1956) of $4,582 million. Return on net 
worth had fallen by 3.2 percentage points, but dollar profits had almost tripled. 


Consumers pay for growth 


Consider, however, that of the more than $3 billion increase in net worth, 
all but $395 million come from profits which were reinvested in General Motors 
over this period. In effect, then, consumers were making a huge involuntary 
investment in General Motors by paying exorbitant prices over these years. 

Figures for the other automobile giants show a similar trend. The over- 
whelming proportion of fresh capital in the automobile companies was not 
paid in by stockholders, but was rather taken out of the pockets of millions of 
consumers who paid ever-higher prices for their cars, and of workers who were 
paid too little in wages and were too irregularly employed. 

Of the Ford increase in net worth of $1,287 million from 1947 to the begin- 
ning of 1957, all but $25 million was a result of ploughed-back profits. We seem 
to be entering an extraordinary era in which consumers rather than stockholders 
are looked to for new investment—but these consumers, of course, get no equity 
in the companies, and they do not share in the returns. 


INDUSTRYWIDE FIGURES SHOW SALES GROWING MUCH FASTER THAN PAYROLL, AND 
ALMOST THE SAME NUMBER OF WORKERS PRODUCING 50 PERCENT MORE CARS IN 
1957 THAN IN 1947 


Just a few weeks ago, some most significant comparisons for the entire motor 
vehicle and parts industry were released by the Automobile Manufacturers 
Association to which all of the big three belong and of which Mr. George 
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Romney is president. The figures, published in the Detroit Free Press on 
January 5, 1958, emphasized the startling increase in productivity in the in. 
dustry, and the fact that labor costs were a significantly smaller proportion 
of the sales dollar in 1957 than in 1947. The pertinent figures are shown in 
table 25. 

(Table 25 is as follows :) 


TaBLEe 25.—Production, sales, employment and payrolls in the motor vehicle and 
parts industry, 1947 and 1957 


mine sales a number of units: 


Percent increise 

Production worker employment 
Percent inc: eas? 

Total nent, including salaried 


Sales (in millions of dollars): 
Passenger cars 
Trucks and buses 
Replacement parts and accessories 


Total sales 


Production worker annual payroll (millions of dollars) 
Percent increase 
Payroll as a percent of sales 


Source: Automotive Manufacturers Association, preliminary Automobile Facts and Figures, 1957, as 
published in Detroit Free Press, Jan. 5, 1958. 


In 1947, rounding all figures to the nearest thousand, 4,798,000 passenger 
ears, trucks and buses were produced by 649,000 production workers. In 1957, 
there were 7,220,000 cars, trucks and buses produced by 652,000 workers. It re- 
quired just 0.5 percent more workers to produce over 50 percent more vehicles 
in 1957 than in 1947. 

It is true that sales of replacement parts and accessories declined. But there 
were two very substantial offsetting factors: First, the much greater complexity 
of cars produced in 1957 as compared with 1947; and, second, the increasing 
integration of the major auto producers that has brought into their palnts work 
formerly performed in establishments whose workers were not included in the 
count of auto industry employment. The data for production on the one hand, 
and employment and payrolls on the other hand, are probably not exactly compar- 
able in their coverage, but since the Automobile Manufacturers Association 
regularly puts them out together it must consider them reasonably comparable. 

Further proof that it is not increased labor costs that are responsible for 
higher prices is furnished by the fact that payrolls constitute a smaller pro- 
portion of the sales dollar. In 1947, total sales of motor vehicles and parts were 
$7,977 million, and production worker payrolls were $1,938 million, representing 
24.3 percent of each sales dollar. In 1957, sales had grown to $15,425 million 
and production worker payrolls had increased to $3,330 million, now representing 
only 21.6 percent of each sales dollar. 

The production worker payroll increased 71.8 percent, as contrasted with an 
increase in sales amounting to 93.4 percent. 


GENERAL MOTORS COULD HAVE ABSORBED ALL WAGE INCREASES SINCE 1955 AND STILL 
HAVE MADE PROFITS AFTER TAXES EXCEEDING 16 PERCENT RETURN ON NET WORTH 


On the basis of their profit figures, it would appear very difficult indeed for the 
auto manufacturers to justify round after round of price increases. Yet, in the 
fall of 1955, General Motors increased the price of Chevrolets by an average 
4.4 percent, and of other lines by comparable amounts. In the fall of 1956, 
Chevrolet prices were increased by more than 6 percent, Pontiacs by 7.4 per- 
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cent, Oldsmobiles by 7.7 percent, Buicks by 7.7 percent, and Cadillacs by 9.2 
nt. 

The increases on 1958 models were somewhat more modest—possibly due to 
greater public awareness of the company’s profit position. Chevrolet's were 
increased by 4% to 5 percent, Pontiacs by 5.7 percent, and other models by 2 to 

reent. 
ee sistently during this period, propaganda by the corporation has tried to 
place the blame for such price increases on rising wages. But what are the 
facts? 

In June of 1955 a new agreement was signed between General Motors and 
UAW providing for economic gains to the workers estimated to be worth 21 
eents per hour. Of this amount, however, 6 cents represented the annual “im- 

vement factor” which the corporation agrees is compensated for by increasing 
productivity and does not represent an added cost. 

We in the UAW believe that increases in productivity actually reduce the 
company’s unit labor costs by much more than 6 cents per hour per year. But 
for the moment disregarding that issue, not more than 15 cents per hour of the 
total gain of 21 cents was added to the company’s labor costs during the last 
half of 1955 and the first half of 1956. During that period, hourly rated work- 
ers in the company’s United States plants worked 834 mililon hours, and 15.5 
cents per hour represented a payroll amount of $129 million. 

As table 26 shows, if the corporation had completely absorbed the $129 million 
wage costs in the last half of 1955 and the first half of 1956, the effect would 
have been that the company’s profit after taxes for the period would have been 
reduced from 24.9 percent of net worth to 23.4 percent. 

(Table 26 follows :) 


Taste 26.—Hffect of UAW negotiated economic gains on General Motors’ profit 
position, July 1955—June 1957 


July 1955 July 1956 
through through 
June 1956 June 1957 


Manhours worked by United States hourly workers (million) ! 721 
Cost of 1955 economic package: 2 


Total cost (million) 
Profits before taxes: 

As reported (million) , $1, 671 

After absorbing increased costs (million) $1, 525 
Profits after taxes: 

As reported (million) , 0% $825 

After absorbing increased costs (million) * $753 
Net worth at beginning of period (million) $4, 498 
Profits before taxes as percent of net worth: 

As reported , 37.1 

After absorbing increased costs : 33.9 
Profits after taxes as percent of net worth: 

As reported S 18.3 

After absorbing increased costs ; 16.7 


20. 25 
$146 


1 Computed from figures released by company. 
1 Our estimate does not include annual improvement factor increases. Includes the average cost-of-living 
increase of 0.5 cent per hour in 1955-56 period and 5.25 cents per hour in 1956-57. 


§ Reduction in profits after taxes obtained by applying ratio of reported after-tax profits toreported pretax 
profits to the increase in payroll costs. 


In the same way, as the table shows, if the additional cost-of-living allowance 
paid in the last half of 1956 and the first half of 1957 is added to the previous 
Wage increases, it would create an added wage bill, above the June 1955 level, 
of $146 million (again the improvement factor increase is not included because 
it did not represent any increased unit cost). For the 1956-57 period, the result 
of absorbing the 2 years’ wage increase would have been to reduce profits after 
taxes from 18.3 percent of net worth to 16.7 percent. 

These figures taken from General Motors’ own annual and quarterly financial 
statements, should provide convincing evidence that the most recent rounds of 
price increases were not made necessary by increased labor costs. 


*An additional 0.5 cent, shown in table 26, represents the average amount of cost-of- 
hg increase during the period over the June 1955 level. 
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IN THE PAST 11 YEARS, GENERAL MOTORS STOCKHOLDERS HAVE INCREASED THEIR 
GAINS FROM STOCK OWNERSHIP MANY TIMES FASTER THAN GENERAL MOTOR 
WORKERS HAVE INCREASED THEIR GAINS THROUGH PAY FOR WORK DONE 


Another method of fixing responsibility for the general increase in priceg 
during the past 10 years is to investigate who profited most from GM’s pricing 
policies. 

Table 27 shows some figures, also taken from the corporation’s annual reports, 
(Table 27 is as follows :) 


TABLE 27.—General Motors stockholder versus General Motors worker 





Average earnings of Gen- | Dividends 
eral Motors hourly rated | from 1,003 








Year worker shares Gen- 
Tactics = ty. _| eral Motors 
stock ! 
Weekly Annual ? 











$57. 86 $3, 009 $3, 000 
64. 10 3, 333 4,513 
68. 41 3, 557 8, 024 
75. 58 3, 930 12, 086 
76. 17 3, 961 8,024 
85. 24 4, 432 8, 024 
92. 27 4,7 8, 024 
91. 44 | 4,755 16, 030 

102. 41 5, 325 13, 039 
96. 63 5, 025 12, 036 
99. 06 3, 863 9, 027 

is 45, 988 95, 786 








1 Number of shares increased after stock splits of 1950 and 1955. 
2 Assuming worker is employed 52 weeks every year. 


Source: Corporation annual reports to stockholders. 


Column 1 shows average weekly earnings of a GM hourly rated worker, as 
reported by the corporation. 

Column 2 shows the annual earnings each year of a GM worker who received 
average weekly earnings and was employed without layoff for the entire 52 
weeks each year. This latter assumption, I need hardly say, substantially over- 
estimates annual average earnings. Every GM workers would like to have the 
security of steady year-round work, but very few hourly rated employees ever 
enjoy it. 

In column 3, we investigate what happened to the fortunes of a General 
Motors shareholder who started off in 1947 with the same annual income from 
dividends as the General Motors worker received in wages. 

As you will note the GM worker in 1947, if he had no layoffs, would have 
earned $3,009. In that year, GM common stock paid a dividend of $3 per share. 
I am, therefore, tracing, in column 3, the fortunes of a GM stockholder who 
bought 1,003 shares of common stock on the first day of business in 1947, and 
sold it on September 30, 1957. The dividend rate each year is shown as the 
dividends paid on the equivalent of one share of stock in 1947. The shares were 
split 2 for 1 in 1950, and thereafter the dividend shown is that paid on 2 of 
the new shares. They were again split 3 for 1 in 1955, and thereafter the divi- 
dend rate shown is that paid on 6 of the new shares. 


Dividends soon double wages 


As the table shows, in just 2 years the stockholder was getting more than 
twice as much in dividends as the worker received in earnings, and except for 
2 years, 1952 and 1953, he has never received less than twice as much. In 1950 
he received over three times as much. For the entire period, both starting out 
at the same level in 1947, up to the end of September 1957, the GM worker would 
have received a total of $45,988 in earnings, while the GM stockholder would 
have received $95,786 in dividends. 

But even these figures are incomplete, because they do not show the stock- 
holder’s capital gain—the increase in value of his stock because of the additional 
profits the company has been ploughing back into the business. 

On January 2, 1947, GM common stock sold at a low of 52% and a high of 58%. 
If the stockholder bought 1,003 shares at the average of this range, he would 
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have invested $52,846. By September 30, 1957, as I have pointed out, he would 
have received from this investment almost $96,000 in dividends, and he would 
then have owned 6,018 shares (because of the stock splits) worth just over $40 
per — or more than $241,000. His capital gain would have been almost 
89,000. 
oe sum up, starting from the same level of income from General Motors in 
1947, the worker in 10% years would have received in earnings about $46,000, 
while the stockholder would have received in dividends and capital gain more 
than $284,000 
WHAT HAPPENED TO COMPETITION ? 


It is natural to ask how any industry could continue to make such abnormally 
high profits over a period of years as has the automobile industry. According 
to classical economic theory, 1 of 2 things should have happened. 

Hither competition within the industry should have driven prices down 
sufficiently to have reduced profits (in terms of return on investment) to some- 
where near the return that investors could expect in other industries, or else, 
if there was not sufficient competition in the industry to have that effect, then 
the high level of profits available should have attracted new firms to the indus- 
try, thus providing additional competition. 

The fact that neither of these things has happened suggests that the auto- 
mobile industry in some way has found exemption from what used to be con- 
sidered the natural laws of a competitive economic system. 


WHAT COMPETITION THERE I8 AMONG THE BIG THREE DOES NOT AFFECT PRICES— 
THERE IS NO PRICE COMPETITION 


On the first point, the question why competition within the industry as it 
exists has not restrained inordinate prices, we reach what I consider the nub 
of the whole problem of administered prices. In its simplest terms, the situa- 
tion is something like this: 

There is competition in the automobile industry, including a vigorous drive 
on the part of each firm not only to increase its sales absolutely, but to increase 
its share of the market. Unfortunately, that drive to capture a larger share 
of the market is not reflected in any tendency to reduce prices. The reason 
for that is simply that when, as far as serious competition is concerned, there 
are only three firms in the business, each one can tell how the others will react to 
any competitive move. 

The situation is similar to that described by Dr. E. H. Chamberlin, professor 
of economics at Harvard University, in his book, The Theory of Monopolistic 
Competition. 

He says: 

“Supposing the price to rest temporarily at AP [referring to a line AP on a 
chart, representing the price that would be charged by one monopolistic pro- 
ducer in order to maximize his profits] if either one were to cut below it he 
would, by the incursions made upon his rival’s sales, force him at once to 
follow suit. To the argument that if he did not cut his rival would, the 
answer is that his rival would not for the same reason that he does not. If 
each seeks his maximum profit rationally and intelligently, he will realize that 
when there are only two or a few sellers his own move has a considerable effect 
upon his competitors, and that this makes it idle to suppose that they will 
accept without retaliation the losses he forces upon them. Since the result of 
a cut by any one is inevitably to decrease his own profits, no one will cut, and, 
although the sellers are entirely independent, the equilibrium result is the same 
as though there were a monopolistic agreement between them.” 

Professor Chamberlin goes on to point out that in this situation prices of all 
producers will tend to move together—as they do in the automobile industry— 
and that any such move will be the same as a single producer would make if 
he had an absolute monopoly. 


They can’t buck General Motors 


He then adds in a footnote: 

“Prices also move together, and with the same result, when there is a gen- 
erally recognized price leader—a dominant competitor to whose prices all others 
adapt themselves, recognizing that therein lies their greatest ultimate gain. 
In this event, it makes no difference how many competitors there are or what 
percentage of the total each produces; the price established is identical with 
that which would be set if there were no competition at all. The price leader, 
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Presumably, Ford first set its prices on some basis which was satisfactory 
to the company. The company statement at the time strongly implied that they 
were set at the level necessary to compensate for increased costs. Yet whep 
Chevrolet set prices higher, Ford promptly threw aside its apparent competitive 
advantage, and snapped instead at the opportunity to increase its profits by 
raising its prices higher also. This would be considered lunatic behavior ip 
a genuinely competitive industry, but it is quite to be expected in an admip. 
istered price industry. 

I would strongly urge that when representatives of the Ford Motor Co. appear 
before this committee, they should be questioned searchingly about this double 
price increase. They should not be permitted to claim, for example, that the 
increases on some models were necessary to counterbalance the decreases on 
others. The price decreases must have cost the company relatively little, 
because 3 of the 4 models on which prices were cut were customline models on 
mig were so small that the lines were dropped completely from 1958 
sch es. . 


IT IS VIRTUALLY IMPOSSIBLE FOR ANY NEW FIRM TO ENTER THE AUTOMOBILE INDUSTRY 
AND THUS CREATE NEW COMPETITION 


As I suggested earlier, if lack of existing competition in the industry per 
mitted price administration and excessive profits (as compared with other 
industries), then according to the old economic theories these high rates of 
profit should have attracted new capital to the industry which would have 
provided the necessary competition. In fact, the high level of profits in the 
automobile industry has attracted only three serious efforts by new passenger 
car makers to break into the field in the past 20 years. One, the Tucker Corp, 
started in 1946 with less than $20 million capital, and went into voluntary 
bankruptcy before it ever got into general production. A second, Crosley 
Motors, started producing cars in 1939, reached a peak production of less than 
28,000 cars in 1948, and suffered rapidly dwindling sales thereafter until it 
stopped production in 1952. In its peak production year the company’s total 
assets were less than $6 million. 

The most ambitious attempt to break into the automobile industry was, of 
course, that of Henry J. Kaiser in 1945. This was an enterprise conducted by 
a man of outstanding production skill and experience backed by large supplies 
of capital. In its best year, 1948, it held almost 5 percent of the market. Yet, 
when the company discontinued passenger car production in 1955, its cumulative 
losses totaled some $107 million. 


Independents declining 


Equally as significant as the inability of new firms to enter the industry has 
been the steady decline of the long-established independents. In 1947 there 
were seven corporations manufacturing passenger cars in adidtion to the Big 
Three—Crosley, Hudson, Kaiser-Frazer, Nash-Kelvinator, Packard, Studebaker 
and Willys-Overland. In terms of unit production they enjoyed 16.59 percent 
of the passenger-car market. By 1956 the number of independents was reduced 
to two, and they share only 3.45 percent of the market. In 1957, the combined 
production of American Motors and Studebaker-Packard amounted to only 3.06 
percent of the industry’s total. 


Conditions for survival 


A detailed analysis of the conditions necessary for survival in the automobile 
industry was presented to the Antitrust and Monopoly Subcommittee in its 193 
hearings by Prof. Donald A. Moore of the Department of Economics, Michl 
gan State University. He said: 

“Certain conditions must be met by any firm which hopes to survive as a 
automotive manufacturer. Clearly, success does not require all firms to meet 
these conditions in equal degree. Some would argue for a shorter list, or for 
a longer list, or would argue that outstanding success in certain directions would 
exempt a firm from meeting other requirements. Yet no firm can—on penally 
of failure—ignore the importance of these seven requirements. 

“Briefly stated, the survival conditions are— 

“(1) A diverse product line covering a considerable part of the price range} 

“(2) The ability in most years to sell a sufficient quantity of autos and othe 
products to realize the economies inherent in the mass-production process; 

“(3) Adequately financed, dependable, and geographically well-distributel 
dealer and service facilities ; 
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“(4) Financial resources adequate to bear the cost of inventories, research, 
model changes, and occasional bad years ; 

“(5) An optimium combination of vertical integration and outside supply 

urces ; 
(8) The engineering and marketing knowledge necessary to innovate with- 
out departing from the market’s notion of an acceptable automobile; and 

“(7) The existence of a satisfactory used-car market for the product.” 


Problems of small firms 


Professor Moore then analyzed each of the above requirements and showed 
what problems they present to a small firm or a newcomer to the field. For 
example, with regard to volume (point 2) he said: 

“It has been estimated that the industry spent $1 billion in development and 
tooling for the 1955 models. Such radical model changes generally occur only 
once every 3 years, but annual facelifting and promotional expenses must be 
incurred. Such costs are not proportional to the volume of production, but are 
nearly fixed. The small firm must be as active in innovation as the large one, 
in order to sell its models; hence a lower limit to size may be set by this factor 
alone. 

“The production process itself requires a continuous larger volume in order 
to achieve low cost. Possible automation of many of the processes may require 
even larger volumes—the effect of this development on the structure of the 
industry cannot yet be predicted.” 

May I add parenthetically that in my opinion, looking at the situation 2 years 
after those words were spoken, the development of automation is contributing 
substantially to the squeezing out of the remaining independents. More frequent 
basic model changes by the major producers are adding to their difficulties. 

Professor Moore went on to point out that the problem of survival until an 
adequate dealer force could be built up was a major difficulty of the newcomer 
to the field. To get dependable dealers he must be able to offer them sufficiently 
high sales volume, but to get high sales volume he must have good dealers. 

Another requirement for success is a satisfactory used-car market for his 
product. On this point Mr. Moore said: 

“The concentrated structure of the industry may be due in large part to the 
behavior of the used-car market. One of the greatest dangers to a producer 
is a rapid decline in the resale values of its products. This was one of Chrysler 
Corp.’s difficulties through 1954. Small producers generally suffer this dis- 
advantage. New producers and those rumored to be on the way out are espe- 
cially troubled by it. The Kaiser Motor Co. did not overcome its newness in 
this respect before doubts concerning its life hastened the decline in its sales.” 


Enormous financial requirements 


Professor Moore also pointed out “the enormous financial requirements of 
today’s firms.” He said: 

“The history of the Kaiser Motor Co. illustrates this great need for funds. 
The other Kaiser enterprises, a war-surplus plant, RFC funds, a $5314 million 
stock issue, and bank loans all contributed to this undertaking. Yet lack of 
funds may have been a handicap, and few others could be expected to come so 
close to success. It may turn out that Chrysler Corp.’s entry in 1923 is the last 
successful one.” 

With that opinion I am reluctantly inclined to agree. The Kaiser venture was 
almost certainly the last serious attempt in our time of outside capital to break 
into the automobile industry. What that attempt proved, and what the steady 
decline of the other independents has underscored, is that the present-day 
automobile industry is one in which, as Professor Moore says, success breeds 
success. The productive assets required for success must be measured in terms 
of hundreds of millions, if not billions, of dollars. The investor who is not pre- 
pared to commit himself on that scale will simply find himself burdened with 
plant and equipment which cannot earn a profit for him even when prices are 
Set at levels which, for the more efficient firms, are extortionately high. 

In short, the big three of the automobile industry have achieved a size which 
makes it impossible for any one on a small scale to challenge them successfully. 
And for the future, if they continue their past record of financing further expan- 
sion out of excessive profits, they may be expected to continue growing to still 
further heights of unchallengeable economic power with its concomitant of 
political power, each form of power used to defend and strengthen the other, 
With increasingly grave implications for free government and free men. 





2402 ADMINISTERED PRICES 


IN THE PAST 11 YEARS, GENERAL MOTORS STOCKHOLDERS HAVE INCREASED THEIR 
GAINS FROM STOCK OWNERSHIP MANY TIMES FASTER THAN GENERAL MOTORs 
WORKERS HAVE INCREASED THEIR GAINS THROUGH PAY FOR WORK DONE 


Another method of fixing responsibility for the general increase in priceg 
during the past 10 years is to investigate who profited most from GM’s pricing 
policies. 

Table 27 shows some figures, also taken from the corporation’s annual reports, 

(Table 27 is as follows :) 


TABLE 27.—General Motors stockholder versus General Motors worker 
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i Number of shares increased after stock splits of 1950 and 1955. 
2 Assuming worker is employed 52 weeks every year. 


Source: Corporation annual reports to stockholders. 


Column 1 shows average weekly earnings of a GM hourly rated worker, as 
reported by the corporation. 

Column 2 shows the annual earnings each year of a GM worker who received 
average weekly earnings and was employed without layoff for the entire 52 
weeks each year. This latter assumption, I need hardly say, substantially over- 
estimates annual average earnings. Every GM workers would like to have the 
security of steady year-round work, but very few hourly rated employees ever 
enjoy it. 

In column 3, we investigate what happened to the fortunes of a General 
Motors shareholder who started off in 1947 with the same annual income from 
dividends as the General Motors worker received in wages. 

As you will note the GM worker in 1947, if he had no layoffs, would have 
earned $3,009. In that year, GM common stock paid a dividend of $3 per share. 
I am, therefore, tracing, in column 3, the fortunes of a GM stockholder who 
bought 1,003 shares of common stock on the first day of business in 1947, and 
sold it on September 30, 1957. The dividend rate each year is shown as the 
dividends paid on the equivalent of one share of stock in 1947. The shares were 
split 2 for 1 in 1950, and thereafter the dividend shown is that paid on 2 of 
the new shares. They were again split 3 for 1 in 1955, and thereafter the divi- 
dend rate shown is that paid on 6 of the new shares. 


Dividends soon double wages 


As the table shows, in just 2 years the stockholder was getting more than 
twice as much in dividends as the worker received in earnings, and except for 
2 years, 1952 and 1953, he has never received less than twice as much. In 1950 
he received over three times as much. For the entire period, both starting out 
at the same level in 1947, up to the end of September 1957, the GM worker would 
have received a total of $45,988 in earnings, while the GM stockholder would 
have received $95,786 in dividends. 

But even these figures are incomplete, because they do not show the stock- 
holder’s capital gain—the increase in value of his stock because of the additional 
profits the company has been ploughing back into the business. 

On January 2, 1947, GM common stock sold at a low of 52% and a high of 538%. 
If the stockholder bought 1,003 shares at the average of this range, he would 
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have invested $52,846. By September 30, 1957, as I have pointed out, he would 
have received from this investment almost $96,000 in dividends, and he would 
then have owned 6,018 shares (because of the stock splits) worth just over $40 
per — or more than $241,000. His capital gain would have been almost 
89,000. 
= sum up, starting from the same level of income from General Motors in 
1947, the worker in 10% years would have received in earnings about $46,000, 
while the stockholder would have received in dividends and capital gain more 
than $284,000. 
WHAT HAPPENED TO COMPETITION ? 


It is natural to ask how any industry could continue to make such abnormally 
high profits over a period of years as has the automobile industry. According 
to classical economic theory, 1 of 2 things should have happened. 

Hither competition within the industry should have driven prices down 
sufficiently to have reduced profits (in terms of return on investment) to some- 
where near the return that investors could expect in other industries, or else, 
if there was not sufficient competition in the industry to have that effect, then 
the high level of profits available should have attracted new firms to the indus- 
try, thus providing additional competition. 

The fact that neither of these things has happened suggests that the auto- 
mobile industry in some way has found exemption from what used to be con- 
sidered the natural laws of a competitive economic system. 


WHAT COMPETITION THERE I8 AMONG THE BIG THREE DOES NOT AFFECT PRICES— 
THERE IS NO PRICE COMPETITION 


On the first point, the question why competition within the industry as it 
exists has not restrained inordinate prices, we reach what I consider the nub 
of the whole problem of administered prices. In its simplest terms, the situa- 
tion is something like this: 

There is competition in the automobile industry, including a vigorous drive 
on the part of each firm not only to increase its sales absolutely, but to increase 
its share of the market. Unfortunately, that drive to capture a larger share 
of the market is not reflected in any tendency to reduce prices. The reason 
for that is simply that when, as far as serious competition is concerned, there 
are only three firms in the business, each one can tell how the others will react to 
any competitive move. 

The situation is similar to that described by Dr. E. H. Chamberlin, professor 
of economics at Harvard University, in his book, The Theory of Monopolistic 
Competition. 

He says: 

“Supposing the price to rest temporarily at AP [referring to a line AP on a 
chart, representing the price that would be charged by one monopolistic pro- 
ducer in order to maximize his profits] if either one were to cut below it he 
would, by the incursions made upon his rival’s sales, force him at once to 
follow suit. To the argument that if he did not cut his rival would, the 
answer is that his rival would not for the same reason that he does not. If 
each seeks his maximum profit rationally and intelligently, he will realize that 
when there are only two or a few sellers his own move has a considerable effect 
upon his competitors, and that this makes it idle to suppose that they will 
accept without retaliation the losses he forces upon them. Since the result of 
a cut by any one is inevitably to decrease his own profits, no one will cut, and, 
although the sellers are entirely independent, the equilibrium result is the same 
as though there were a monopolistic agreement between them.” 

Professor Chamberlin goes on to point out that in this situation prices of all 
producers will tend to move together—-as they do in the automobile industry— 
and that any such move will be the same as a single producer would make if 
he had an absolute monopoly. 


They can’t buck General Motors 

He then adds in a footnote: 

“Prices also move together, and with the same result, when there is a gen- 
erally recognized price leader—a dominant competitor to whose prices all others 
adapt themselves, recognizing that therein lies their greatest ultimate gain. 
In this event, it makes no difference how many competitors there are or what 
percentage of the total each produces; the price established is identical with 
that which would be set if there were no competition at all. The price leader, 
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oe that the others will follow him, has as much control as the group acting 
Dn unison.” 

This also seems to me very close to an accurate description of the situation 
in the automobile industry, where General Motors undoubtedly occupies the 
position of price leader. And in the actual situation, of course, none of the 
smaller firms will attempt to undercut the leader’s price, not only because 
recognize that acceptance of his price gives them their highest profit, but 
because any smaller firm which started price competition would very quickly 
find itself wiped out when the price leader, with his much greater resources, 
accepts the challenge. 

The above quotations, with the assumption of a single price charged by all 
producers, describe the situation in which the product of all is exactly the same, 

As Chamberlain goes on to explain, where products are differentiated (ag 
among the various makes and models of cars), the effect is to give each producer 
a measure of individual monopoly, depending on the degree of differentiation, 
but this does not change the essential fact that with a small group of producers, 
or with one price leader, the price charged fo reach product will tend to be 
the — as would be charged by one single monopolist controlling the entire 
market. 


A serious threat 


An industry which operates in this way, because serious competition is re 
stricted to so few firms, is one which, in my opinion can represent a real danger 
to our economic system if its management does not have a proper appreciation 
of its social responsibilities. 

We in the UAW do not oppose what the economics call administered prices, 
as such. We recognize that the establishment of stable price relationships ig 
essential to the efficient working of our highly complex industrial-commercial 
business structure. It would be virtually impossible for corporations in such 
industries as the auto industry to operate on the basis of prices that changed 
from minute to minute in response to changes in the market situation. 

What we do object to is the situation in which one or a few firms, dominating 
an industry, have abused their power of price administration in order to gouge 
the public with extortionate prices and to reap exorbitant profits, and in doing 
so have helped to bring on and to aggravate an economic recession. 

An illustration of this abuse was given recently in two news items on the 
financial page of the same issue of the New York Times. 

On November 26 last, one item read: 

“Steelmaking operations this week are expected to dip to 73.6 percent of the 
industry’s rated capacity as many producers reduce their work schedules for 
the Thanksgiving Day holiday * * *. The Thanksgiving cutback reflects the 
lagging demand for steel. Last year steel output in Thanksgiving week—or the 
week that began on November 19—was very little changed from that of the 
previous week, and the operating rate averaged 100.1 percent of the capacity 
installed at that time * * *.” 

The second item, commenting on a drop in prices of steel shares in the stock 
market, said: 

“One broker remarked that the steel industry must do as it did in 1954— 
meet the trend by cutting output rather than prices—before investors will return 
to it with any confidence.” 

In other words, it was suggested that when buyers can no longer afford the 
products of an industry at the price they have been paying, the industry should 
not cut prices in order to create fresh demand and maintain production, but 
instead should cut production, lay off workers and deprive the economy of goods 
it needs simply in order to maintain high profits per unit. 


Ford’s double price increase 


A still clearer example of how power to administer prices can be abused is to 
be found in the “double shift” of Ford prices in the fall of 1956. What happened 
is shown in table 28, comparing Chevrolet and Ford prices of comparable models 
for 1956 and 1957. 

(Table 28 follows:) 
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TABLE 28.—The 1957 “double shift” in Ford prices 


Suggested list prices 


Maker and model 
Chevrolet} Ford |Chevrolet| Ford 
1957 I 1957 1957 IT 


sien tam a acaracem eee aaa atm een 


Ford customline business 2-door ----.-.....----------------- $1, 685 
Chevrolet 150 utility........__.__-- a eee : 
Ford customline 2-door sedan___- 

Chevrolet 150 2-door sedan...._.--- 

Ford customline 4-door sedan. 

Chevrolet 150 4-door sedan__.___-- 

Ford custom 300 2-door sedan-...-.---- 

Chevrolet 210 2-door sedan_......._- 

Ford custom 300 4-door sedan... .._- 

Chevrolet 210 4-door sedan... _. -- 

Ford ranch wagon. ; ; 

Chevrolet 150 6-passenger station wagon 

Ford Del Rio ranch wagon - - ele lime ata a eee 
Chevrolet 210 2-door station wagon--.____._.--- 

Ford 6-passenger country sedan station wagon 

Chevrolet 210 4-door station wagon 

Ford 9-passenger country sedan station wagon 

Chevrolet 210 9-passenger station wagon. -..-...-.....-.-.-- 
Ford Fairlane 2-door sedan__ Mates wee see 
Chevrolet Bel Air 2-door sedan 

Ford Fairlane 4-door sedan-_-_.......--.-. 

Chevrolet Bel Air 4-door sedan. - 

Ford Fairlane 2-door hardtop-- 

Chevrolet Bel Air 2-door hardtop 

Ford Fairlane 4-door hardtop------...-.---- 

Chevrolet Bel Air 4-door hardtop.. 

Ford Fairland 500 convertible 

Chevrolet Bel Air convertible 


| $1, 680 

















1 Includes $41 of formerly optional equipment made standard at time of second price setting. 
Sources: Ward’s Automotive Yearbook, Automotive News, Wall Street Journal, Ford Motor Co. 


As you will note, Ford prices for 1956 models were invariably higher than 
Chevrolet, usually by amounts ranging from $15 to $36, except in the case of 
the 9-passenger station wagon, where Ford was higher by $77. 

On September 29, 1956, Ford announced prices of its 1957 models, as shown 
in the column headed “Ford 1957 I’. All prices were increased by amounts up 
to $104, with the largest increases mostly in the lower priced lines. 

In the press release announcing the increase, the company stated through 
Ford division general manager, R. S. McNamara: 

“Our prices are increased no more than our actual costs for materials and 
services have gone up. Finished steel, for example, has gone up 6.25 percent. 
Tooling costs are up 12 percent, and our base labor cost has increased 2 percent 
without taking into consideration the annual improvement factor which is 
built into our agreements with the auto workers’ union.” 

The clear implication was that the price increases covered the cost increases. 

About 3 weeks later General Motors announced its 1957 Chevrolet prices. 
On 4 models the new Chevrolet price was $5 below Ford, on 1 it was the same 
price and on 9 models it was $23 to $53 higher than Ford. 


Raising prices to meet the “competition” 


Within a day or two Ford announced new prices. On the 4 models where 
the new Chevrolet prices were $5 less, Ford cut its price by $5 or $6. On 4 
other models, where the Chevrolet price was $50 to $53 higher, Ford made 
Standard $41 worth of formerly optional equipment which was also standard 
on Chevrolet, and then increased its prices by $51 to $53. On 5 models where 
the new Chevrolet price was $23 to $39 higher than Ford, the Ford Motor Co. 
without any change in equipment raised its previously announced prices by $24 
to $30. The result was to bring all but 2 of the Ford models within $2 of 
Chevrolet prices, and on those 2 the difference was $10 and $11, respectively. 

On the models where Ford found its original 1957 prices higher than Chevro- 
let's, a downward adjustment of Ford prices is what you would normally 
expect. Ford sets a price, Chevrolet sets one a little lower, and Ford comes 
down to match it. But on the remaining models, Ford set a price, Chevrolet 


Set a price substantially higher, and Ford raised its prices to meet those of 
Chevrolet. 
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Presumably, Ford first set its prices on some basis which was satisfactory 
to the company. The company statement at the time strongly implied that they 
were set at the level necessary to compensate for increased costs. Yet when 
Chevrolet set prices higher, Ford promptly threw aside its apparent competitive 
advantage, and snapped instead at the opportunity to increase its profits by 
raising its prices higher also. This would be considered lunatic behavior ip 
a genuinely competitive industry, but it is quite to be expected in an admip. 
istered price industry. 

I would strongly urge that when representatives of the Ford Motor Co. appear 
before this committee, they should be questioned searchingly about this double 
price increase. They should not be permitted to claim, for example, that the 
increases on some models were necessary to counterbalance the decreases op 
others. The price decreases must have cost the company relatively little, 
because 3 of the 4 models on which prices were cut were customline models on 


which sales were so small that the lines were dropped completely from 19§§ 
schedules. . 


IT IS VIRTUALLY IMPOSSIBLE FOR ANY NEW FIRM TO ENTER THE AUTOMOBILE INDUSTRY 
AND THUS CREATE NEW COMPETITION 


As I suggested earlier, if lack of existing competition in the industry per 
mitted price administration and excessive profits (as compared with other 
industries), then according to the old economic theories these high rates of 
profit should have attracted new capital to the industry which would have 
provided the necessary competition. In fact, the high level of profits in the 
automobile industry has attracted only three serious efforts by new passenger 
car makers to break into the field in the past 20 years. One, the Tucker Corp, 
started in 1946 with less than $20 million capital, and went into voluntary 
bankruptey before it ever got into general production. A second, Crosley 
Motors, started producing cars in 1939, reached a peak production of less than 
28,000 cars in 1948, and suffered rapidly dwindling sales thereafter until it 
stopped production in 1952. In its peak production year the company’s total 
assets were less than $6 million. 

The most ambitious attempt to break into the automobile industry was, of 
course, that of Henry J. Kaiser in 1945. This was an enterprise conducted by 
a man of outstanding production skill and experience backed by large supplies 
of capital. In its best year, 1948, it held almost 5 percent of the market. Yet, 
when the company discontinued passenger car production in 1955, its cumulative 
losses totaled some $107 million. 


Independents declining 


Equally as significant as the inability of new firms to enter the industry has 
been the steady decline of the long-established independents. In 1947 there 
were seven corporations manufacturing passenger cars in adidtion to the Big 
Three—Crosley, Hudson, Kaiser-Frazer, Nash-Kelvinator, Packard, Studebaker 
and Willys-Overland. In terms of unit production they enjoyed 16.59 percent 
of the passenger-car market. By 1956 the number of independents was reduced 
to two, and they share only 3.45 percent of the market. In 1957, the combined 
production of American Motors and Studebaker-Packard amounted to only 3.6 
percent of the industry’s total. 


Conditions for survival 


A detailed analysis of the conditions necessary for survival in the automobile 
industry was presented to the Antitrust and Monopoly Subcommittee in its 19% 
hearings by Prof. Donald A. Moore of the Department of Economics, Michi 
gan State University. He said: 

“Certain conditions must be met by any firm which hopes to survive as a 
automotive manufacturer. Clearly, success does not require all firms to meet 
these conditions in equal degree. Some would argue for a shorter list, or for 
a longer list, or would argue that outstanding success in certain directions would 
exempt a firm from meeting other requirements. Yet no firm can—on penalty 
of failure—ignore the importance of these seven requirements. 

“Briefly stated, the survival conditions are— 

“(1) A diverse product line covering a considerable part of the price range} 

“(2) The ability in most years to sell a sufficient quantity of autos and othe 
products to realize the economies inherent in the mass-production process; 

“(3) Adequately financed, dependable, and geographically well-distributel 
dealer and service facilities ; 
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“(4) Financial resources adequate to bear the cost of inventories, research, 
model changes, and occasional bad years ; 

“(5) An optimium combination of vertical integration and outside supply 

urces ; 
(6) The engineering and marketing knowledge necessary to innovate with- 
out departing from the market’s notion of an acceptable automobile; and 

“(7) The existence of a satisfactory used-car market for the product.” 


Problems of small firms 


Professor Moore then analyzed each of the above requirements and showed 
what problems they present to a small firm or a newcomer to the field. For 
example, with regard to volume (point 2) he said: 

“It has been estimated that the industry spent $1 billion in development and 
tooling for the 1955 models. Such radical model changes generally occur only 
once every 3 years, but annual facelifting and promotional expenses must be 
incurred. Such costs are not proportional to the volume of production, but are 
nearly fixed. The small firm must be as active in innovation as the large one, 
in order to sell its models; hence a lower limit to size may be set by this factor 
alone. 

“The production process itself requires a continuous larger volume in order 
to achieve low cost. Possible automation of many of the processes may require 
even larger volumes—the effect of this development on the structure of the 
industry cannot yet be predicted.” 

May I add parenthetically that in my opinion, looking at the situation 2 years 
after those words were spoken, the development of automation is contributing 
substantially to the squeezing out of the remaining independents. More frequent 
basic model changes by the major producers are adding to their difficulties. 

Professor Moore went on to point out that the problem of survival until an 
adequate dealer force could be built up was a major difficulty of the newcomer 
to the field. To get dependable dealers he must be able to offer them sufficiently 
high sales volume, but to get high sales volume he must have good dealers. 

Another requirement for success is a satisfactory used-car market for his 
product. On this point Mr. Moore said: 

“The concentrated structure of the industry may be due in large part to the 
behavior of the used-car market. One of the greatest dangers to a producer 
is a rapid decline in the resale values of its products. This was one of Chrysler 
Corp.’s difficulties through 1954. Small producers generally suffer this dis- 
advantage. New producers and those rumored to be on the way out are espe- 
cially troubled by it. The Kaiser Motor Co. did not overcome its newness in 
this respect before doubts concerning its life hastened the decline in its sales.” 
Enormous financial requirements 

Professor Moore also pointed out “the enormous financial requirements of 
today’s firms.” He said: 

“The history of the Kaiser Motor Co. illustrates this great need for funds. 
The other Kaiser enterprises, a war-surplus plant, RFC funds, a $5314 million 
stock issue, and bank loans all contributed to this undertaking. Yet lack of 
funds may have been a handicap, and few others could be expected to come so 
close to success. It may turn out that Chrysler Corp.’s entry in 1923 is the last 
successful one.” 

With that opinion I am reluctantly inclined to agree. The Kaiser venture was 
almost certainly the last serious attempt in our time of outside capital to break 
into the automobile industry. What that attempt proved, and what the steady 
decline of the other independents has underscored, is that the present-day 
automobile industry is one in which, as Professor Moore says, success breeds 
success. The productive assets required for success must be measured in terms 
of hundreds of millions, if not billions, of dollars. The investor who is not pre- 
pared to commit himself on that scale will simply find himself burdened with 
Plant and equipment which cannot earn a profit for him even when prices are 
Set at levels which, for the more efficient firms, are extortionately high. 

In short, the big three of the automobile industry have achieved a size which 
makes it impossible for any one on a small scale to challenge them successfully. 
And for the future, if they continue their past record of financing further expan- 
sion out of excessive profits, they may be expected to continue growing to still 
further heights of unchallengeable economic power with its concomitant of 
Political power, each form of power used to defend and strengthen the other, 
With increasingly grave implications for free government and free men. 
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HOW THE CORPORATIONS SET THEIR PRICES 


Details of the actual calculations by which the motor manufacturers get 
their prices are closely guarded secrets—although I sincerely hope this com. 
mittee will strive to bring them out into the open. In an industry where there 
is little or no price competition, the basis for setting prices cannot validly be 
claimed to be a competitive secret. The industry has been secretive about the 
manner in which prices are set, not through fear of what one firm might re. 
veal to its competitors, but rather through fear of what might be revealed to 
the consumer who has to pay. I trust that this committee will not consider 
that sufficient ground for further secrecy or evasion. In the meantime, however, 
a substantial amount of information is available as to the general methods 
and policies used in determining automobile prices. 

I have already referred to the analysis of automobile pricing written by Dan 
Cordtz of the staff of the Wall Street Journal, and published in the Journal op 
December 10, 1957. As Mr. Cordtz points out, the general principles on the 
basis of which prices are set were developed in the 1920’s at General Motors, 
and have continued since with surprisingly little change. An extensive but 
somewhat technical description of the process was written by Mr. Donaldson 
Brown, then and now a vice president of General Motors, and published in 
Management and Administration magazine in February—April 1924. Some ex. 
planation is also to be found in testimony given by a General Motors executive 
vice president, Mr. M. E. Coyle, before the Subcommittee on Profits on De- 
cember 20, 1948, and testimony of Mr. Albert Bradley, now chairman of the 
board of General Motors, before the Antitrust and Monopoly subcommittee on 
December 6, 1955. 


GM’s pricing policy crucial for whole industry 


The importance of General Motors’ pricing policy goes far beyond the ques 
tion of the prices charged or the profits sought by this single corporation. As 
we have already demonstrated, General Motors is the price leader in the auto- 
mobile industry. The upward revision of Ford prices in 1956 to match those of 
the price leader is an outstanding example of what this means—that GM sets 
the prices and the other corporations follow. To quote Professor Chamberlin 
again: 

“* * * The price established is identical with that which would be set if 
there were no competition at all. The price leader, knowing that the others 
will follow him, has as much control as the group acting in unison.” 

Thus, the pricing policies of General Motors not only determine what a Gen- 
eral Motors customer will pay for a car, but effectively determine what every 
would-be buyer will be asked to pay, from whichever producer he buys. 


Policy implies control over prices 


One important point in Mr. Brown’s description of General Motors’ pricing 
policy is that it is one which can work effectively only where there is in fact 
a substantial control over prices. A manufacturer who sells in a truly com- 
petitive market has to sell at the market price—that is, at the price set by the 
market in accordance with considerations of supply and demand at any given 
time. The very fact that a corporation has a pricing policy at all is evidence 
that it has some measure of control over the prices it charges for its products. 
The fact that it has a very elaborate pricing policy, as General Motors does 
implies that it has virtually complete control over prices. 

Mr. Brown’s analysis of how a pricing policy operates is still more interesting. 
His starting point is the rate of return desired on the capital investment. That 
is to say, the corporation sets its prices on the basis of the profit it desires. In 
fact as Mr. Brown puts it: 

“An acceptable theory of pricing must be to gain over a protracted period of 
time a margin of profit which represents the highest attainable return com- 
mensurate with capital turnover and the enjoyment of wholesome expansion, 
with regard to the economic consequences of fluctuating volume.” 

In other words, the object is to gain over a long-term period the highest pos 
sible rate of return on a steadily expanding investment. 

In a competitive industry, with that as the basis of a pricing policy, the pub- 
lic can still rely on the forces of competition to keep prices and profits in line. 
But in an administered price industry, such a policy is simply another way of 
saying, “We will use our economic power to fix prices in such a way as to give 
us the biggest possible long-term profits.” 
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It is emphatically worth noting that Mr. Brown does not qualify nor limit 


this pursuit of maximum attainable profits by any consideration for the general 
economic welfare. 


How GM plans production 


Even more revealing of what this means in terms of actual operations is Mr. 
Brown’s description of the forecast system used at General Motors. Because of 
oo I shall quote from it at some length. Mr. Brown has said in his 

cles : 

“Control of capital by forecast.—Space does not permit the presentation of a 
complete outline of the forecast scheme. A brief description is necessary, how- 
ever, since it is through this that the finance and executive committees are kept 
informed and thus enabled to exercise such control as may be needed from 
time to time. 

“In December of every year, each division is required to present an outline 
of its view of probable operations for the succeeding year, embodying estimates 
of sales, earnings, and capital requirements. These outlines are in three forms, 
i. e., ‘pessimistic.’ representing a minimum expectation; ‘conservative,’ repre- 
senting what is considered a likely condition, and ‘optimistic,’ representing what 
the name implies, with production and sales capacity as a limitation. 

“Obviously in a business such as the automobile business it is not possible to 
forecast conditions accurately so far as 12 months ahead, and these annual com- 
pilations are not accepted as a basis of commitments, but, with due allowance for 
elements of error, they are of valuable assistance in guiding the general plans 
and policies of the corporation. 

“Definite forecasts are submitted monthly, on the 25th of each month, by 
each division, covering the current month and the succeeding 3 months. These 
forecasts cover sales and production each month, and indicate the amount of 
investment at the end of each month in plant and working capital items, and 
also outstanding inventory commitments. If these forecasts are accepted they 
constitute authority for each division, respectively, to proceed upon the manufac- 
turing schedule and to make forward commitments for materials up to the 
requirements of the forecast, in the judgment of the division manager. Special 
authority is required from the central office to cover any commitment beyond 
the requirements of these authenticated forecasts. 

“Forecasting and price policy.—All forecasts, as submitted, are scrutinized by 
the central office and compared with current and past performance, attention 
of the proper officials being called to any abnormalities or marked deviations 
from what might be deemed a conservative sales expectation. Experience has led 
to the establishment of standards of working capital requirements in relation 
to volume of business and the forecasted investment in receivables and in- 
ventory are carefully checked against such standards, allowance being made for 
geasonal fluctuations. The tendencies of manufacturing costs and of selling and 
administrative expenses are observed, and profits are analyzed, with reference 
to the pricing policy laid down as governing the operations of a given division. 

“It has already been said that the forecasts supply the basis of financial con- 
trol. The forecast, representing the deliberate plan of the corporation as applied 
to a division, must be based upon an accepted price policy since the factor of 
sales expectation is necessarily dependent upon the question of price. If the 
division manager preparing his forecast, is in full understanding of the corpora- 
tion’s price policy, he can proceed intelligently. If not, he lacks the prime 
requisite for formulating his expectation of sales volume. Therefore at the heart 
of the problem of financial control is the question of price; in fact, the whole 
is inevitably so interwoven that a comprehensive pricing policy must be an 
embodiment of a financial policy.” 

In other words, the following order of events takes place: 

1. The company decides what is the long-run maximum rate of return attain- 
able on its investment. 

2. The company sets its prices each year with a view to achieving its long- 
run objective, based upon certain assumptions as to volume of production, which 
are still to be discussed. 

8. On the basis of that price policy, each division manager makes a forecast 
of the number of cars he expects to sell, recognizing that the number he can 
sell depends upon the price which has already been set. (This, incidentally, is 
an important admission from an authoritative source in an industry which some- 
times finds it convenient to deny that the level of its prices has any significant 
effect on its sales volume.) 

4. Production schedules are established accordingly. 
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GENERAL MOTORS PRICE POLICIES ARE INTENDED TO INSURE 20 PERCENT NET PROFITS 
EVEN If PLANTS OPERATE ONLY 86 WEEKS PER YEAR 


Regardless of the details of the price-profits policy established, whether it is 
one calculated to return excessive profits or only modest profits, there can 
be no question but that the whole concept of a pricing and production policy 
of this sort depends upon the ability of the corporation to divorce itself from 
ordinary competitive market controls and set its own prices at whatever levels 
management deems most profitable. 

There can be no question either, in view of the corporation’s actual profit 
figures over a long term of years, but that the policies adopted have in fact 
looked to the acquisition of exorbitant profits through setting excessive prices, 
with complete disregard of the effect such a policy has in restricting produe- 
tion and employment in the industry, as well as restricting opportunities for 
enjoyment of the industry’s products by many thousands of would-be custom- 
ers. 

In Mr. Brown’s description of how prices are set, he assumes that a corpora- 
tion will have decided that the maximum long-term rate of return available on 
its capital is 20 percent, as a return on investment after taxes. In his testi- 
mony in 1955 vice president Bradley refused to reveal a precise figure, but 
spoke of a return of between 15 and 20 percent—also after taxes. 

Dangers of “after-tax” profit policy 

This concept of a pricing policy based on profits after taxes has a most 
serious connotation for the consumer and the American public. It means, quite 
simply, that whenever the national interest requires an increase in the tax rate 
on profits, the corporation which is able to set its own price policies, and which 
bases its policy on profits after taxes, will pass the entire increase in tax bur- 
den on to the consumer—it will ask the consumer to carry its share of the 
sacrifice as well as his own. 

Yet this is exactly what corporation spokesmen seem to take for granted. In 
his address before the Mississippi Automobile Dealers’ Association on Novem- 
ber 4, 1957, for example, Mr. Benson Ford of the Ford Motor Co. tried to ab- 
solve corporations of any responsibility for the rise in prices and claimed, among 
other things, that between 1948 and 1956 “corporate net profits increased nil— 
not at all.” Apart from the facts that he had to select his years and his fig- 
ures very carefully in order to make such a statement, Mr. Ford completely 
overlooks the fact that in 1948 the corporation profits tax was 38 percent, and in 
1952 it was 52 percent. In order to get the same profit after taxes in 1956 as 
in 1948, it would be necessary for a corporation to following a pricing policy 
which would increase its profit before taxes by over 29 percent. And any 
company which has succeeded in doing this has also succeeded in passing on to 
its customers the corporation’s full share of the cost of the war in Korea, the 
cost of maintaining a national defense in the cold war, the cost of aiding our allies 


and every other cost which has had to be increased in order to protect the secur- 
ity of our country. 


Taz cuts do not mean price cuts 


Oddly enough, the corporations which are quick to insist that taxes must 
be budgeted in as a cost to be met are not so quick to pass on to the con- 
sumer their savings when taxes are cut. The elimination of the excess profits 
tax in 1954 presented the automobile manufacturers with a golden opportunity 
to cut prices and still make a good return on investment, but the evidence 
shows that this was not done. Despite a drop in sales, Ford and General Mo- 
tors, for example, sharply increased their net profit on investment in 1954, com- 
pared to 1953, and the figures of profits on sales show that the decrease in 
taxes increased General Motors’ net profits from 6 to 8.2 cents on each dollar 
of sales, and Ford’s from 3.9 to 5.6 cents. 





General Motors Ford 











oth ‘ial 
1953 1954 1953 1954 
ek.  endeaegeuenenaes $10, 028 $9, 824 $4, 211 $4, 062 
Profit after taxes as percent of sales..........................--- 6.0 8.2 3.9 5.6 
Profit after taxes as percent of net worth...........-..-...-...- 21.9 27.0 12.5 15.8 
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Apparently, in the eyes of these companies, tax increases are a cost to be 
passed on to the consumer, but tax cuts are a windfall to be shared with no 
one. 


Standard volume 


To return to Mr. Donaldson Brown’s analysis of automotive pricing policy, 
having determined the highest available long-term rate of return on invest- 
ment, the corporation management will then have to determine the average 
yolume of production it can expect from its plants—not on the basis of maxi- 
mum production at all times, but assuming first that a certain amount of pro- 
duction will be lost through machine breakdowns, seasonal fluctuations and 
other circumstances during the year, and second, that there will be further 
fluctuations from year to year as the business cycles moves up and down. What 
he suggests is that in its best years the company figures on getting only 80 per- 
cent of its theoretical maximum production because of seasonal and other fluc- 
tuations during the year, and in the average year it figures on getting only 80 
percent of the production it would get in its best year, or 64 percent of its 
actual maximum. 

Even this estimate may be too high. Mr. Cordtz reports: 

“What's the industry’s calculated standard volume today? UHstimates range 
all the way from 33 percent of capacity to 80 percent. ‘My guess,’ says one 
executive, ‘is that the industry as a whole has a total capacity of 10 million 
cars and an aggregate standard volume of perhaps 55 percent of that, or 5.5 
million cars.’ ” 


GM seems to expect only 55 percent 


A similar estimate for General Motors seems to be implied in the testimony 
given by executive vice president M. E. Coyle before the Subcommittee on 
Profits in 1948. Mr. Coyle said: 

“Take the case of Chevrolet. If we set out on the basis of a million cars a 
year—thinking that we could sustain that volume and sell the cars—it does 
not necessarily mean that over 12 months we would produce 83,333 cars a month, 
or 12 times that, one million. The reason is that there are certain winter 
months when the public doesn’t want any new cars, or few in number. In the 
warmer climates of the South and West they will buy perhaps 40,000 cars a 
month, but in the peak selling season in the spring, 120,000 cars a month. If 
we are going to make a million cars we must be prepared to make 6,000 cars a 
day in a 20-day month, 5-day week, to establish 120,000 cars a month. If we 
don’t get that 120,000 volume a month we can add all the others together but 
we will never make a million cars. Any month in which we make fewer than 
120,000 cars, any day we make fewer than 6,000, we have some idle capacity.” 

If we accept Mr. Coyle’s figure that to reach an average production of 83,333 
ears per month the company must have a maximum capacity of 120,000 per 
month, this means that practical annual capacity is only 69 percent of maxi- 
mum capacity. Mr. Coyle was accompanied by vice president Frederic G. 
Donner, who pointed out that in addition to seasonal fluctuations it was neces- 
sary to allow for cylical fluctuations, and said: 

“We consider that on the average we can probably expect to run our car plants 
about 80 percent of the rated daily capacity.” 

The meaning of these two statements is not precisely clear, but they seem to 
mean that because of seasonal fluctuations the company in any year can only 
run at 69 percent of maximum capacity, and because of cyclical fluctuations, in 
an average year it can only run at 80 percent of that figure, which would be 55 
percent of theoretical maximum capacity. This is one of the areas, however, 
in which every statement made by a representative of General Motors seem to 
have some element of ambiguity attached to it, and I strongly urge that the 
committee pursue the matter further in questioning Mr. Curtice. 

The following table, illustrating the method of calculation, is reproduced 
from Mr. Brown’s article: 


TasLe 6.—Plant capacity and standard volume equivalent 


Daily production capacity 225 
Theoretical annual production capacity (280 working days) 63, 000 
Practical annual capacity (allowing for machine shut-downs, seasonal 
fluctuations in shipments, etc units... 50, 000 
Standard volume percent__ 
Standard volume equivalent units... 40, 000 


. 
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As you will note, at a production capacity of 225 units per day, a standard 
volume equivalent of 40,000 units per year represents just under 178 days of 
plant operation per year. This method of calculation apparently has changeg 
very little over the years, for in his testimony in 1955 Mr. Bradley stated that 
standard volume was then equal to daily capacity multiplied by 180 days. Ip 
response to a question, Mr. Bradley said: 

“Mr. Brapiey. Yes, I think I might illustrate the standard volume. 

“We endeavor in planning for capacity to—we take the number of days there 
are in the year, and then take out the Sundays, and holidays, and then we take 
out the minimum number of days we produce this over a period of time, to turn 
around—I mean, to bring out new models. From that, we find there are 225, 
taking out all the Sundays, holidays, and Saturdays, and 15 full days, or 30 half 
days, for turning around, giving 225 days which we would like to run the plants, 
year in and year out. But we don’t use 225, we use 80 percent of that as a 
standard volume, because ours is a business, that you might call cyclical, and 
while it has been on the upswing for a number of years, there have been times 
when we had downswings—in fact, for a number of years we averaged below 
standard volume. 

“So, to allow for that cyclical factor and other conditions beyond our con- 
trol, we take 80 percent of that 225 days, times the rated capacity per hour. 
So that gives us 180 days. And that, multiplied by our daily capacity, gives 
us a standard volume, which we work up by divisions, and which we hope to 
average.” 


What General Motors’ policy means 


In short, General Motors plans to get the return it wants on its investment, 
somewhere in the neighborhood of 20 percent after taxes, in any year when it 
manages to operate its plants for an average of 180 days, or 36 weeks. This 
has very serious implications for the men and women who work in General 
Motors plants, as well as for the public generally. Even if you add to 36 weeks 
of operations another 3 weeks for paid holidays and a vacation period, this 
still means that the corporation’s planning is based on the expectation of mak- 
ing an exorbitant profit even if its pricing policies so reduce the market that 
its workers are employed for only 39 weeks of the year and laid off for the 
other 13. It is apparently a matter of no concern to the corporation that such 
a cut in production would mean unemployment and hardship to hundreds of 
thousands of General Motors’ workers and their families, as well as economic 
disaster to the communities in which they live. It was precisely because of 
this attitude on the part of management that the workers at General Motors 
and the other auto companies initiated the drive for a guaranteed employment 
plan, of which we have obtained the first installment in the form of supple 
mental unemployment benefits. 


THROUGH LOW BREAK-EVEN POINTS GENERAL MOTORS AIMS TO PROTECT ITSELF AGAINST 
ANY RECESSION, AND IN DOING 80 INFLICTS ECONOMIC HARM ON ALL AMERICA 


General Motors’ planned average rate of production (its standard volume) 
may be 64 percent of capacity as Mr. Brown indicates or 55 percent of capacity 
as Mr. Coyle seems to suggest. In either case, it is quite clear that since this 
is the level at which the corporation plans to earn 20 percent return on invest- 
ment after taxes (equivalent to more than 40 percent before taxes) the break- 
even point, at which there are no profits and no losses, must be very substan- 
tially lower. In fact there is evidence indicating that in the past its break- 
even point was well below 30 percent. 

In 1929 General Motors reached its peak production up to that time, with 
sales totaling $1.5 billion. Naturally, the corporation made very handsome 
profits, $275 million before taxes and $248 million after taxes, representing re 
turns on net worth of 32.1 percent and 28.9 percent, respectively. 

In 1932 the corporation’s sales declined to $432 million—only 28.7 percent 
of the 1929 peak in dollar volume. Since wholesale motor vehicle prices in the 
meantime had declined 13 percent, according to BLS, the physical volume of 
production was probably no more than 25 percent of what it had been in 1929. 
Yet even with that low utilization of its capacity the corporation still succeeded 
in making a profit of $515,000 before taxes and $231,000 after taxes. 

In other words, General Motors at that time followed a policy of setting its 
prices so high that it could reduce operations to about 25 percent of capacity 
and still make a small profit. 
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_ This is a form of insurance against catastrophe at the expense of the whole 
Nation. It is precisely this type of price-profit policy during the 1920’s that 
was responsible in the language of Fortune magazine, for the economy going to 
General Motors’ catastrophe insurance, in this form of high prices and 
low break-even points, did protect the corporation against the catastrophe when 
it arrived, but it also contributed substantially to the development of that ca- 
tastrophe because it helped to accelerate the growing imbalance between pur- 
chasing power and productive capacity which finally brought on the crash. 


The lavish bonus plans for auto executives encourage them to drive for highest 
possible profits regardless of the public good 


We have already discussed the lavish bonus plans by which executives of the 
Big Three reward themselves by sharing in the corporations’ excess profits, 
There is a further point, however, that should be made concerning bonus plans, 
particularly as they affect General Motors pricing policies, since GM is the 
price leader. 

The bonus plans give executives a huge stake in pricing policies that are harm- 
ful to the rest of the economy. To put it bluntly, if you say to a man, “the bigger 
the profit, the bigger your bonus,” he is going to make sure that the largest possi- 
ble profit is attained, regardless of what harm that high-profit policy does to 
others. 

Theoretically executive bonus plans are supposed to reward superior efficiency, 
but in practice General Motors executives can receive very large bonuses just 
by successfully implementing the corporation’s routine pricing policies. Thus, 
while General Motors considers anything over a 5 percent return after taxes 
on net capital to be excess earnings which should be shared with executives, 
the pricing policy which those same executives apply seeks a 20 percent return 
after taxes, to be achieved on the basis of 36 weeks of operation per year. 

Thus, through their price policy the excutives practically guarantee themselves 
fabulous bonuses even in years when the policies they follow force GM workers 
to suffer many weeks of layoff, inflict hardship and suffering on workers’ fami- 
lies and impose heavy burdens of welfare costs and business losses on the com- 
munities in which GM’s plants are located. 


Is it in the public interest? 


We submit that this committee could properly ask the auto industry witnesses 
who will appear before it whether they believe it is in the public interest that a 
corporation should consistently set its prices at a level designed to insure a 
profit of 20 percent after taxes on the basis of 36 weeks of operations per year. 

The practical result, of course, has been that General Motors has averaged 
substantially better than 20 percent return on its investment. As I pointed 
out earlier during the past 10 years the corporations’ net return has averaged 
better than 26 percent. I can only assume either that the corporation has 
grossly underestimated the strength of the American economy, or else that 
it has deliberately adopted a pricing policy designed to assure it a rate of 
return that will more than repay the stockholders’ entire investment every 
4years, while still, of course, leaving them in possession of the plants for whieh 
the consumer has involuntarily paid. 


They lack confidence in America 


Perhaps one of the reasons why the corporations insist on levying extor- 
tionate profits whenever they have the economic power to do so is their basic 
lack of confidence in the stability and growth potential of our free economic 
system. This has been demonstrated time and again. For example, one of 
the factors that has hindered our economic growth has been the shortage of 
steel which has developed in every recent period of rapid expansion. Obviously, 
future steel needs have to be foreseen, planned for, and the capacity actually 
built substantially in advance. By the time a steel shortage develops, it is 
too late to start building steel mills. Yet the steel industry has resisted the 
idea that it should build the productive capacity that would enable us to stay 
ahead of demand in full employment economy. 

In 1947, when we were suffering from an acute steel shortage, a special 
Senate Small Business Committee investigated the steel situation, because busi- 
hessmen were going bankrupt through inability to get steel, and others were 
Paying up to three times the regular price for steel on the gray market. In 
addition, autoworkers suffered repeated layoffs and short workweeks because 
of the inability of their employers to obtain steel. 
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Mr. Wilfred Sykes, then president of Inland Steel Co., testified that we 
had ample steel-producing capacity for many years ahead. He told the com. 
mittee that we then, in 1947, had a nominal capacity of about 90 million tong 
a year, and an economic capacity of 80 million tons, and he prophesied that 
this country’s peak demand for steel would not reach 90 million tons a year 
until the year 1975. 

Just to show how far wrong he was, by the year 1955 we were actually con- 
suming about 117 million tons of steel. 

Mr. Sykes was followed by a witness from the United States Department of 
Agriculture, a Mr. Louis H. Beam, who pointed out an essential weaknesg jn 
Mr. Sykes’ forecast—that he based his estimate on an average which included 
the whole depression period, as though it were desirable to plan for another 
depression. Mr. Beam testified that if the steel industry did not expand beyond 
the level deemed adequate by Mr. Sykes, we would have a depression, He 
predicted that in that case there would be up to 20 million unemployed by 
1955, because we would not have steel for the industrial expansion required 
to maintain full employment. 


Auto companies want quick investment return 


While the chronic pessimism of the steel industry about our economy has been 
expressed in reluctance to develop steel production capacity in accordance with 
our needs, the pessimism of the automobile industry has been expressed in a 
different way. They have been willing to expand their plants; but in doing go 
they have insisted on gouging the American public through price-profit policies 
which, in the case of General Motors, enable them to recover their entire plant 
investment in 2 good years. 

The Corporate Director, a publication of the American Institute of Manage 
ment, made this very clear in its issue of July 1956. It said: 

“A study of GM profits based upon the rate of net return on net plant account, 
one of the basic measures of health of earnings, discloses that there is no appre 
ciable difference between 1955 and 1935 (table 3). The rate of return js 
phenomenal. At the 1955 rate of profit, more than one-half of the net book value 
at which GM’s plant account is carried on book can be earned in any 1 year, or 
the whole net plant investment recaptured in 2 years after paying all taxes, 
depreciation charges, interest, and all other expenses. That this is a fabulous 
rate of profit is clear enough; but it is not a peculiarity of the presently high rate 
of General Motors’ activities. It is, in fact, a continuing characteristic of the 
enterprise, being equaled or bettered in 12 of the preceding 20 years * * *, 
Statistical analysis now confirms that, whether by abstract reasoning as to 
what makes for corporate health or by appraisal of what is possible in light 
of the special circumstances of General Motors, the company’s finance com- 
mittee is wedded to a policy of rapid recapture of fixed asset investment.” 

The table referred to in the above quotation, giving the pertinent figures year 
by year from 1935 to 1955, is below. It may be noted that in 1950 the corpora- 
tion’s net income was actually more than sufficient to recapture in that one year 
its entire net plant investment. 

(The table referred to is as foliows:) 
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TABLE 3.—Growth in assets, 1935-55 








{In thousands] 
Net in- 
Net stock Net Net plant | come in Sales per 
Years ended Dec. 31 and working account percent dollar net 
surplus ! capital net plant plant 
account 

$976, 688 $319, 961 $319, 177 54.2 3. 62 
1, 027, 378 339, 687 388, 212 63.5 3.71 
1,019, 517 347, 216 408, 466 49.3 3.93 
1, 075, 450 387, 243 396, 342 27.3 2. 69 
1, 111, 095 434, 173 385, 860 51.6 3. 57 
1, 160, 193 477, 940 402, 618 53.2 4. 46 
1, 216, 825 500, 023 409, 874 53.8 5.95 
1, 270, 307 652, 326 371, 483 51.1 6. 06 
1, 391, 859 $29, 283 327, 230 57.0 11. 60 
1, 410, 604 903, 410 298, 550 58.1 14. 28 
1, 383, 601 75, 229 349, 799 42.0 8.94 
1, 466, 856 768, 731 608, 029 10.8 3. 23 
1, 627, 227 865, 37 722, 996 44.8 5. 28 
1, 890, 488 1, 086, 775, 089 61.7 6. 07 
2, 186, 256 1, 265, 916 777, 454 87.7 7.33 
2, 508, 740 1, 508, 256 801, 947 109. 6 9.39 
2, 702, 328 1, 456, 753 941, 843 55. 8 7.93 
2, 876, 102 1, 191, 221 1, 263, 876 43.3 5.97 
3, 109, 7 1, 236, 134 1, 536, 331 38. 2 6. 53 
3, 527, 434 1, 350, 562 2, 161, 121 37.4 4.55 
4, 438,960 | 2,058,258 | 2,353,032 50. 6 5. 29 





1 Includes minority interest, contingency reserves, and deferred income reserves. 
Source: From the Corporate Director, July 1956. 


RESPONSIBILITY FOR AUTO PRICE INCREASES ESTABLISHED 


I believe that we have now answered the question: Who is responsible for 
postwar automobile price increases? 

We have seen that the economic gains of autoworkers, including fringe bene- 
fits as well as wage increases, have fallen far behind the advance of national 
productivity during the lifetime of our union. 

We have seen that in 1956, for every dollar of increased labor cost, Ford 
Motor Co. imposed $5 of increased prices on the public, and General Motors 
imposed $3.75 of increased prices, on the basis of comparing 1956 labor costs 
and prices per unit of production with those of 1947. 

We have seen that, on the basis of data available, wholesale automobile prices 
have increased faster than the combination of labor and material costs, and we 
have urged that the committee get more precise data from the companies which 
so far have resisted revealing it. 

We have seen that the standard wage formula in effect in the automobile 
industry has been described by top management as neither inflationary nor 
deflationary. 


We have seen that profits in the automobile industry have increased far 
faster than wages. 

We have seen that profits in the automobile industry have increased far faster 
than in American industry as a whole, and have provided a far higher rate of 
return for stockholders. 

We have seen, year after year, how price increases were imposed when the 
high level of profits made them absolutely unnecessary. These avoidable 
price increases, representing unavoidable cost increases for users of motor ve- 
hicles, established the upward pressures of the inflationary spiral. 

We have seen that the automobile industry is one in which virtually no price 
competition exists. We have seen from economic theory why this is so, and 
from the experience of Ford’s double price increase in 1956 we have seen how 
it works in practice. 

We have seen that the price policies of General Motors, the industry’s price 
leader, have been established on the basis of : 

(1) The corporation’s power to control prices; and 
(2) The corporation’s policy to get the maximum obtainable return on 


its investment, a return which over the past 10 years has averaged better 
than 26 percent after taxes. 
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On the basis of all these facts, I submit that the automobile corporations, 
and particularly General Motors Corp., are guilty of having imposed unnecessary 
price increases on their customers and of having contributed to inflation ang 
the recession from which we are now suffering. 

GM is singled out, not because the others are less greedy, but because GM is 
the price leader in the industry, and restraint on its part would therefore impose 
restraint on the other corporations. 


SIMILAR POLICIES FOUND THROUGHOUT BIG BUSINESS 


The automobile industry pricing and profit policies I have been describing are 
not unique in the American economy. A similar pattern of abuse of economic 
power can be found in other key industries—steel is another good example. 
The short-sighted, high-profit, high-price drive of strategically placed large 
corporations in a number of industries has reduced the market for their products, 
and led to layoffs for thousands of workers. 

Unwarranted price increases, put into effect by powerful corporations, have 
helped bring on what the business journals call a state of excess capacity in a 
great number of manufacturing industries. 

This is merely another way of saying that the high-price, low-break-even-point 
policies of big business have priced millions of consumers out of the market, 
Their inability to buy at present price has led to a slowdown in production, a drop 
in new investment, and heavy layoffs, meaning chronic insecurity and loss of 
income for workers and their families. 

We in the automobile industry have been experiencing these consequences for 
over 2 years, and they are now spreading throughout the economy. Only a few 
months ago, Dr. Edward Nourse warned this very committee of the danger in 
the policies of certain large corporations which chose to increase prices and 
maintain profit rates “at the expense of restricted production.” 


Oil prices deny law of supply and demand 


During the past year we have had many vivid examples of the price policies of 
which Dr. Nourse warned—a policy that holds prices firm, or even raises them, 
in the face of declining demand and shifts the impact to production and 
employment. 

The oil industry is an outstanding case in point. The New York Times for 
January 10, 1957, carried two headlines side by side which read, respectively, 
“United States oil output sets a new high; gasoline inventories increase” and 
“Gasoline prices will rise today.” 

At the very moment when inventories were increasing, evidencing an excess 
of supply over demand, producers in the industry were taking advantage of their 
semimonopolistic position and the special conditions created by the Suez crisis 
to raise prices. 

On June 20, 1957, under the headline: “Too much oil, yet—prices go up’”—the 
New York Times reported : 

“This week the law of supply and demand is being tested by two big oil com- 
panies. Their prices are going up at a time when the oil industry stands knee 
deep in its own products.” 

The Wall Street Journal reported on the same phenomenon in its issue of 
October 9, 1957. The story dealt with slackening demand in the oil industry. 
It was headed “Producers cut output” and said in part: 

“In an effort to hold down stocks and shove up prices, oilmen are curbing 
output from present wells and slowing up efforts to bring in new production.” 


Paper firms cut production, maintain price 


The paper industry, which has been riding the boom hard, just recently began 
to experience some letdown in demand. How did the industry respond? The 
New York Times for November 20, 1957, reported : 

“The industry’s pulse count, the ratio of production to capacity, is off more 
sharply. So far this year, paper output has averaged 91.2 percent of capacity, 
compared with 98.5 percent in the similar period last year. Paperboard opera- 
tions have averaged 92 percent, against 95 percent. 

“The paper rate picked up to 93 percent in late October but fell back to 88.5 
percent in the week ended November 9, partly because of cutbacks in news- 
print production. Paperboard operations were at 94 percent in the first 2 weeks 
of November, after hitting 97 percent through most of September and October.” 
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And what about prices in the light of declining operations? The Times wrote: 

“One of the brighter spots, as far as producers are concerned, has been the 
fact that prices have been steadier to higher despite the lower rate of opera- 
tions.” 


Textile executive urges same course 


The New York Times of April 6, 1957, reported a textile executive’s warn- 
ing that the industry curtail operations as the “only way out.” To textile 
manufacturers who gave as “their excuse that they would lose workers to other 
industries if they slowed operations,” he insisted, “It’s a simple choice between 
possibly losing your business or losing workers, and we'll always have enough 
skilled workers to go around.” 

It is this kind of philosophy which breeds recessions. It is this kind of at- 
titude about the expendability of workers’ lives that breeds a sense of eco- 
nomic injustice in their hearts. 


“Capacity has outrun demand” 


As early as July 13, 1957, Business Week magazine saw trouble ahead be- 
cause of the widening gap between expanding capacity and lagging or de 
clining production in industry after industry. In an article headed, “Output 
Lags as Capacity Grows,” the magazine reported that the gap between produc- 
tion and capacity had been growing for more than a year in some indus- 
tries and in most had increased during the 6 months ending with June 1957. 

Steel was one of the industries covered by the Business Week report. Its 
output had been trending downward, according to a chart in the magazine, 
since December 1955, while its capacity continued to grow. Yet, in the summer 
of 1957 the basic steel industry raised prices by $6 per ton. (Today, although 
the steel industry is operating at less than 60 percent of capacity there is per- 
istent talk of further steel price increases later this year.) 

Subsequently in its issue of November 9, 1957, Business Week updated to 
September 1957 essentially the same material as was covered in its July 
18, 1957, article. 

The magazine estimated that manufacturing industry as a whole operated 
at only 82 percent of capacity in September. It noted the serious effects of 
this situation on investment and in a separate editorial explained, “The prime 
reason for this setback is that capacity has outrun demand.” 

Despite the increasingly obvious existence of excess capacity manufacturers 
generally have shown no inclination to cut prices. The New York Times for 
November 23, 1957, reported great concern among economists who follow the 
BLS Wholesale Price Index because the index for finished consumer goods “has 
shown no declines, despite slack demand and excess capacity in the economy.” 

The experts found, according to the Times, that— 

“There is excess manufacturing capacity in practically all important consumer 
goods and an eagerness on the part of sellers to find more business. But ap- 
parently these sellers try everything but price cuts—at least this is true on (sic) 
sellers taken as an average. 

“The question being asked here is how great a slump in general activity there 
must be before prices begin to edge downward along with everything else.” 


This is not a supply-and-demand inflation 


I stress this point of excess capacity and declining production which many 
industries have now experienced for a year or more because, unless its signifi- 
cance is grasped, there can be no correct understanding of the nature of the 
inflation of the past few years. 

This has not been the usual sort of inflation in which an excess of general 
market demand over supply and capacity has been forcing up prices. Quite the 
contrary. The price rises of recent years have taken place in an economy 
where we have not been at or even near capacity in one key industry after an- 
other. The great price rises in the industrial sector have not been due to general 
market conditions. They are a manmade product arising out of the exploitation 
of their strategic economic positions by giant corporations in key industries. 

It is because this has not been the usual type of excess of demand inflation 
that the monetary and credit restraint policies of the Federal Reserve Board 
have been so ineffective against rising prices during this period. 

The inquiry of this committee into what has been happening in those industries 
where a handful of corporations set prices with little or no regard to levels of 
demand or impact on production and employment is far more germane to the 
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current inflation problem than all the discussion of monetary and credit policy 
that we have had in such abundance in recent years. 

The increase in idle capacity provided the background for our proposal to the 
Big Three auto producers last August for joint action to reduce automobile prices, 
If, as Business Week put it, capacity had outrun demand, there was urgent 
need to stimulate demand. Demand for autos would certainly have been in. 
creased if prices had been reduced as we proposed. 

Since administered price increases had been a major factor causing capacity 
to become idle, price decreases could help to bring it back into useful production, 

We were not dealing with the operation of market forces beyond our power 
to control but with deliberate actions of men which could be reversed. We 
therefore proposed that the major corporations in the industry take action 
jointly with the DAW to provide leadership in halting and turning back the in- 
flationary trend which, it was clear even then, was bringing on recession with 
its accompanying widespread hardships. 


Big corporations immune to consequences of their reckless pricing 


These hardships are not being and will not be visited upon those whose 
recklessness and greed have created distortions in our economy. 

The very price policies through which they have contributed to the creation 
of the present recession provide them with a large measure of immunity from 
its consequences. 

In their public statements they describe our economic system as a “profit and 
loss” system; but their prices policies are established to obtain exemption from 
loss for themselves and to transfer the losses resulting from their own actions 
to others. Giant corporations in key industries have set their prices at levels 
that will enable them to make out satisfactorily at 80, 70, or even 60 percent 
of capacity. They profit; the people lose, as employers and as consumers. 

In the automobile industry, for example, profits of the Big Three as we have 
seen were far in excess of the average for all manufacturing corporations during 
the first 9 months of 1957, even though passenger-car production during those 
9 months was down 22 percent from the comparable period of 1955, and despite 
substantial additions to capacity since 1955. 

We have seen that in 1932 General Motors managed to escape losses even though 
Sales shrank to less than a third of its 1929 sales. 

General Motors, although perhaps more effectively protected than any other 
corporation against economic declines of catastrophic proportions, is by no means 
alone in its ability to weather major economic storms without loss. According 
to Barron’s for December 16, 1957, the president of Jones & Laughlin Steel Corp. 
has stated that his company could operate profitably even at 50 percent of 
capacity. 

The executives of corporatiohs whose pricing policies yield profits while their 
workers in large numbers are required to exist as best they can upon unem- 
ployment compensation benefits and public welfare assistance can well afford 
to be complacent in the face of severe economic declines. It is they who have 
introduced into our language such phrases as “healthy readjustments,” “correc- 
tive declines,” and “refreshing pauses” to describe economic conditions that bring 
hardship and despair to the homes of millions of workers. 

A recent example was given us by Mr. William Martin, Chairman of the Board 
of Governors of the Federal Reserve System which made its own not inconsid- 
erable contribution to the onset of the current recession. 

He said that when there is waste and extravagance and mistakes of judgment 
we have to take losses from time to time. He failed to note that those responsible 
for the waste and extravagance and those who made the mistakes—corporate 
officials whose abuse of their power priced consumers out of the market—will 
not suffer any persona] loss. 

This complacency in high places, permeating the powerful political groups with 
which these influential executives are associated, is a major obstacle to the attain- 
ment on an uninterrupted basis of the maximum employment, production and 
purchasing power to which we are committed as a nation under the Employment 
Act of 1946. 

It seems to us, therefore, that a searching inquiry into the basis for such com- 
placency—into the break-even points (in relation to capacity) of key corporations 
in administered price industries—would not only be a proper function for this 
subcommittee in the course of its investigation but would also pave the way for 
action that would help to bring us nearer to the goal of full employment. 





ADMINISTERED PRICES 2419 


Workers and small business the victims 


We believe that an inquiry into the break-even points of many of America’s 
major corporations will reveal that they are insulated against losses even in an 
economic decline of a magnitude that no government in our era could conceiv- 
ably allow to occur. Long before production rates sank to levels even approach- 
ing those break-even points, the ranks of the unemployed and the numbers of 
bankrupt small business concerns and farmers would swell to such proportions 
that Government would be spurred to emergency action. 

Profits currently being reported by the larger corporations make it apparent 
that they are not even remotely in sight of their break-even points. 

Yet the lines of the unemployed are already lengthening to alarming propor- 
tions. Nearly a third, 45 of 149 major labor market areas, are now classified 
as having substantial labor surplus. 

The unemployment compensation claims load in Michigan has risen to such 
heights that reporting to the offices of the Employment Security Commission by 
jobless workers is now on a biweekly rather than a weekly basis. Public relief 
rolls are lengthening and unbalancing local government budgets in Detroit and 
elsewhere. The conversations and unuttered thoughts in the living rooms and 
kitchens of the jobless, and the dread that shadows the homes of hundreds of 
thousands still at work are difficult to imagine and impossible to describe. 

The rising number of unemployed workers has its counterpart for small busi- 
ness in the growing number of failures, which in 1957 reached the highest level 
since 1939. 

Unlike the Big Three, the small-business man has his prices set for him by the 
market. He lacks the power to set them where he will. He therefore lacks the 
cushion that the corporate giants have built into their price and profit structures. 

In fact, the shelter against economic adversity that the big companies have 
built for themselves is a major cause of the vulnerability of the smaller concerns. 
The prices charged by the giants are in many cases the costs that the small firms 
must meet if they are to survive. But their ability to meet those costs is under- 
mined as the big firms raise their prices. By so doing they restrict the markets 
that provide the workers’ paychecks which in turn are cashed in small business 
establishments. 

LABOR THE SCAPEGOAT 


The quest for a scapegoat is the first resort of the guilty. It is not surprising 
that the corporate executives responsible for inflation would seek to divert 
blame from themselves and to cast it upon others. Neither is is surprising that 
they should pick on the trade-union movement as the scapegoat. If they should 
succeed in transferring blame from themselves to their workers unions they would 
achieve a double purpose. Not only would they shield themselves from any 
penalties for their improper actions; they at the same time, would weaken and 
undermine the effectiveness of one of the few forces in the Nation that offers 
determined resistance to their efforts to strengthen the grip of big busniess on 
our economy and to extend its power further in the political sphere. 

Thus the workers are victimized not only by the direct impact of inflation 
upon their living standards and their job security but in addition by being made 
to bear the guilt, in the public mind, for the cause of their own hardship and 
insecurity. The corporate price administrators who are in fact responsible for 
inflation have in large measure been successful in applying the tactic of the 
pickpocket caught in the act who points at his own victim and shouts, “Stop 
thief.” 

Organized big business groups have carried on a gigantic campaign in the 
Nation’s newspapers, magazines, and other mass mediums to convince the Ameri- 
can people that unions are the principal cause and their members the main 
beneficiaries of inflation. 

Rarely, if ever, has there been another public relations campaign which could 
match, in intensity and in disregard for the truth, the current campaign to blame 
unions for inflation. 

It is impossible here to deal with all the false, distorted and, in some instances 
absurd, charges that have been put forward disguised as economic analysis. It 
would be useful here, however, to deal with a few of the propaganda themes 
that are relevant to the subject matter of pricing policies and their effects on 
the economy which this subcommittee is investigating. Exposure and refutation 
of some of the fallacies and falsehoods most frequently used by industry propa- 
gandists will help to shed light on some of the real issues involved. 
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Workers the losers and no! the gainers from inflation 


It is charged that wage increases not only have caused inflation but have ob- 
tained for workers, at the expense of other groups, a disproportionate share of 
the fruits of the economy. 

This, it is alleged, has occurred because wages rose faster than productivity. 

To give these allegations the appearance of validity, they are often accompanied 
by statistical comparisons between wages and productivity indexes. 

The productivity indexes used for this purpose are often either of question- 
able reliability or based upon concepts which make them inappropriate for 
comparison with the wage data presented. 

This is less serious, however, than the unscrupulous and almost invariable 
tactic of comparing money rather than real wages with productivity. To use 
money, rather than real wages in the context of such a comparison, and for a 
period of inflationary price increases, implicitly assumes that workers and their 
families should bear the brunt of inflation in reduced living standards. 

It should be perfectly obvious that, if money wages rise no faster than pro- 
ductivity, while prices increase, the inevitable result must be in a reduction in 
the share of total output that the worker can buy with his wages. 

The only proper basis for determining whether any group is moving ahead or 
falling behind other elements in the population in any period, inflationary or 
otherwise, is comparison of real income with productivity. On this basis, no 
less authoritative a source than the United States Commissioner of Labor 
Statistics has found that during the postwar years, 1947 to 1956, workers have 
been the losers rather than the gainers from inflation. In a speech delivered 
before the American Management Association on September 23, 1957, he said: 

“I should point out that real compensation per hour for all employees in the 
private non-agricultural economy lagged behind the productivity of all persons 
in the total private economy for the entire 1947-56 period (based on preliminary 
estimates). I mention this because in comparing earnings with productivity it 
is relevant to make comparisons for both the sector and the total economy.” 
[Emphasis in original.] 

This statement is particularly impressive and significant for several reasons. 
First, it is comprehensive in that it applies to all wage and salaried workers 
in the entire private nonagricultural economy. 

Secondly, it applies to total compensation including fringe benefits and other 
indirect forms of compensation such as employers’ contributions under the 
Social Security Act and unemployment compensation laws, as well as direct 
wage payments. 

Third, it refers to all employees, including not only wage and lower salaried 
workers, but also top executives participating in lavish bonus plans. The fact 
that the real compensation of all employees lagged behind productivity in the 
total private economy means that rather than obtaining an increased and dis- 
proportionately large share of the Nation’s output, workers actually received a 
smaller share of the Nation’s output in 1956 than in 1947. 


The use and abuse of profit figures 


Overall profit figures are frequently cited in an effort to prove, first that 
workers have gained at the expense of corporations and, second, that corpora- 
tions have no choice but to raise their prices. 

The use of profit data for the whole economy is a convenient device for ob- 
securing the real issue. Obviously total profits of all corporations have no bear- 
ing on the question of administered prices as a factor causing inflation. Corpo- 
rations that abuse their power to administer prices increase their own profits at 
the expense of other corporations as well as of consumers. Since total profits 
are largely irrelevant to the basic issue, it is not necessary to more than mention 
some of the abuses to which industry propagandists subject the overall corporate 
profit figures. 

For example, corporation propagandists prefer.data on profits after taxes to 
before-taxes figures. Why? Because the rise in the corporate profits tax rate 
during the postwar period results in after-tax-profits increasing at a slower 
rate than profits before taxes. 

Profit before taxes, however, is obviously the relevant consideration when 
examining price movements since the full amount of the profit, including what 
the tax collector gets, is part of the price. 

In addition, the use of after-tax figures implicitly assumes that consumers 
should pay taxes on corporate profits. 
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Profits after taxes are compared by the propagandists with wages before 
taxes. 

The propagandists studiously ignore the fact that published profit figures 
for recent years are noncomparable with those for the early years of the postwar 

riod. 

PeThe noncomparability results from changes in the tax laws permitting cor- 
porations to charge off to depreciation sums that would formerly have been 
reported and taxes as profits. 

The Department of Commerce estimated recently that these additional depre- 
ciation charges (which are retained by the corporations and are therefore, 
in practical effect, an addition in their full amount to after-tax as well as 
before-tax profits) amounted to $3 billion to $4 billion in 1956. They were 
undoubtedly larger in 1957. 

Corporation propagandists generally prefer to use profit rates on sales rather 
than rates of profit on net worth or invested capital. This, of course, is in 
eonflict with the generally accepted belief of economists that relative profit 
rates on investment are the instrument for directing capital to those sectors 
of the economy where it can be most efficiently utilized. 

From the available evidence, it appears that profit on investment is the 
test applied by the major automotive corporations for purposes of internal 
financial control and as the basis for allocation of new investment as among 
their divisions. 


Big business the real gainer at the expense Of small business 


When attention is turned from overall profits to the distribution of profits 
as between big and small corporations, it becomes apparent which have been 
the gainers and which the loser from administered prices. 

Profit rates for manufacturing corporations as a group have been maintained 
throughout the postwar period at levels that would have been considered envi- 
able in earlier periods. 

But the larger corporations have had significantly higher profits than those 
of smaller size. 
(Table 29 follows :) 


TABLE 29.—Profit as percent of investment before and after tares— 
Manufacturing corporations by asset size, 1947-56 


Profits before taxes Profits after taxes 


























Corporations | Corporations | Corporations | Corporations 
with assets with assets with assets with assets 
less than over $100 less than over $100 

$100 million million $100 million million 
i ie ee 28.9 21.0 7.3 13.3 
1948_ 25.2 25.8 15.3 16.8 
tere, ose eg et oe ere 16.5 20.8 9.9 13.5 
Eni thee eee eee Be Fe 26.3 29. 5 14.5 16.4 
1951__ es 26. 5 29.5 11.0 13.2 
1952__- 20.6 | 23.6 8.9 | 11.7 
a anc’ Aare 19.8 | 25.0 8.7 12.1 
1954. 15.3 | 21.3 7.3 12.2 
RT ot ered 19.9 26.8 9.9 | 14.7 
1956... ou Uae baal 21.9 23.2 11.0 | 13.2 

| | 




















Source: FTC-SEC quarterly financial reports for manufacturing corporations. 


As the above table shows, manufacturing corporations with assets in excess 
of $100 million have enjoyed higher rates of return on investment than corpora- 
tions with assets of less than $100 million in every year subsequent to 1947. In 
several years the gap between the respective rates of profit before’ taxes of the 
larger and smaller corporations was 3 percentage points or more. In pros- 
perous 1955, it amounted to 6.9 percentage points. 

The table also reveals how much less subject the larger corporations are to 
the effects of economic downturn than are the smaller corporations. In the 
recession year 1949, profits on investment before taxes of corporations with 
assets of less than $100 million dropped by fully 8.7 percentage points while the 
larger corporations suffered a decline of 5 percentage points. 
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Again, in the 1954 recession, profit: rates of the smaller corporations, although 
starting from a much lower level than those of the larger corporations, declined 
more sharply. 

As a result of tax law changes, profits of the larger corporations, on an after- 
tax basis, actually increased from 1953 to 1954 while those of the smaller firms 
declined. 

Here again, incidentally, there is indication that while tax increases are 
frequently cited as an excuse for raising prices in administered price industries, 
tax decreases are not reflected in reduced prices but rather in increased profits, 


The yiants’ share of profits 


The effect of administered prices on the relative profit positions of small and 
large business can be seen even more clearly by narrowing the focus to a small 
group of 30 giant corporations composed of the 3 largest in each of 10 indus- 
tries characterized by administered prices.° 

These corporations, all of them in manufacturing industry, showed a 724 
percent increase in their profits after taxes from the year 1952 to the first 
9 months of 1957, adjusted to an annual rate basis, while profits of all manu- 
facturing corporations, including the biggest, increased by only 48.2 percent. 

Although the 30 corporations constitute less than 0.03 of 1 percent of the 
estimated total of 115,000 manufacturing corporations, they accounted in 1952 
for 26.7 percent of all manufacturing corporations’ profits after taxes. By the 
first 9 months of 1957, their share of total manufacturing corporation profits 
after taxes had risen to 31.1 percent. Of the total increase in after-tax profits of 
all manufacturing corporations during this period, the 30 giants obtained 40.2 
percent. 


Big corporations increased profits in 1957—while small business failures rose 


Although the seeds of the current recession were germinating during the first 
9 months of 1957, profits of large corporations were still rising. The First Na- 
tional City Bank Monthly Letter for November 1957 presented profit data for 
810 “leading” corporations operating not only in manufacturing but also in 
mining, utilities, transportation, service, and trade. 

The profits of these corporations were actually 6 percent higher during the 
first 9 months of 1957 than during the corresponding period of 1956. The manu- 
facturing corporations included in the bank’s data showed an 8 percent increase 
in their profits. 

During the last 3 months months of the period covered by these data—the 
third quarter of 1957—the beginnings of the current recession were already in 
evidence. Despite that fact, the 599 manufacturing corporations covered by the 
bank’s data reported profits for the third quarter of 1957 that were 13 percent 
higher than in the same quarter a year earlier. 

During that same quarter, small business was already beginning to feel the 
pinch of recession. Business failures were rising sharply. The magazine, Dun’s 
Review of Modern Industry for October 1957, reported that the number of busi- 
ness failures: 

“* * * had deviated from the seasonal downtrend that usually runs from 
June through September, and reached the highest number in those months. 
Not only did casualties edge 4 percent above the 1,101 occurring last year, but 
they exceeded the prewar totals for August in 1939 and 1940.” 

The subsequent issue of the same magazine noted that: 

“Business failures, although they dipped 6 percent below August in September, 
exceeded those of any September since 1933 * 

“The failure rate, seasonally adjusted in Dun’s Failure Index, continued up- 
ward to a new postwar high of 59 per 10,000 concerns listed in the Dun & 
Bradstreet Reference Book.” 


® The industries covered and the coqpoen tions included among the 30 are: 


Steel—United States Steel, Republic, 
Auto—General Motors, Ford, Chrysler. 
Oil—Standard, Socony Mobil, Texas. 
Aluminum—Reynolds Metals, Kaiser Aluminum, American. 
Electrical—General Electric, Westinghouse, RCA. 

Chemical—Du Pont, Allied Chemical, Olin Mathieson. 
Rubber—Goodyear, Firestone, United States Rubber. 
Food—National Dairy Producers, Borden, General Foods. 
Paper—lInternational Paper, St. Regis, Crown Zellerbach. 
Glass—Pittsburgh Plate Glass, Owens-Illinois, Libbey-Owens-Ford. 
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The myth of the cost-price squeeze 


In their efforts to shift the blame for inflation to labor, big business has taken 
recently to complaining of a cost-price squeeze. This phrase is used, for example, 
in a recent pamphlet of the National Association of Manufacturers. The NAM 
argues that profit rates as measured by the ratio of profits to sales have been re- 
duced between 1948 and 1956. Workers’ gains are blamed for this reduction. 

The use of return on sales as the measure of profitability, as noted, is com- 
pletely unwarranted and misleading. The essence of American economic genius 
js the principle that sound profitability results from ever-expanding markets and 
higher sales volume—and that far from expecting the return per dollar of sales 
even to remain constant, let alone increase, this rate should be expected to de- 
cline as economic activity expands. It has been accepted in principle, although 
unfortunately not in practice, that higher profits should be a result of expansion 
in volume and not a result of marking up the profit margin on each unit sold. 

The two leading auto corporations have expressed themselves with unmistak- 
able clarity on this issue. According to Business Week for February 5, 1954, 
Ford believes: 

“* * * that a dealer’s profits should be measured against investment.” 

In answer to the contention of some dealers that the profit return on sales 
should be taken into consideration, Business Week comments : 

“In effect, the Ford answer to this: ‘Every other business calculates return on 
investment. That’s the money you’re working with. That’s all that counts.’ ” 

Similarly, Mr. Donaldson Brown in the article previously quoted referred at 
one point to: 

“* * * the profit margin translated into its salient characteristic rate of re- 
turn on capital employed * * *” 

Measured by the standard of rate of return on invested capital, manufactur- 
ing corporations have done and are still doing remarkably well. Can anyone 
seriously talk of a profit squeeze in the face of a return on capital for manufac- 
turing corporations which in 1956 stood at 22.6 percent before taxes and 12.3 
percent after taxes? 

It is true that this represented some decline from the even higher levels of 
1948, but I am sure that all the members of this committe can recall that it was 
not so long ago when a 6-percent return on investment after taxes was looked 
upon as a sound and reasonable profit. 

How far we have retreated from the standards of earlier years is evident in 
the fact that the leading manufacturing corporations covered by the First Na- 
tional City Bank’s Monthly Letter reported profits after taxes on net assets 
which must have approximated 31.2 percent in 1955 and 29 percent in 1956 as 
compared to an estimated 14.5 percent reported for 1929 by the leading manu- 
facturing corporations covered in that year by the same bank’s letter. 

This comparison deserves particular attention because 1929 was itself a year 
of high profits—so high that they contributed to the onset of the great depression. 

Discussing manufacturing corporations’ earnings for the very year 1956, when 
this so-called cost-price squeeze is alleged to have been taking place, the First 
National City Bank’s Monthly Letter of April 1957 compared 1956 profits with 
the twenties, thirties, and the forties, and noted: 

“Rates of return on assets, on the other hand, while exhibiting much the 
same cyclical pattern, have tended to work higher over the longer term.” 

Even on the question of rates of return on sales, the bank remarked that: 

“* * * it will be seen that last year’s average profit markin of 6 percent was 
about in line with the average since the early thirties. It compares with around 
7% percent in the best years of the late thirties and of post World War II and 
Korean war boom, and with a low under 4 percent during the world war 
period of price controls and excess profits taxes.” 

Taking a direct look at the alleged profit squeeze, the bank reviewed the 
financial reports of 1,316 manufacturing corporations and concluded: 

“The fact is that, despite widespread complaints of rising costs, some 58 
percent of the reporting manufacturers had both higher sales and earnings, 
though not necessarily in the same proportion. Giving clearest evidence of a 
profits squeeze were the 21 percent which, notwithstanding higher volume, made 
less money. 

“It is noteworthy that 6 percent of the companies were able, despite lower 
sales, to improve their net. This leaves 15 percent with both lower sales and 
earnings.” 

The situation here described by the National City Bank cannot even remotely 
be called a squeeze on profits. I have already directed attention to the same 
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bank’s report on corporation profits for the first 3 quarters of 1957 which are 
running ahead of the previous year’s. 

This is additional refutation of any real squeeze on profits—for the big 
corporations at least. In addition, it must be remembered that present tax 
treatment of depreciation leads to an understatement of true profits, com- 
parable to those of earlier years, in the bank’s profit data as in all other such 
data currently published. 


Profit statements hide real returns 


As noted, the Department of Commerce estimates that depreciation charges 
allowable under current tax laws added from $3 to $4 billion to such charges 
in 1956. Whatever the amount, it represents hidden profits which are retained 
tax free by the corporations. 

So important have the concealed returns to capital become, that even conserva- 
tive opinion has challenged simple profit-and-loss statements as realistic 
indicators of business profitability. Time magazine for December 9, 1957, called 
attention to these trends and cited the alternative method of the Chicago Federal 
Reserve Board for gaging the real returns being realized by corporate capital 
today: 

“The standard method of gaging a company’s health is to inspect its net 
profit—its earnings after all costs, taxes, depreciation and interest charges are 
deducted. In turn, net profit is split into dividends and cash retained for in- 
vestment. Before World War II, when expansion was comparatively small, 
such a breakdown gave an accurate idea of profits. But today, because of ex- 
pansion, many economists, including those at the Federal Reserve Bank of 
Chicago, think that it gives a misleading impression. 

“The Chicago Federal Reserve argues that profit reports should not be lim- 
ited to cash available for dividends and retained earnings, but should also 
include such things as depreciation, i. e., funds set aside to help pay for new 
plants and replacement—in effect, profits plowed back into the business. To 
get a better idea of profits, the Chicago Federal Reserve used ‘gross returns to 
capital,’ counts the total profit after taxes, including all depreciation, interest, 
retained earnings and dividends. On that basis, there is no profit squeeze. 
Gross profit margins have actually gone up, will total 7.6 percent on sales in 
1955-57 against 7.4 percent in 1946-48. The fact that so much of this profit is 
poured back into expansion has caused the profit squeeze.” 

On this basis, it appears that profits after taxes and depreciation allowances 
(for all corporations except banks and insurance companies) climbed from 
approximately $17 billion in 1946 to over $35 billion in 1956. Depreciation 
allowances which accounted for less than $5 billion in 1946 were approximately 
$17 billion in 1956. 

This great increase in depreciation allowances reflects the enormous rise in 
business investment in plant and equipment in the postwar period as well as 
the additional depreciation charges now permitted by law. 

All but a relatively small part of this increased investment has been paid 
for by internal financing, in other words, by consumers who have been charged 
inflated prices. The Department of Commerce estimates that $213.3 billion of 
new plant and equipment was bought by all United States corporations (banks 
and insurance companies excluded) between 1947 and 1956. 

To finance this $213.3 billion investment, corporations raised or had avail- 
able from internal sources $264.5 billion in this same decade (the balance went 
to working capital). 

Only $21.5 billion came from new stock issues, while $51.9 billion was raised 
by expanding bonded and other long-term debts. Over $191 billion, equivalent 
to 90 percent of the amount invested in new plant and equipment, was ac 
counted for by retained profits and depreciation reserves. By using the price 
profit squeeze on consumers and workers, corporations have made Wall Street 
largely obsolete as a source of new capital. 

This great expansion in investment, of which new stock issues accounted for 
only a negligible part, resulted in a sharp rise in the corporate book values. 
In turn this yields great capital gains for stockholders which can be realized 
on top of the record flow of dividend payments in recent years. 


Where is the “profit squeeze’? 
Time magazine (December 9, 1957) also took note of the impact of this great 
increase in investment on the book value of United States corporations: 


“* * * the value of most United States companies has doubled or better. 
DuPont’s current book value is $44.74 per share even though it has split its stock 
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four times since 1947, when the value was $55.69 per share. General Motors, 
Jersey Standard, United States Steel, all of which have split five for one in 10 
years, have at least doubled the book value of their shares.” 

It is no wonder that Time was constrained to comment that “the so-called 
profit squeeze is more apparent than real!” The great tide of new investment 
in plant and equipment, which has involved relatively little new outlay by 
stockholders, has concealed the true returns on corporate capital in the postwar 

riod. 

Me The determination of great American corporations to finance their postwar 
expansion plans by extorting ever higher prices from consumers has fed the 
inflation fires since the end of World War II. Consumers have found themselves 
involuntary investors in these corporations—investors with no votes, investors 
who receive no dividends. 


“Cost push” vs. facts 


Corporate propagandists, seeking to make labor the mmflation scapegoat, have 
sloganized their campaign in the phrase, “cost push.” They allege that wage 
increases have driven up production costs, thereby forcing employers to raise 

rices. 

. The hapless employer is pictured as a victim of the union, compelled to raise 
prices in order to survive. The possibility of surviving luxuriously even after 
increased costs are absorbed is, of course, never mentioned, although it is 
obvious beyond any possibility of denial in the profit rates of many giant 
corporations. 

The “cost push” argument attempts a complete contradiction of the facts 
as developed by the Bureau of Labor Statistics. But this causes no embarass- 
ment to the spokesmen of big business. 

The BLS material was prepared at the request of the Congressional Joint 
Economic Committee and is included in a staff report published by the com- 
mittee in June 1957. 

It traces the relationship of productivity, earnings, costs and prices in the 
private nonagricultural sector of the economy during the years 1947-56. Prob- 
ably on the theory that the best defense is a good offense, the propaganda mill 
went to work immediately upon its publication, claiming that the BLS report 
“proved” the existence of “cost push” inflation. 

More honest, analytical minds in the business community, however, recog- 
nized and publicly admitted that, far from demonstrating that wage increases 
had caused inflation, the facts cited in the report pointed in the opposite direc- 
tion—they revealed that wages had not initiated but rather had responded to 
inflation and that prices were moving ahead of labor costs per unit of output 
during most of the postwar period. 

For example, Business Week for May 25, 1957, took note of widespread mis- 
interpretations of the BLS report and commented: 

“* * * the Joint Economic Committee asked Ewan Clague’s Bureau of Labor 
Statistics for a report on the interaction of wages, costs, productivity, and prices 
in the postwar period. There was a general feeling that wage increases would 
prove to have been the main factor in starting the postwar inflation. 

“But the report Clague filed last week was a surprise—so much of a surprise 
that early reports missed its point entirely. Clague’s data suggested that, in- 
stead of being the main initiating factor in postwar inflation, labor costs per 
unit of output actually had lagged behind rising prices during most of the period. 

“The rapid rise in money wages during the 1948-56 period made wages look 
like the principal mechanism of inflation. But Clague’s study cites two factors 
that modify this picture: (1) Productivity was also rising rapidly during the 
period; (2) this rise in productivity slowed down the increase in labor costs 
per unit of product so much that prices actually were rising faster than labor 
costs until the final year of the period * * *” 

A week later, the same magazine recognized, in effect, that the BLS report put 
the proponents of the “cost push” theory in the ridiculous position of arguing 
that the effect precedes the cause, saying: 

“One obvious way of trying to determine which causes which would be to 
measure whether labor costs or prices moved up first. Subjected to this test, 
unit labor costs seem to have followed prices uphill through most of the postwar 
— particularly in those years when the inflationary heat was most 
ntense.” 

A publication of the Bureau of National Affairs, Inc. (BNA), the Report on the 
Business Outlook, subtitled “A Private Weekly Report for the Business Execn- 
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tive” for May 23, 1957, (which we are not permitted to quote) measuredly came 
to the same conclusion. 

It pointed out that the big problem with the figures in the BLS report was not 
their accuracy but the interpretations being made of them. 

It went on to say that the issue raised by the report was who or what caused 
inflation. Noting that the BLS data showed money wages rising faster than 
productivity, BNA pointed out that the relationship was not necessarily that of 
cause and effect and that the data gave labor basis for claiming that wages were 
only catching up with prices. BNA added that the picture was not an unfavor- 
able one from labor’s viewpoint, since payments to labor per dollar of real 
product during much of the 10-year period lagged behind prices and nonlabor 
payments. 

Thus, do Business Week and the Bureau of National Affairs find on the basis 
of the BLS data that, despite the vociferous contentions of the ‘cost push” 
school, there is still validity to the old axiom that wages follow prices rather 
than lead them in inflationary periods. 

The professional economists who have accepted this axiom on a theoretical 
basis are joined in their views, as noted, by that most pragmatic of men, Mr, 
C. E. Wilson, former president of General Motors, and former Secretary of 
Defense. His words on this subject have so much pertinence to the issue before 
this subcommittee that I take the liberty of repeating them: 

“I contend that we should not say ‘the wage-price spiral.’ We should say the 
price-wage spiral. For it is not primarily wages that push up prices. It is 
primarily prices that pull up wages” (Reader’s Digest, September 1952). 


IMPLEMENTATION OF THE EMPLOYMENT ACT OF 1946 REQUIRES PUBLIC NOTICE AND 
HEARINGS BEFORE ADMINISTERED PRICE INCREASES BECOME EFFECTIVE 


We have seen that prices administered so as to keep them up when consump- 
tion falls far below production can and do change prosperity first into stagna- 
tion, then into “rolling readjustment” and recession such as that in which we 
are now floundering. 

If allowed to continue, such monopolistic price gouging could throw the 
American people and their economy into a full scale depression. 

One we had worn out the brakes and shock absorbers put in place since 1932, 
including social security, unemployment insurance, the Wage-Hour Act, the Fed- 
eral Deposit Insurance Act, and the Securities and Exchange Commission, the 
evil downward spiral of recession and depression would-be accelerated. Shrink- 
age of purchasing power would cause more production cutbacks and layoffs. 

Such a descent to economic disaster and human damage would then require 
massive investments and expenditures for public works and relief. And even 
then, as the experience of the 6 years before World War II showed, it is hard 
to restore full production and full employment, once purchasing power is allowed 
to fall billions of dollars behind the rapidly expanding production potential of 
our vast productive plant. It is administratively easier, economically cheaper, 
and better in human terms to keep our economy and ourselves healthy and 
strong than to restore both to health and strength after debilitating malfunc 
tion has set in. 


SOME SUBSTITUTE FOR LOST PRICE COMPETITION MUST BE WORKED OUT 


We believe your subcommittee, the Congress, and the American people should 
face up to the challenge and the danger of administered prices. 

In those areas of our economy dominated by corporations imposing admin- 
istered prices, we must find ways to make up for the lack of those restraints 
on price increases that competition would exert if it were allowed to operate. 

This, we believe, is one of the central problems of our time. At this moment, 
it is making us weak here at home when we should be strong. It is making 
us weaker than we should be in the eyes of the world when we should be 
strong and growing stronger, militarily, in meeting our own needs within our 
borders and in doing our full share to raise standards of living and the value 
placed on individual human beings outside our borders. It is in these areas 
that the contest between freedom and Soviet imperialism will be decided. 

We have no magic formulas for meeting the challenge of administered prices 
and solving the problems they present. We are against price fixing or wage 
fixing. Wages can be and are set by free collective bargaining between manage- 
ment and workers through unions of their own choosing. But prices in many 
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vital industries are not set by collective bargaining either with labor or with 
the consumers in the marketplace. 

Some substitute for lost price competition must be worked out. We have not 
found any final answers. But we do have a proposal which we hope will 
receive earnest consideration by this subcommittee and by American citizens 
generally. 

We urge action by Congress to establish an incentive for self-restraint by 
those corporations who possess the power to administer prices and who have 
priced the American economy into a recession while they continue to make fan- 
tastic and unhealthy profits. 


Economic decisions should be based on facts, not power 


Our union has always believed that economic decisions, particularly those 
affecting the general welfare, should be made on the basis of the economic 
facts, rather than on the basis of economic power. This applies whether the 
power involved is the power to shut down the plant of a corporation and keep 
it shut down, or the power to extort from the consumer any price that a cor- 
poration may deem it profitable in its own narrow immediate interest to impose 
both on consumers and the smaller corporations to which it sells. 

For ourselves, we of the UAW are willing, as we have been willing for the 
past 12 years, to be bound by the policy first enunciated in 1945, that demands 
for wage increases and other economic gains in administered price industries 
should be confined within the limits of the ability to pay, without price in- 
creases, of the efficient firm functioning under full employment conditions. 

More than 200,000 UAW members struck for 113 days for that principle, for 
“wage increases without price increases.” Before and during that strike we 
offered to reduce our wage demand, justified though we were convinced it 
was to whatever amount—zero, if need be—could be paid by the corporation 
without an increase. in its prices. 

Again and again the corporation refused our challenge, refused even to discuss 
its ability to pay without raising prices, before a Presidential factfinding com- 
mission or before the Senate Labor and Public Welfare Committee. 

Corporation spokesmen said corporation profits, corporation unit costs, corpora- 
tion labor costs were prerogatives of management; that prices and profits were 
none of the workers’, or consumers’, or the public’s, or Congress’ business. 

Long before he came to Washington, C. E. Wilson made plain to UAW members 
his belief that what was good for General Motors was good for the country, and 
never mind about the arithmetic. 

As of now, I don’t believe that what General Motors’ executives believe is good 
for General Motors is good even for General Motors. 

If we in the UAW were today to lie down, roll over and say, “Thanks, Mr. 
Curtice, we accept your January 23 proposal that the present contract be con- 
tinued for 2 years,” we would be signing a contract to stabilize continued weak- 
ness in mass purchasing power and continued below-capacity production 
throughout the American economy, including General Motors. 

We would be signing a contract for growing unemployment, for further shrink- 
age of the mass purchasing power base of our economy. Such a contract would 
harm not only General Motors’ workers, but the welfare, the strength and, in a 
very substantial and real sense, the security of the Nation. 

It will be interesting to see whether General Motors’ President Curtice, and 
the presidents of Ford and Chrysler will take your subcommittee and the Ameri- 
can people into their confidence when 1 by 1 they appear before you—or whether 
they will repeat in slightly varying phrases the 1945-46 refusals of information 
about the costs, the prices and the profits as well as the wages involved in making 
an automobile. 

We, for our part, are prepared as in the past to bargain within the realities of 
the automobile industry’s arithmetic and to be bound by what can be paid without 
increasing prices or cutting profits below reasonable and fair levels under 
prosperity conditions. 

This cannot and should not be a universal policy applicable to all industries. 

It would be improper, inequitable and economically unsound, and indeed im- 
moral to apply it in industries where existing wage levels are Substandard. In 
such industries, price increases may be necessary to bring wages up to prevailing 
levels. But such price increases can and should be offset, thus avoiding a rise in 
the general price level, by price reductions in industries with excessive profits 

and in others characterized by rapid technological advance. Similarly, this 
wage policy, designed for an administered price industry, is impracticable and 
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unnecessary in industries where prices are set by competition rather than by 
corporate fiat. 


People must have the facts to find their own way 


To assure that the public interest is protected the economic facts must be 
available to the public. 


Here, as in every other phase of life in a democracy, the people must have the 
facts if they are to find their own way. 

Specifically, we propose a statutory mechanism that would assure the public 
of an adequate flow of essential factual information concerning certain corporate 
price actions without involving Government in the task of controlling prices. 

AS we presently visualize it, legislation directed toward this objective would re- 
quire advance notice and public justification of price increases proposed to be 
put into effect by any corporation which accounts for more than a specified 
perecentage—perhaps 20 or 25 percent—of the total sales of its industry. 

The coverage of such a requirement would be narrower than the coverage in the 
bill (S. 2908) introduced July 28, 1948, by Senator O'Mahoney. His bill proposed 
that all corporations in industries in which 30 percent or more of the annual 
output of the industry is produced by five or less of the producers in such in- 
dustry be required to give prior notice of proposed price increases, such in- 
creases to take effect only after public hearings thereon. 

We call particular attention to section 1 of Senator O’Mahoney’s bill, con- 
taining proposed finding and declaration of policy, both as fresh as this morn- 
ing’s papers: 

“Section 1. The Congress recognizes (1) that mounting prices and mounting 
profits are undermining the purchasing power of the Nation and are setting the 
stage for a new depression, all at a time when international recovery and world 
peace depend in great measure upon stopping inflation, and (2) that a few 
giant corporations have control over the production, the distribution, and the 
price of basic commodities upon which all American economy depends. The 
Congress believes that inflation will be checked if the pricing policies of those 
corporate giants are publicly reviewed before increased prices may be made 
effective, and to that end the provisions of this act are enacted.” 

And here is section 3, which sets forth the procedure proposed by Senator 
O'Mahoney at that time: 

“Sec. 3. No corporation in any industry engaged in the production of essential 
commodities for commerce, 30 percent or more of the annual output of which is 
produced by 5 or less of the producers in such industry, shall, either directly or 
through any subsidiary, affiliate, individual, or other person, fix any price 
for any essential commodity in excess of the price charged therefor by such 
producer in the ordinary channels of trade on July 27, 1948, until such corporation 
has complied with the provisions of section 4 of this act and until a public hear- 
ing has been held as required by such section. The Federal Trade Commission 
shall determine and make public from time to time the industries to which this 
section applies.” 

Under our proposal, as under Senator O’Mahoney’s, a corporation would give 
notice of intention to raise prices. This notice would be given to a governmental 
agency created for this purpose. The agency would thereupon conduct public 
hearings at which the corporation would be required to present detailed justi- 
fication, based upon its records, of the need for the proposed price increase. 

Its testimony would be subject to cross-examination and its pertinent rec- 
ords open for inspection both by the agency’s staff and by representatives of 
organizations or groups opposing the proposed price increase, including other 
corporations which purchase goods produced by the firm proposing to raise its 
prices. The auto corporations, for example, might be moved by their own inter- 
ests to oppose a proposed increase in steel prices. By so doing they could 
perform a valuable service for the public as well as for themselves. 

Following the hearing, the agency would promptly publish the contentions of 
the parties and the facts as it had determined them. The hearings having been 
concluded, and the notice period having expired, the corporation involved would 
then be entirely free to raise the price if it so chose. But the public would 
have the means to determine for itself whether or not the price increase was 

ustified. 
: The effect upon collective bargaining would be good. Both unions and man- 
agement in administered price industries would go to the collective bargaining 
table conscious that: 
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1. If union demands were to go beyond the corporation’s ability to pay with- 
out a price increase, the corporation would take its case before the American 
people. The union would have the choice of either reducing its demands to what 
could be paid without a price increase or being held publicly responsible for 
contributing to inflationary price increases. 

2. If the union demands do not go beyond the corporation’s ability to pay 
without a price increase, the corporation would have the choice of — 

(a) charging that the demands would require a price increase and trying 
to prove it to the American people, or 

(b) not making the charge but instead proceeding to bargain in good faith 
with the union on the basis of such facts as the union can glean from 
published reports and the corporation is willing to put on the table. 

We believe our proposal puts the public at the bargaining table precisely 
at the point of its greatest interest, viz: prices that are not the extortionate 
result of conspiracy by monopolistic industries nor agreement between such 
an industry and unions. 

We of the UAW would be glad to be able to bargain under such conditions, 
knowing that any charge of price-boosting that might be leveled against us 
would have to be proved later in public hearings or be dismissed as bargaining 
propaganda. 

CREATE OFFICE OF CONSUMERS’ COUNSEL 


So that the enormous but diffused consumer interest may be adequately repre- 
sented in the examination and testing of statistical and other evidence offered in 
such hearings» we suggest you consider recommending legislation to establish 
an Independent Office of Consumers’ Counsel. 

This Office should have powers to become a party in such hearings, with 
access to the pertinent facts, be authorized to offer evidence and argument, to 
introduce witnesses and to cross-examine witnesses in such hearings. 

And, because the experience of two former consumer counsels, set up in the 
Department of Agriculture by order of the Secretary of Agriculture, and the 
Bituminous Coal Consumers Counsel, created by acts of Congress in 1937 and 
1939, showed that the consumers of foods, fibers or coal could best be repre- 
sented if they were represented on 100 percent of the consumer dollar, rather 
than on minor fractions thereof spent for milk, meat, grains, cotton, wool, coal— 
or automobiles or agricultural implements—we urge you to consider assigning 
such an Office of Consumers’ Counsel similar authority to be a party with like 
powers in all proceedings before all Federal regulatory agencies whose activities 
affect any substantial part of the consumer dollar. 

Because it is written out of actual experience relevant to today’s problems, 
we refer your committee to the July 1, 1939-October 31, 1940 Report of the 
Consumers’ Counsel Division of the Office of the Solicitor, United States Depart- 
ment of the Interior from which we quote the following: 

“It is plain that maintenance of equilibrium in the administration of the 
[Bituminous Coal] Act can be accomplished only by seeing to it that the interests 
of the consumer are continuously present and effectively advocated. 

“Tt seems plain that these interests, consisting of so many segments and 
atoms, cannot be represented by the consumers themselves. Unlike the pro- 
ducers, distributors, and retailers, their predominant economic interests are 
elsewhere. Yet their welfare is substantially affected by the actions of the 
administrative agency. Therefore the consumers must have their agent, sentinel 
and advocate equipped to meet before the administrative agency on a par of 
technical and legal competence with the other interests in the industry. 

“The Division has given serious study to the problem of acquainting the 
entire field of consumers with their interests under the act so that they could 
inform it promptly as to the effect of proposed administrative actions. The 
larger consumers, as a rule, have been most alert and quick to take advantage 
of the assistance which this office was created to supply to them. It has served 
smaller consumers individually and in groups. But many consumers, large 
and small, still are not aware of the effect of the act upon their interests and, 
hence, cannot give the Division the information which it needs for most effec- 
tive representation. It has done everything possible in the circumstances to 
find out, not by theoretical deductions, but by searching out the facts, what the 
effects upon consumers would be, and, by marshaling testimony, to present these 
facts to the administrative agency. 

“Although it can give the consumers substantial protection by continuing as 
it has in the past, it is the considered judgment and recommendation of the 
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Division that more effective representation would result from the esablishment 
of a Consumers’ Counsel which would represent the consumer as a whole man 
instead of representing a part of his interests. Even then, it would be difficult 
enough to enlist and maintain his cooperation. 

“Individuals, whether manufacturers, storekeepers, professional persons, wage 
earners, farmers, mine operators, or miners, all think first of the money they earn 
and later of how it is spent. If the consumer is to play the role which he must 
play in maintaining a healthy equilibrium in our democratic society, he must be 
given an opportunity to receive consumer information and to function as a con- 
sumer in our government.” 

These proposals impose no compulsion with respect to wage or price actions, 
They are designed solely to minimize the abuse of freedom through the unin- 
hibited and continually growing concentration of economic power. 

We do not claim these proposals are necessarily the best or the only answer 
to the problem of administered price inflation. We do hope that consideration 
will yield implementing ideas, necessary modifications, and, possibly, better alter- 
natives. We offer these ideas now as a contribution toward the development of 
workable means for the achievement of responsible economic self-discipline and 
restraint on the part of all economic groups in our population. 

This procedure might not succeed in all cases in curbing abuses of economic 
power. We think that in the overwhelming majority of cases it would. Corpora- 
tions and unions alike are subject to the not inconsiderable pressures of public 
opinion, especially where the public’s purse is involved and where the facts are 
given to the public. 

I am convinced that very few of the price increases imposed by corporations 
in monopolistic positions since the end of World War II would have been imposed 
if machinery of this kind had been available to make the facts known to the 
American people. 

In any case, of one thing I am sure. In a democratic society, there is always 
everything to be gained, and never anything to be lost, by giving the people the 
facts they need in order to make their judgment of the conduct of those whose 
decisions affect the life and welfare of every man and woman. 


(The supplemental statement by Mr. Reuther is as follows:) 


Mr. Chairman and members of the Senate Antitrust and Monopoly Subcom- 
mittee, two recent statements from Ford Motor Co. officials deserve the subcom- 
mittee’s attention as evidence of the manner in which large corporations obscure 
their role in the economy, particularly by hiding their preeminent profitability in 
general statistics for American business as a whole, and by charging labor with 
responsibility for an inflation that can be traced directly to the large corporations’ 
own administered price policies. 

Addressing the Mississippi Automobile Dealers Association at Biloxi, Miss., on 
November 4, 1957, Mr. Benson Ford, a company vice president, stated what he 
called three simple facts regarding pay, profits, and prices. Here is the relevant 
passige of the Ford statement : 

“Starting in 1948, the first year we had anything like a normal peacetime econ- 
omy, and comparing with 1956, the last year for which we have complete figures, 
here’s what happened : 

“Pay. The annual compensation of industrial employees rose by $60 billion, or 
about 60 percent. 

“Profits: Corporate net profits increased nil—not at all. During that whole 
period, profits have held steady at about $17 billion a year. The yield on invest- 
ment has dropped steadily. And in constant dollars, net profits are sharply off. 

“Prices: Prices of manufactured goods increased by 13 percent. 

“Question: Is it more probable that the higher prices were the result of the 
profits which did not rise, or of the wages which did rise—and by some $60 billion? 

“And what does this do to the proposition that industry ought to absorb increas- 
ing wage costs out of profits? Can anyone seriously contend that $17 billion of 
corporate profits should have absorbed the $60 billion of added labor costs? 

“That would really be the alltime case of the canary swallowing the cat.” 

The unscrupulous nature of this summary, ironically, has unconsciously been 
revealed in the last quoted sentence by Mr. Ford himself, where he caps a parade 
of economic error with a classic psychological slip, in his transposed reference to 
the cat that swallowed the canary. 
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Like the proverbial cat, the dominant decision-making corporations of our 
economy have indeed swallowed the canary of exorbitant and disproportionate 
profits. Yet, again like the cat of fable, they have assumed an innocent air. 

This innocent air can be dissipated by a short analysis: 

Contrary to Benson Ford, the period he chose registered a considerable increase 
in corporate profits. 

Mr. Ford arrived at his conclusion by comparing the incomparable: He took 
pay before taxes and profits after taxes. He thereby effectively obscured the fact 
that in his chosen period corporate profits before taxes increased from $32.8 
billion to $43 billion. 

Only the most charitable will be able to assume that this was just another psy- 
chological slip, since it is widely known among Mississippi automobile dealers 
and the general public that the prices which industry charges customers cover 
profits before taxes, not after. 

Mr. Ford’s statement is already crumbling. Since profits did rise, the possi- 
bility has now been restored that price rises were caused by these higher profits, 
not by the added labor costs which were Mr. Ford’s main target. 

Profits before taxes, then, increased by more than 30 percent in the period 
under analysis. 

But the Ford figures are loaded with a further untenable assumption. Prices, 
contrary to the implications of the Ford statement, include other elements besides 
profits and wages. 

A major element, ignored by Benson Ford but well known to the Ford Motor Co., 
is the depreciation or capital consumption allowance. 

These depreciation charges, a private tax on the customer which industry pays 
to itself as compensation for the use of its plant and equipment, increased in 
Mr. Ford’s chosen period by 170 percent, thanks largely to the sympathetic atti- 
tude of the Eisenhower administration. In 1956, for example, between $3 and 
$4 billion (United States Office of Business Economics figures) of corporate profits 
were tucked away in this manner. 

These profits are concealed from public scrutiny by bookkeeping. 

Needless to say, they are never mentioned in such forays into the domain of 
public mystification as that of Benson Ford. But the customer feels them when 
he buys a Ford product, it makes no difference to an American consumer whether 
the high price he pays goes into profits pure and simple or profits that bear the 
name of depreciation charges. 

If these charges are added to corporate profits after taxes, we get, then, a more 
accurate touchstone of the financial position of corporations than Mr. Ford’s 
figures provide. For the period under discussion, this figure representing the 
cash at the disposal of corporations rose from $25.6 billion to $35.3 billion or 
by 42 percent. 

Mr. Ford’s choice of 1948 as a base year hides multitudes of implications (and 
further millions in profits). 

Profits by that year had risen substantially more than pay. A look at the 
immediate postwar years bring the true picture into focus: 

The second quarter of 1946 was the last quarter before the private price admin- 
istrators of the major corporations broke through Government restraints and 
gave a strong spin to the inflationary wheel. In that quarter, corporate profits 
calculated on an annual basis were $19.3 billion. In the third quarter of 1948, 
at the first postwar inflationary peak, they stood at $34.3 billion, an increase of 
78 percent. 

During the same period, pay increased by only 25 percent, from an annual rate 
of $115.2 billion to $143.7 billion. 

Corporations in 1948, in other words, were taking 35% cents in profit for every 
dollar in pay. In the heyday of corporate prosperity in 1929, they were taking 
only 27.8 cents for every dollar in pay. 

It is now possible to understand the appeal that 1948 has for Mr. Ford. The 
year 1948 was normal to Mr. Ford because it was the year in which corporations, 
at the expense of labor, had improved their position as compared with 1929 by 
25 percent. 

Even using 1948 as a point of departure, however, the larger corporations, 
especially the giants in Ford’s class, have fared much better in the years since 


than Mr. Ford implies. That is why Mr. Ford prefers conversation about total 
profits to facts about Ford profits. 















































































































































































































2432 ADMINISTERED PRICES 


He is trying to hide Ford’s huge profits behind the much skimpier profits and 
even losses of small business, including the losses of the nearly 14,000 small firms 
that failed in 1957. Caught in the consumer’s henhouse, with his hands f 
Mr. Ford is trying to say, “There’s nobody here but us little businessmen.” 

The leading manufacturing corporations have been doing twice as well before 
taxes as in the prosperous prewar years. Even after taxes, their rate of profit 
as a percentage of investment has been higher than in 1929—the year of the big 
boom before the big bust. 


Profits before and after tares as a percentage of investment—Leading 
manufacturing corporations 


[Percent] 





Profits after | Profits before 
ta: 


ected aint in ern eneeniatcninaeantaatanijeie a 
1 Source: First National City Bank Monthly Letter; data for years prior to 1956 as published in National 
Industrial Conference Board Economic Almanac, 
2 Source: Estimated by United Automobile Workers from profits after taxes. 


Mr. Ford seems to be suggesting that profits weren’t high enough in 1956 and 
should have been raised by about two-thirds after taxes. Considering changes 
in tax laws between 1948 and 1956, this would have meant a more than 100 per- 
cent increase in profits before taxes, an increase that, of course, would have come 
out of a further price increase of about 8 percent, which, in turn, would have 
meant a further shifting of the tax burden to the general public. 

If Mr. Ford had been interested in popularizing an objective report on post- 
war economic conditions, he could have referred to the study by the Bureau of 
Labor Statistics: Productivity, Earnings, Costs, and Prices in the Private Non- 
agricultural Sector of the Economy, 1947-1956, May 13, 1957. This study showed 
clearly what group must bear the chief responsibility for postwar inflation and 
the present recession. 

The BLS report showed that between 1947 and 1950 profits and other non- 
labor charges per unit of product increased more than 3 times as fast as 
unit labor costs. The nonlabor charges, in addition to profits, were interest 
payments, rent payments, and the above-mentioned depreciation charges. 

The study further showed that only in 1951, with the help of cost-of-living 
and improvement-factor contract clauses, did labor begin to narrow the gap. 

In other words, Mr. C. E. Wilson, formerly of General Motors, rather than 
Mr. Ford, was right. It wasn’t wages that pushed up prices in this period, 
but prices that pulled up wages. 

If Ford and the other large corporations had not inflated prices by adminis- 
trative decision regardless of the traditional considerations of supply and de 
mand, there would have been nothing like $60 billion in wage increases to catch 
up with rising prices and, therefore, no question—even Benson Ford's rhetori- 
cal one—of absorbing such wage increases. 

Mr. Breech, chairman of the board of the Ford Motor Co., echoed the Benson 
Ford position in a speech to the Chamber of Commerce of Nashville, Tenn., 
on January 23, 1958. 

Mr. Breech, like his colleague, professed a fine, statistical solidarity with 
American business as a whole, while maintaining a curious silence regarding 
the fortunes of the one company which presumably is closest to his heart, the 
Ford Motor Co. itself. 

This flagrant silence on Ford profits was not humility but deceit by silence, 
a deceit which pervades the whole argument linking the disparate profit posi- 
tions of the major corporations with the generality of American business. 

Mr. Breech had his finest moment in saluting the profit-making ability of a 
corporation as the test of its social value. But the Ford cat that swallowed the 
eanary had his tongue when it came to speaking of Ford profits, although these 
are a mouthful. 

In the period chosen by Mr. Ford and Mr. Breech, Ford profits before taxes 
rose 180.8 percent, from $170.5 million in 1948 to $478.8 million in 1956. The 
increase after taxes amounted to 146.4 percent. 
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At the same time these things were happening to Ford profits, the Ford pay- 
roll in the United States went up from $469.4 million to $1,086.7 million, an in- 
crease of 131.5 percent. 

In other words, Ford profit after taxes went up more than Ford’s payroll before 
taxes. And it should be borne in mind that 1956 was a relatively poor year for 
the Ford Motor Co. 

These interesting figures were kept from the automobile dealers and the mem- 
bers of the Nashville Chamber of Commerce, although they should have been 
stirring evidence of the social value of Ford price policies, according to the 
Breech philosophy. 

If the relatively better year of 1955 is taken as a terminal point, the profit 
picture is even lusher. In that case, Ford profits before taxes have risen by 468 
percent, and by 355 percent after taxes, compared with an increase in payroll 
of 188 percent. Fourd’s profit before taxes per dollar of payroll before taxes in 
1955 was nearly three times as large as in 1948. 

These figures are understandably embarrassing. They point to the price and 


profit policies of the major corporations as the prime cause of our current 
economic troubles. 


If Mr. Breech’s own personal profit from his association with the company 


is added to the Ford profit figures, we can calculate the full extent of Mr. 
Breech’s embarrassment. 


Mr. Breech received a bonus of $380,000 in 1955, in addition to his salary of 
$185,000. In 1956, when Ford profits dropped by more than 50 percent, he still 
received a bonus of $185,000 in addition to his $185,000 salary. 

While these personal income figures may not be wholly relevant to the sub- 
committee’s inquiry, they help to clarify the subjective viewpoint from which 
Ford’s top executives approach problems in addition and subtraction, including 
those of interest to the subcommittee. 

Senator Kerauver. Senator Wiley—off the record. 

Discussion off the record. ) 
enator Krrauver. The next witness scheduled to testify is Dr. 
Ruby Turner Norris. 

Dr. Norris, will you come around ? 

Dr. Norris, I want to express my very deep apologies to you for the 
delay in having you testify. I know that you have been here all day, 
and we had hoped to have you testify the first thing this afternoon. 
You have seen the situation that we have been presented with. You 
¢ame down here at our request, and I really feel we have treated you 
very badly. 

Dr. Norris. I would be only too pleased to come back tomorrow, if 
Icould. I feel that it is very urgent that the points that I have to 
make precede Mr. Curtice’s presentation. Logically, they belong at 
this point in the testimony. 

Mr. Curtice, who is on the board of trustees of Connecticut College, 
well understands the duties of a professor, and I believe that if he were 
asked, he would have the courtesy to permit me to appear at 10 o’clock 
tomorrow morning in his place. 

I do not wish to seem to suggest to the committee its business, be- 
cause it is not my place. I am willing to testify now. The points I 
have to make, I am sure, are those that Mr. Dirksen, Mr. Wiley, and 
other members of the committee would like to hear, and would like to 
discuss. 

Senator Kerauver. Dr. Norris, Mr. Curtice is scheduled to testify 
tomorrow, beginning at 10 o’clock. 

I made an investigation, and it would not be possible to put his 
appearance off at 10 o'clock tomorrow. 

Mr. Chumbris is here as minority counsel, Mr. Bolton-Smith is here 
as special counsel on the committee for Senator Wiley. All the testi- 
mony and the charts will be put into the record, and will be fully 
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explained to all of the Senators, and since you feel your testimony 
should precede, I apologetically do feel it would be best for you to 
testify now. 

Dr. Norris. Certainly. Iam very glad to accede. 

Senator Keravuver. br. Norris is a professor and chairman of the 
department of economics at Connecticut College. She is the author of 
the Theory of Consumer’s Demand. She will present the results of a 
study made of the automobile industry, entitled “Product Fancifica- 
tion, Optional and Otherwise.” 

Dr. Norris has done this in an objective manner, and I feel, after 
having read her statement, that her testimony will be of assistance 
to this committee. It should be of great importance to the automobile 
industry, and of much importance to the public generally, and we will 
certainly see that it is considered and understood by all of the Mem- 
bers of the Senate, Dr. Norris. 

You have a prepared statement, Dr. Norris, which will be printed 
fully in the record as if read, together with the information about 
those who have helped in connection with this study. Now you pro- 
ceed in your own way. 


STATEMENT OF DR. RUBY TURNER NORRIS, PROFESSOR OF 
ECONOMICS, CONNECTICUT COLLEGE 


Dr. Norris. Thank you, Senator Kefauver. I shall be glad to do so. 

(The prepared statement of Dr. Norris may be found, following her 
testimony, beginning on p. 2455.) 

Dr. Norris. This committee has been concerned for a long time with 
the price behavior, administered prices, in oligopolistic industries. 
I am an economic theorist particularly interested in product behavior, 
and therefore my comments will particularly concern administered 
product. 

I believe, if you will see the charts that I have had mounted over 
here, that this industry—incidentally, these charts were used in teach- 
ing in Connecticut College of problems of big business, and I happened 
to have them in the files—— 

Senator Krerauver. Dr. Norris, could we have them reproduced in 
the record ? 

Dr. Norris. I believe that has been done, Senator. 

Senator Kerauver. They will be made a part of the record at this 

oint. 
7 Dr. Norris. Thank you. 
(The charts referred to follow :) 
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Dr. Norris. The first chart shows the wide geographic distribution 
of Ford and General Motors. There is no intention to neglect the 
minor companies. The point I wish to make here is the wide diversity 
of geographic areas involved. 

n the second chart, if you will please turn to it, one of our students 
has outlined the history of the automobile industry. You can see by 
that top red line, which is General Motors, how many companies have 
merged through time to form that company. Whenever a company 
dies, it has been, quite suitably, turned black on the chart. You see 
all the dead companies down below, leaving only five alive and func- 
tioning companies today. 

Senator Keravuver. | think that that is a very useful chart, Dr. 
Norris. 

Dr. Norris. Now, in Dr. Arthur Burns’ recent and very important 
book, Prosperity Without Inflation, he mentions that today it appears 
that companies prefer to compete in product and quality and adver- 
tising terms, rather than in price terms. 

I believe that this is the case, but I also believe that firms, especially 
in oligopolistic industries such as the automobile industry is, interact. 
They have a group equilibrium in product. 

In some ways it seems to me they are very competitive, just as Dr. 
Burns indicates. In other respects, they appear rather uncompeti- 
tive. 

I find rather broadly disturbing trends when I contemplate the 
commodity universe, especially in the automobile industry. 

Now I wish to emphasize that I am not here to attack the automobile 
industry. Iam an impartial student of product, a theoretician, if you 
will. However, I have long felt that economic theory should have 

eater realism, should go out and study the market place. I, there- 

ore, under a grant from a research organization of scholars, sur- 
veyed the buying habits of a hundred buyers of houses and a hundred 
buyers of automobiles in New London. 

This study, by chance pertaining to automobiles, actually is proba- 
bly why I am here today, because my findings relate to the industry 
you are about to study so intensively. 

I will now summarize the findings that I made about this industry, 
set forth in my article, on page 6. 

Senator Kerauver. That is on page 6 of your statement ? 

Dr. Norris. Yes. I will briefly summarize the major conclusions. 

I was astounded to learn how casually some people make their auto- 
mobile purchases. They seem very haphazard. People even said they 
aw a car out of the window as they were going by in a bus, and went 
inand bought it. The extent of impulse-buying was astonishing, al- 
though the same situation was earlier found to have existed in the 
purchasing of houses. 

As to the satisfaction or dissatisfaction of buyers with the product, 
we had interesting results. We made, after many preliminary test 
interviews, a long list of specific traits, and asked the respondents if 
they wanted a clock, if they wanted two-tone paint, if they wanted 
> saagguanas wipers, etc.—a whole series of traits, a large number of 
them. 

We found that no two buyers want the same thing in an automobile. 
A product is viewed differently by every owner. 
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We asked the buyers several questions about what they wanted in 
their automobiles. We asked them what they had obtained which they 
had not wanted, and here their minds were usually rather blank at 
first. Without prompting, only 11 out of 102 buyers stated that they 
had received a radio, for instance, which they had not wanted. 

When we asked them what they particularly wanted, they were ve 
voluble on the matter of economy. “Good buy for the money.” ch 
ear under cost ceilings set.” “A car with economy of operation.” 
Those are the factors that were uppermost in the buyer’s mind, and 
are summarized on table 7. 

Then, as we went on to interrogate buyers about individual traits, 
we were rather surprised at how many of them did not particularly 
want things that Pcoall regard as essential, such as directional 
signals or windshield wipers. Many features received only a luke- 
warm vote. 

People would often say, “Well, I could do without that.” So that 
the general picture we have is of a group of people, owners of auto- 
mobiles, who are very suggestible. They are not resentful about par- 
ticular parts of the car. On the whole they like their automobiles, 
but there is a vast amount of latent dissatisfaction with the level of 
expensiveness of cars, a very great amount of such dissatisfaction, and 
a considerable lack of real enthusiasm for many of the particular 
fancy traits of cars. 

These conclusions are set forth in detail in tables 7 to 10, and I will 
not belabor these findings further. 

Senator Kerauver. Tables 7 to 10? 

Dr. Norrts. In my full statement, in my article. 

Senator Keravver. Yes. 

Dr. Norrts. On the basis of this factual study, I have been think- 
ing about the nature of the product for some time, actually since the 
study was made in 1954 and 1955, and I have a number of questions 
to pose, and I do not have many answers to give. That is the nature 
of my work. 

I am rather strongly convinced, in a broad overall way, that there 
is much improvement that could be made in the nature of the product 
before us. 

I find trends that are profoundly disturbing in terms of welfare and 
the public interest. There are four major points that I wish to make. 
T will list them and then discuss them in detail : 

First, are not products getting too fancy? I say there is a trend 
toward nonoptional fancification of product. That is a word I have 
coined, “fancification.” The automobile is a host product. It is sur- 
rounded by satellite products. “Fancification” means more embellish- 
ments, improvements, satellites. It means more gadgets. It also 
means more real improvements, lifesaving safety devices such as di- 
rectional signals, it means foam rubber comfortable seats. 

It means power steering, and automatic gearshifts, really im- 
portant fundamental improvements, gadgets, style changes, elaborate 
rear ends, all sorts of things that I lump together as costly additions 
to the central core, the automobile. 

These are all what I mean by “fancification.” 

Senator Keravver. Do you include tail fins? 


Dr. Norris. Yes; because they are an expensive addition to the prod- 


uct. But you will notice that the term “fancification” does not connote 
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disapproval. It encompasses high-priority, important improvements, 
as well as the frivolous and nonessential . 

Now tosummarize my four main points: 

First, the automobile is subject to more and more fancification. 

Second, I see a dearth, a very disturbing and striking dearth, of 
stripped models. That is of basic low-cost items under, say, $1,800 in 
the market. 

Third, I see a wasteful and costly proliferation of models especially 
in the deluxe—the deluxe end of the spectrum, above the big sales 
volume bulge which is at around $2,500 to $3,000. There are a great 
many models in that area, too many, I suspect. 

And fourth, I very strongly feel that there is clear evidence from in- 
dustry—given facts that models are changed much too frequently for 
the public interest. 

These four points, I wish now to amplify. This is the forest I see, 
and I now wish to deal with the trees. 

I wish to say though before I launch into my specific analysis, that 
the damage that I see is broad, and harmful to all sectors of society. 
The consumer, whom I hope—I would be honored—to represent, the 
little woman, the weak sister, the little fellow, the buyer, is getting ever 
fancier products, and paying higher prices. It is possibly not good 
for them to have this combination of traits. 

Labor, I feel, is suffering low employment because of higher prices. 
The old-fashioned law of demand is exacting its inevitable toll. Lower 
sales as a result of the high prices are resulting. And, interestingly 
enough, I feel sure that industry itself will recognize the justice of some 
of the points I intend tomake. I think that what I will say will strike 
a responsive chord in the minds particularly of many engineers in 
the automobile industry. 

The industry is trapped, too, not necessarily by its own fault. There 
has evolved, as a sociologist might say, a culture of the automobile in 
which each and every firm must put out a new model each year to hold 
its competitive position. 

Many a time concerns wish they did not have to, I would wager. The 
industry, I think, would make greater profits and be far less risky 
were it able to have a somewhat different culture. And, therefore, as I 
see it, the industry isreally inatragic dilemma. Itisasituation which 
has developed in which almost all segments are losing, including in- 
dustry itself. I hope it will be very clear that this is not an attack 
onthe automobile industry, assuch. I think I understand very clearly 
the plight in which they find themselves. 

Once you get into a dilemma such as the automobile industry and 
the society around it has worked itself into, it is very hard to reverse 
the evolutionary process. One firm really cannot do it, I fear. I do 
not, however, believe that the industry is helpless to reverse the 
trends that I have mentioned. I think that on the contrary the 
industry, as a whole, within the framework of private enterprise can 
reverse these antisocial trends. 

I certainly, earnestly hope so. 

First I will address myself to the trend toward product fancifi- 
cation. 

Now, I read the Wall Street Journal every day and find its actual 
coverage of business trends very enlightening. 
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I notice such headlines as “Higher Priced Goods Suffer Mostly” 
speaking of goods in general. 

“Rebounding builders,” speaking of housing. Two or three days 
ago the Wall Street Journal summarized the trends of the big builders 
in the housing industry. They plan to put out houses less expensive 
by two, three, four thousand dollars in their major models. 

Do we see any such trend in the automobile industry—any moving 
down in the costliness of the car, in line with the recession which is 
developing? I don’t see any strong tendency in this direction on 
the part of the major producers. 

One new Nash model might be cited. 

So now I would like to pause and try to analyze the peculiar phe- 
nomenon of product fancification. Here I am engaging—I want it 
understood—in a pioneering kind of analysis. This subject, oddl 
enough, to my knowledge has never engaged the attention of theoreti- 
cal economists, although it must be all too familiar to businessmen, 
My guess is that if this analysis turns out to be of interest, it will be 
worked over by better brains than mine and improved and refined in 
the course of time. I doubt that it will be the last word on the subject. 

Now, as to this trend toward nonoptional product fancification, as 
I call it, every year we have a lot of inventions. We have a rich tech- 
nological society. We have the basic, the superficial, the important 
and the unimportant. What happens? 

Well, industry really has a difficult decision to know what to do with 
them. If the first product is very costly, the _— arises whether 
the improvement should be put into the package, made a part of, 
incorporated in the product. It is otherwise with inexpensive prod- 
ucts such as a new margarine. The depth is so great you just put it 
out, the new product, and let it compete with the other unimproved 
kinds. You don’t append one kind of margarine to the other. There 
is enough market depth for both. 

But it is different with an expensive product like an automobile. 
You don’t buy 1 car for winter use and 1 for summer use. You buy 
a single vehicle and append a heater for use during the cold months 
and an air conditioner for use during the hot months. So, it appears 
to me that in connection with expensive goods, that producers have 
the most difficult problems with respect to fancification. 

Now, if a particular fancification is very costly, say power steering, 
as a perfect example, power steering 

Senator Keravuver. Can you see well enough there? 

Dr. Norrts. I am perfectly comfortable. Shall I proceed, Senator? 

Senator Krravuver. Yes, please. 

Dr. Norrts. The more expensive the particular fancification, say 
power steering, the more likely it is to be made optional, because if 
it were inserted it would run up the cost—and therefore the price— 
so much that the company would fear loss of volume. 

Then you have the matter of the technical character of the partic- 
ular appendage. If it is a matter of three-tone paint, that is a pretty 
simple and superficial thing, and can be done at the end of the as- 
sembly process, but something deeply imbedded in the engine, if you 
really think it is good, you are likely to incorporate it nonoptionally 
because it is not separable, easily detachable from the rest of the 
product. 














Lys 
ers 
ive 


ADMINISTERED PRICES 2439 


Finally, obviously buyers’ attitudes must be given great attention. 
Some families simply will not consider buying anything but a station 
wagon, and others a two-door sedan. This is one of the most strongly 
felt of all feature attitudes. People are determined on their par- 
ticular choice. Therefore, no company will fail to give options in the 
field of body types. 

Now every year, looking at these principles, what do we find? All 
the time, new inventions, some superficial, some basic, come along. 
I say that there is an inherent logical trend toward nonoptional fanci- 
fication of the product. 

Some “improvements” are weighed and found lacking. Some are 
made optional ; but some are inserted, every year. The product there- 
fore grows more fancy, more costly, and higher priced. After all, 
people are, broadly speaking, rather suggestible. You put a clock in 
acar, and they are not going to cry out against it. 

We have rising income, and many of the features of the automobile 
do give real service. One would be foolish to try to deny it. People 
like specialized parts for the particular services they render. 

Then look at it from the point of view of the automobile companies. 
It is a major event when you make a purchase of an automobile. They 
figure, I would suppose, that demand is rather unresponsive to price 
increases if you are getting enough money together to buy a $2,500 
or a $3,000 car, you are not going to cavil over the inclusion of a clock 
or windshield wiper, or this or that. 

The logic of the thing is that you have a lot of money at stake and 
a little more seems petty at the time. This sort of attitude is an open 
invitation to fancify the product. 

In my book The Theory of Consumer Demand I believe I developed 
for the first time the theory that under monopolistic competition the 
more expensive the goods, the more unresponsive to price increases 
demand is likely to be. Economists call it inelastic, as you go up in 

rice. 

Arthur R. Burns, in his recent book, Prosperity Without Inflation 
in discussing credit control, made a very interesting point. He asked 
what the effect would be upon people’s purchases of durable goods, if 
interest rates were to rise. He held that such increases would not 
deter purchases. People would buy anyway. Why? Because in- 
stallments spread those interest charges over so many months or years 
that they seem petty. He held that terms and arrangements for re- 
payment are more important to the individual than the actual level of 
the interest charge. 

This is a very interesting point, and I think applies perfectly to 
the accessory. People go in to buy a car. The sum involved is a 
huge amount compared to most other purchases. The salesman says 
that for two or three more dollars a month, you can have your radio, 
you can have this or that. 

He is right. That is correct. The extra cost is spread over such a 
long time, it is so involved with interest charges and other things 
that the typical buyer does not have a clear impression of the cost- 
liness of the extra features. This makes it all the easier to include 
them. The buyer is very ignorant about how expensive things are. 
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Now this year on most of the car models they put 4 front head- 
lights instead of 2. I have been informed that this is really a very 
important improvement in terms of visibility of road conditions, 

Now, how does a buyer feel about this? This has been made a non- 
optional feature of most of the major cars, not the Scotsman, but most 
of the others. How isthe buyer going to feel about this? 

He doesn’t know, nobody has told him whether this means the car 
is $50 more expensive. You can be sure it cost more to put in 4 head- 
lights than to put in 2. How much more are they going to require 
in upkeep over the years? Nobody tells him, nobody knows. 

You are not going to get buyer resistance or buyer criticism of 
features when the buyer hasn’t the slightest idea whether he is to 
think about something worth $2 or $100. The way the product is 
presented to him totally beclouds and conceals the true costliness of 
the improvement. 

Finally, I would like to emphasize, give the greatest emphasis to 
this point. In price theory, oligopolists have, ever since Chamber- 
lin’s original great work, been held to interact. Indeed, this non- 
collusive interaction has defeated the antitrust laws in my opinion. 

That is, you get these big firms, they don’t have to get together and 
collusively conspire to set prices high. Just intelligently sitting in 
their offices and thinking, “What if I should lower my price; wouldn't 
I get. volume away from the other fellow,” and the other fellow thinks, 
“Well, what if I should lower my price and get volume away from 
my rival?” 

‘Each one knows that if he tries any such policy, his activities will 
instantly be perceived and paralleled on the part of the other party, 
with results unfortunate for both. 

This is what is called the theory of conscious parallelism, and you 
cannot get away, in my opinion, from the fact that under oligopoly, 
price tends to be at a fairly monopolistic level since sellers are highly 
intelligent people. 

Now we come to product. We have a similar situation. Suppose 
one person thinks, “I have made a new invention, I will put a wrap- 
around windshield on.” Other firms are toying with wrap-around 
windshields. They don’t have to get together. Just normal common- 
sense will tell each firm it is wise to offer the major innovations of the 
year, in order not to be considered old hat, in order not to lose volume. 
So changes are made, and they spread, and are imitated throughout the 
entire industry, and the result, the wrap-around windshield, the four 
headlights, the fancy tail fins, et cetera, et cetera, et cetera, become 
universal features. 

As a consequence of the many factors mentioned, cars are getting 
fancier. they are getting costlier, and higher priced. The producers 
are beginning to price themselves out of the American market. 

I would like to bring to you a few quotations from the Wall Street 
Journal reading of last 2 or 3 weeks. 

“Auto sales in 1957 fell from 5 00.” “GM laid off.” “Auto output 
this week expected to fall.” “GM announces it. will lay off 900.” 
“Auto output in 1958 continues to top sales despite cut.” “Ford to 
shut down auto production.” 

Mr. Renther has given you the gist of this, so I will be very brief. 
But now the bullish note, the bullish note. I refer to the Wall Street 
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Journal, January 9, 1958. The only bullish note on the automobile 
industry that I have seen in print: 

Bullish view: Makers of small foreign cars project new United States sales 
records. Volkswagen, No. 1 selling economy car in this country, with 1957 sales 


of about 65,000 talks confidently of substantially bigger volume this year limited 
largely by the extent to which it can expand its European plants, 


I repeat: 


Its sales are limited largely by the extent to which it can expand its Euro- 
pean plants. 

Now this is the Wall Street Journal making its own predictions, 
and I believe what the Wall Street Journal says in such matters by 
and large. 

Predictions, of course, are not sales, but foreign car dealers point out that 
the United States sales skipped up from 98,000 in 1956 to 210,000 last year 
surpassing most forecasts. Their 1958 sales estimates are 250,000 to 320,000. 

These sales, led overwhelmingly by principally the Volkswagen, 
reflected the widespread dissatisfaction, in my opinion, of the Ameri- 
can people with the level of prices prevailing domestically. I do not 
see what else these increases mean. 

Most Americans, I believe, would rather buy an American car with 
our spacious design, roominess. I am very fond of my car. I don’t 
want to ride around in a Volkswagen, all cramped up. I often have 
10 students with me on field trips. I like to be able to put them in 
like sardines. I like space. 

So do most American consumers. But the American car industry, 
automobile industry, is pricing itself out of the American market 
to its own great damage. The price differential is widening, and 
increasing imports result. 

I am not the only one, I wish to say, concerned about this trend. 
Here is an item from the New York Times of January 20, 1958: 
“Shorter cars asked by region’s mayors.” We need cars that can be 
parked in parking lots. Cars are getting nonfunctionally fancified 
as to length and width. I understand that one of the major models 
this year was made longer and wider without changing at all the in- 
side measurements, which are of significance to the consumer. Surely 
this is of the utmost social inappropriateness at this time. 

Now I would like to call your attention to a clipping in the New 
York Times of January 16, 1958, page C-31: “Car Dealers Get Con- 
sumers’ View.” Of course, the consumer is the last person to have 
much weight in American society because he is so ignorant, scattered, 
unorganized, confused. The National Automobile Dealers conven- 
tion in Miami Beach on January 15, made the tactical error from their 
point of view in calling Mrs. A. N. Satterly, chairman of the Fed- 
eration of Women’s Clubs to the stand and Mrs. Satterly said: 


A survey has shown that women resented gadgets, bigger cars that required 
bigger garages and poor workmanship. 


This last point I would personally question. 
All of these factors have combined to produce some loss of faith in the dealer— 
she declared. 


In other words, she was broadly critical and she did represent a 
rather important group in American society, the Federation of 


Women’s Clubs. 
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Well, this is the problem, product fancification, more costs, higher 
prices. Solutions are not easy to come by. I want to make this very 
clear. I raise the question but I am not so sure I have the answer. 

Now there is such a thing as mass production, and when you are 
putting out a car, if you have too many different options, you do not 
have to have this, and you can skip that, you militate against the 
efficiency of the whole operation. Fou have got to have a certain 
central harmony of design. 

Maybe you can make some things, some peripheral elements op- 
tional, but there is a discipline of mass production that you do not 
wish to ruin. It would take real statesmanship for the industry to 
reverse this this fancification trend and to try to move it in the other 
direction. 

I would like to read now from my main statement, because this 
point I feel is a fine one, and I want to be sure I am understood 
precisely, if I may, on page 25. I say: “Society is caught in this 
matter in a dilemma, if producers yield to the wishes of the minority.” 
I believe it is a minority that want a very stripped car. Most Amer- 
ican consumers with their high incomes want quite a few specialized 
appendages. It is the minority, the very poor, perhaps, the people 
with very great simplicity of taste, who do not. 

To quote my conclusion, then: 

Society is caught in a dilemma. If producers yield to the wishes of the 

minority and accord more options on more fancifications, they would probably 
run up to an unascertainable and varying extent the cost of the production for 
the majority— 
This possibility disturbs me very much. If you pay attention to this 
group at the bottom you may run up the cost for the majority. If 
producers do not present the consumer with a fixed, elaborate pack- 
age, they run up the cost of the product for all. 

The consumer sometimes with respect to particular products in the majority 
and sometimes in the minority, sometimes gains, but often loses. Do we gain 
as a people more, one might inquire, by being able to obtain numerous special- 
ized accessories than we lose in being forced to pay for those we do not want? 


I, the writer, do not know the answer, nor, indeed, how to go about quantify- 
ing it. 


And I conclude down below: 


Only this is certain. If fancifications are offered on an optional basis, cost of 
production tends to rise. If they are embodied and offered on a nonoptional 
basis, cost tends to rise. 

In short, cost and price tend to rise. 

Now, I wish to preceed to the next point. What is your pleasure, 
Senator Kefauver ? 

Senator Kerauver. I was just going to ask you in connection with 
this fancification, is it your feeling that when one of the bigger motor 
companies adds more gadgets or fanfications, that it thereby forces 
the weaker ones ot follow suit? Is it to their detriment with respect 
to monopoly position ? 

Dr. Norris. That is a very interesting point. It is my impression 
that the big companies, the ones with the largest capital resources, 
are able to and do make the more sweeping annual model changes 
inserting newly invented changes more quickly. 

The smaller companies are less able to afford this, and therefore 
they tend to follow after. At the present time, I understand, the 
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latest Nash is quite a simple vehicle. The latter is an example of 
a relatively unfancified product put out by a minor producer there. 

I would think that generally speaking the style lead is set by Ford 
and General Motors, and that the others feel they must follow suit 
as well and as best they can, given their resources. 

Senator Keravver. It is your feeling that works to the detriment 
of the smaller companies ? 

Dr. Norris. I certainly do think so. I think that they have a real 
problem in holding their own and obtaining capital. 

Senator Kerauver. That is, they do not compete so much in price 
as they do in fancifications ? : 

Dr. Norris. That is correct. I think that they are hard put to 
keep up with these insertions which the major companies can make 
more readily because of larger capital resources. 

Senator Keravuver. Then if they do not follow suit, they lose the 
market. 

Dr. Norris. Then they lose volume. 

Senator Kerauver. Is that what has happened as a result of your 
survey? Do you find that is just what has happened ? 

Dr. Norris. My survey is not of the nature of a trend—through- 
time survey. It was a spot survey in a given year so that my survey 
does not bear on this point. 

Senator Kerauver. I mean, is that the conclusion you make in your 
study ? 

Dr. Norris. I make many conclusions. This is one that I have not 
emphasized in my written text, but I feel very strongly, very strongly 
indeed, that almost all the trends that I discern in product behavior 
are of the nature of making it easier for the big to become bigger and 
harder for the little to survive. 

Senator Krrauver. Of course, all this is accompanied by a higher 
price, whether it is optional or whether it is something that is just 
put on. 

Dr. Norris. Yes, that is right. 

Senator Kerauver. Do you not feel, Dr. Norris, that if some of these 
motor companies would get a good model—and they all have good 
models, like Henry Ford did, like Volkswagen has done, like Cadillac 
did for quite a while, like Packard did back in the forties—and stick 
with that model and the customers know they are not going to be 
changing it every year—that might increase sales and cut down 
consumer’s resistance ? 

Dr. Norris. This is a point I wish particularly to develop. My 
fourth point concerns frequency of model change. 

If I may, I should like to postpone that until I come to that par- 
ticular point. 

Senator Kerauver. Will you go on to your next point? 

Dr. Norris. Thank you. 

I have a little diagram I am going to use. Now I come to the 
second product trend which I find disturbing, and that is the dearth 
of stripped models. 

In our market, the big sellers are around $2,500, those are the 
deluxe members of the Chevrolet, Plymouth, and Ford family, below 
that at around $2,100 we have not the stripped, but the relatively 
simpler Fords, Chevrolets, and Plymouths. 
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Below that you have just 2 items that are around $1,800. Now this 

kind of thin ine been discussed by Edward Chamberlin in his famous 
article, Product as an Economic Variable. He is, of course, the fount 
of monopolistic competition theory, and I regard myself as a follower 
of Chamberlin in my work in this field. My book, The Theory of 
Consumer Demand, attempted to do in the field of demand theory what 
Chamberlin did in the field of supply theory. Of course, my work 
would have been totally impossible without his as a background. I am 
his satellite product, if you will. 

Now Chamberlin has emphasized—here we have a little normal 
curve and these quantities are purely illustrative, not accurate. The 
big volume in the American car Tiedt is about $2,500 here. Accord- 
ing to my study, the automobile companies are quite right in thinking 
that the population that wants an extremely stripped, a very, very 
stripped model is rather sparse. 

Buyers of extremely spartan vehicles would be rather few and 
far between. Of course, the people who can afford to buy very ex- 
pensive cars again also peter out as income distributions always do 
when you get into the upper income groups. 

Now it seems to me that what we have here is a very unfortunate 
tendency for stripped models to be avoided by industry. 

Chamberlin holds that the sparse populations on either side of the 
normal bulge inhibit production, ssh, therefore, he saw a density of 

roducts addressed only to the middle, the big hump. I say, not so. 

#t’s say you invent this car X. You strip off $500 worth of all sorts 
of features. It is a really stripped model, more so than anything in 
the American market at the present time. What would happen? 

I say you would have such low volume that you would have to in- 
demnify yourself for the diseconomies of small scale production by 
pricing it very liberally. You would then bring yourself right into 
the area where production already is anyway and you might just as 
well not produce it. You might as well give people the mass pro- 
oe central value in the standard Fords and Chevrolets and so 

orth. 

Now what happens though when you dream up a new Cadillac? 
Here is a car which has a variable cost two or three thousand dollars 
above the big bulge of the major car designs. 

You ask yourself, “Shall I produce it?” You are apt to answer 
“Yes,” because you could in ordinary times indemnify yourself by a 
very large markup to take care of the sparse volume on the up side of 
the market. 

The ponulation there is sparse but the people up here are glad to 
pay for distinctiveness. They even would value expensiveness for 
its own sake, as Veblen has pointed out. 

Therefore, you get no dearth of expensive models even though the 
group to which they are addressed is not very numerous. You have 
quite a different picture on the bottom side of this population density 
picture and the top side. 

Senator Kerauver. We will put that chart in the record and also I 
will ask the staff to go through the articles you have read from and put 
the pertinent parts in the record. 

(The material referred to may be found in the appendix beginning 
on p. 3486.) 

Dr. Norris. The article which discussed the addressing of the prod- 
uct to the norm was in Product as an Economic Variable, which is in 
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one of my footnotes in my presentation. You will find references to 
it there. 

‘Now why, in summary, do producers avoid competing with the 
Volkswagen, giving the American people a product well below the 
present price level? In the first place, they fear low volume. They 
are afraid they cannot make enough sales to have the vehicle pay 
on a mass-production basis. 

Secondly, they may well figure that they make more profit not 

utting it out, and here we get again into group oligopolistic product 
interaction. Each producer must be asking himself, “Now if I 
put out a low-priced car, maybe I could attract sellers from the bot- 
tom of the whole car market.” 

But then he says to himself, “If I did that, the others would also 
put out new stripped models and take away some of my normal sales.” 
And thinking this way back and forth he can see that the consequences 
to him from a profit point of view may be very bad. Therefore, I think 
the tendency is not to rock the boat and not to penetrate very far 
down into the low-cost area. Here I wish to quote again my tenta- 
tive and groping question that I want to ask and hope will be asked 
of the automobile industry (page 26 of my full text) : 

To conclude, a question concerning producers’ behavior. Can sellers really 
afford, and make profits on, low-cost, simple products? Or do they merely 
prefer not to produce them because group equilibrium under oligopoly makes 
it more profitable to neglect this area? Do they really have a choice? 

I have no answer, because I lack the statistical data. That con- 
cludes my discussion of the dearth of stripped models, Senator. 

Shall 1 proceed ¢ 

Senator Kerauver. All right, proceed to the next subject. 

Dr. Norris. The third point I wish to make is very closely related 
so it will not have to be very lengthy. I discern a tendency for the 
proliferation of de luxe models. Our sparse populations up at the 
upper end of the income hierarchy can be served. Products desired 
by the wealthy are not inhibited by the exigencies of mass production. 
The producer simply adds on an extra charge to indemnify himself 
for the diseconomies of small-scale production in the upper echelon 
sales. The amount of model proliferation in the upper parts of our 
product composition is very great. 

One of my friends—I did not personally hear this program—one 
of my friends was watching the Welk television program this week 
and heard a Dodge advertisement stating that the “Dodge you are 
looking at is less expensive than over 50 different embellished mod- 
els of the low-priced three.” Forty models overlapping and closely 
duplicating each other is too many models. Many of these products 
are physically very close to one another, have the same general traits. 

Autos actually are far superior in this respect to most products. 

When you think, gentlemen, of going and buying suits, you might 
look at 4 or 5. But you are choosing from hundreds of thousands 
that America produces per annum. In automobiles one could, if 
one had the energy to go around town, actually survey all alterna- 
tives. But even the 40 or 50 is too many, too many models. 

This, Mr. Reuther has emphasized. But there was an extraordi- 
narily fine article in the Wall Street Journal of December 10, 1957, on 
car _— , which ought to be — reading for everyone involved 
in this study, and in a way I would like to have it inserted in the record. 
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Senator Keravver. That is the article we have already put in the 
record, I believe. 

(The article referred to may be found in the een on p. 3496.) 

Dr. Norris. Thank you. I am sure you would have long since 
become aware of it. 

The situation, with so many models competing for the sparse vol- 
ume of the upper income groups, means that, according to the Wall 
Street Journal, the industry could produce 10 million cars (that is its 
capacity) and yet it is pricing and is planning on the basis of the 
“standard volume” of 5.5 million, which is a very, very sharp reduc- 
tion from the potential production. 

This important article gives us concretely the cost that Ford in- 
curred in a single year, of putting out a revised model. It ran 
between $200 million and $300 million. 

When you consider that Ford sells about 114 million Fords, I figure, 
although my mathematics may have slipped, that the industry cost 
of a high volume item is about $200 per car. 

Now I ask you to contemplate the addition of the Edsel this year, 
Was the Edsel really necessary, and in the public interest? Each 
producer under oligopoly tends to parallel the product line of its 
rivals, but was it wise for the Edsel to supplement the Mercury and 
the fancified Fords that one can buy ? 

The question that we have to ask is this: If the economy is con- 
stantly giving us fancier cars and costlier cars, could the industry, 
by limiting somewhat the number of models it produces, discontinuing, 
say, Edsel or cutting down 1 of 2 or 3 General Motors’ rather similarly 
priced products, gain so much greater volume in the lower priced cars 
like the Belvedere and the Fairlane, the top line of the low-priced 
three, that their prices could be cut materially 

I understand that the situation in the automobile industry toda 
is this: With lower incomes and with people preferring simpler prod- 
ucts right across the board, competition is getting very tough in the 
sales of these deluxe models. ould it not be in the public interest 
to limit, by industry agreement, the number put out in order that the 
economies »f mass production could be more fully earned and passed 
on to, or shared with, the consumer in the form of a lower priced car 
for the masses ? 

This is a very important question, I feel. 

We know what the cost of each die is. A Ford costs from $200 to 
$300 million. We must assume that the Pontiac and the De Soto and 
what not cost more than that, and they are making those expensive 
dies for a sales volume far, far lower than the Ford sales. 

What a waste is implicit in this duplication of models in the deluxe 
area. 

That concludes my discussion, Senator, of proliferation of models 
in the deluxe area. Would you wish for a pause? 

Senator Keravver. Do you have a chart or a memorandum showing 
just how many models there are ? 

Dr. Norris. I have in my book here a list of the current prices ot 
United States cars, which gives—from the Automotive News, January 
6, 1958—which gives the port of entry prices on imported cars, and 
the current prices on United States-made cars, just a list. 
eee Keravver. I think we probably have that, do we not, Dr. 

air 
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Dr. Buatr. Yes. 

Senator Kerauver. Very well, I think we have the list, so that will 
not be necessary. 

Dr. Norris. May I proceed to point 4? 

Senator Kerauver. You proceed to point 4. 

Dr. Norris. Point 4 concerns the analysis of frequency of model 
change. Every year we have inventions, some important, some unim- 
port; some vital for safety, some extremely Sippant, purely stylistic. 

How frequently should models be changed? We have been wit- 
nessing a change in custom in the industry in the direction of annual 
model changes. Facelifting isn’t enough. It now has to be a sweep- 
ingly “new” car. 

Now let us investigate the economics of this: First of all, the more 
years you can keep your model constant, the greater the spreading 
of the overhead costs through time, so the lower the cost per car. 

Secondly, the longer you keep a car in production, the greater the 

ssible social loss on the part of the consuming public if you delay 
important new inventions. Let us say you have a new safety device 
such as directional signals, which I think must have saved many a life. 

You hate, once you have invented these things—any automotive 
engineer hates—to postpone inserting them in the car. He longs to 
incorporate any new invention with high social utility in the product. 

However, many a year goes by, I feel, in which there is no out- 
standing invention of high social priority. Many of the changes made 
each year are superficial. The car, if I may say so, has become a 
“clothes horse” in which purely stylistic changes are made for the sake 
of newness. 

How much wiser to keep the same dies and use them over for the 
benefit of society as long as important new inventions have not been 
made of which the buying public is being deprived. 

Now here we run again into the difficult matter of sales volume 
competition. 

One concern, Ford, in 1956 did not change its model, the Ford Co. 
believes (and so stated in the Wall Street Journal article to which I 
referred) that the failure to shift models cost them 200,000 in sales. 

I gather one major company this year did not change models and is 
paying the penalty. 

I believe the industry is correct if it thinks that any company now 
which does not at least make a nominal or a superficial change of 
face, a facelifting job, courts volume constriction. This is a very 
serious matter. 

Senator Krerauver. Dr. Norris, you said Ford was quoted in the 
Wall Street Journal as losing 200,000 sales by not changing models 
in 1956. Is that what I understood you to say? . 

“g Norris. That is what the spokesman for the Ford Motor Co. 
said. 

Senator Keravuver. That was the report. If by keeping the old 
model and not having to make new dies could they not have been able 
to reduce the price? If they had reduced the price, might they not 
have gained volume ? 

Dr. Morris. I cannot imagine that the year 1956 failed to be a 
profitable year for the Ford Motor Co. After all, they had already 
written off (according to their analysis of the way they priced their 
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automobiles) all their overhead costs for the year 1955. They prac- 
tically kept the same dies, in effect, in 1956. 

Senator Keravuver. But did not reduce their prices ? 

Dr. Norris. That is correct. Therefore, they undoubtedly made 
profits. After all, they made very sizable sales in spite of this failure 
to change models. 

Senator Krravver. If they had used the money they saved in not 
cheane the model and reduced prices, they might not have lost any 
volume. 

Dr. Norris. Precisely. I feel if they put up with a drop in volume, 
that they could, in having low overhead costs, many a time make 
higher profits than as though they followed suit and incurred the 
heavy costs of model change. 

But more than that, if all of the industry—and I cannot emphasize 
too strongly this point—if the whole automobile industry, seeing the 
situation, falling volume, entering imports, higher prices, larger 
and larger price differential between the Volkswagen and the “low- 
priced American three,” fancier products—if the entire industry 
would get together and agree to freeze models for a year or two, how- 
ever long, until such time as important social inventions have been 
made which they feel they must insert into the product, the composite 
savings would be colossal. 

I use the word “colossal” with consideration, because that is the im- 
pression given by the cost analysis in the Wall Street Journal of 
December 10. Freezing models is one of the great sources by which 
the American people could have lower priced cars. 

Remember in the 1920's, car models were kept for year after year. 
We can remember when the Packard did very well keeping its models 
constant. We know that many foreign models are rept relatively 
constant. There is no instinctive built-in drive on the part of the 
buying public which says, “We must have an annual fashion change.” 

This is not instinctive—it has been brought about by industry inter- 
action. Each company advertises and features vigorously its annual 
changes. Some of the changes are not necessarily desired. Many a 
time I feel the new cars are less attractive physically than the preced- 
ing years. That is admittedly subjective judgment. But we have here 
one of the great wastes, an extremely wasteful process. 

I do wish that Senator Wiley were here. Of course I wish that all 
the Senators were here. But what kind of a dairy product industry 
would Wisconsin have if every year barns had to be scrapped and a 
new style barn put up? 

I would like to ask Senator Dirksen of Illinois what kind of a corn- 
hog industry we would have if silos had to be designed over again 
every year? 

And these are not absurd parallels. The automobile is ill-adjusted 
to be a style guide, to be subject to an annual change. 

When we are locked in deadly struggle with the Soviet Union for 
supremacy, the automotive engineers themselves must regret when 
perfectly good dies, capable of putting out millions of more excellent 
cars, have to be thrown in the dust heap, as a sacrifice to the great god 
of fashion and change for change’s sake, regardless of the importance 
of the new inventions that may have come along. 

Many a year we change models only and solely in order to have 
something new to promote. This is wasteful of our natural resources. 
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I insist it is a big waste, not a little waste. sagen a5 * two or three 
hundred million dollars, which was the cost of a new Ford in 1 year, 
by every year, and by all of the cars in the American market, and you 
have a major waste, a major waste. 

Finally, I want to insist with the greatest vehemence at my com- 
mand that this sort of annual change is going to doom the little com- 

anies in the industry. What kind of a company can get two or three 
Randred million dollars every year with the possibility of an occa- 
sional bad choice of style, the ups and downs of the game? One real 
“goof” and you're out. 

The kind of capital necessary for such changes is available only to 
the big and the strong company and even they, I gather, are having 
a little trouble in one case I will not mention. What about the little 
companies? Can they go on meeting this kind of style competition 
on an annual basis? 

I think it is highly improbable. It is extremely antisocial to set up 
a type of competition involving the outright destruction of the valu- 
able dies of the industry year after year when they still have great 
service to render to the public. 

Consumers do not insist on change. This insistence has been a devel- 
oped insistence as the result of sales promotion activities. The Amer- 
ican public can be untaught to demand an annual model change just 
as we have been taught to demand one. 

We can return to the pattern of the twenties with great economy in 
the use of our natural resources, as a consequence. 

I am not talking about peanuts. I am talking about one of the 
major wastes of our system. 

Now, you may ask me, as you should, and as I am sure you all have 
thought, how can you get a great industry under private enterprise, 
and I certainly would hate to see it under any other kind of enterprise, 
make plans of this type? 

Why, I say that we have plenty of precedent for industry planning 
in the public interest. The United States Department of Commerce, 
Office of Technical Services, the Commodity Standards Division under 
Herbert Hoover in the 1920’s, held many a simplified practice session 
in which industry got together and limited the number of types of 
bricks and limited the number of widths of gears and limited the 
number of wires put out. This Division still exists, still works. 

Under section 5 of the Federal Trade Commission Act, the trade 
practice conference rules section get industries together and they set 
measures. In the rayon industry a few years ago they adopted a uni- 
form name for different types of rayon. 

The Federal Trade Commission is quite capable of calling industry 
conferences together at which industrialists could talk it over. 

_ The annual question to be asked is a simple one: “Has anything 
important come up since last year—an invention, so valuable that we 
cannot forbear giving it to the public now? 

“Is it better to make no change, to produce the same car at a very 
much better price instead ? 

“Or are the inventions ef this year so valuable that we must put 
out a new model in order to give the public their use now?” 

_ That is the question, and as long as you can say, “No,” the social 
improvements are superficial, they can wait, we should go on manu- 
22805—58—pt. 6——22 
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facturing those cars with the same dies, and avoid senseless style 
competition. 

This annual model trend not only wastes our natural resources, it 
makes the industry a style race. The success of a car is more likely to 
be determined by the attractiveness of the rear end than the more 
fundamental values of the car. i ' 

We now have astyle race. The car, the automobile, is ill suited to 
become a vehicle for fashion. It is too costly, too much has to be 
thrown away. I am sure that what I say will have acceptance in the 
minds of many automotive engineers in the industry. This is not an 
industry which should have style competition as a major feature. It 
is too wasteful for us to countenance. 

Well, that is the story as I see it. 

In conclusion, I see products having trends in an oligopolistic prod- 
uct interaction which are gravely disturbing to me as a theoretician 
and as a consumer, and representing as I try and hope to do, the public 
interest without any stake in the industry. 

The cars are getting fancier and fancier, costlier and costlier, higher 
and higher priced. 

Too many people with simple tastes, the lower income groups, are 
unable to buy a good American-made car at a reasonable price that 
they can inne. 

oo many de luxe overlapping duplicating models are put out, each 
of them incredibly expensive, wasting our resources when fewer would 
do the job almost as well. 

And there are far too frequent model changes with incredible waste 
and incredible strain upon the financial staying power of the little 
firms. 

These trends are going to hurt the small competing firms in no 
uncertain terms if continued. 

Industry is not to blame. The trends have simply developed. The 
situation has evolved. We need planning and social invention to 
reverse these trends. I would say an interaction of voluntary industry 
compliance with Government direction under the Department of 
Commerce or of the Federal Trade Commission might well be fostered. 
These trends are not irreversible. Sensible people, looking at these 
trends, can see how foolish they are. 

Foreigners looking at our cars year after year exclaim with wonder 
and also with considerable despair to see us pouring our resources into 
such senseless annual changes. 

The industry has developed—half consciously, over a long period 
of time—a bunch of bad habits. These habits are bad for consumers. 
The price is too high. 

They are bad for labor, because with the high prices we are going 
to have a low volume. There is going to be a lot of unemployment 
among American automobile workers. 

In my opinion, and I cannot emphasize this too strongly, it is bad 
for industry itself. I believe that many a family wants two cars. 
Many a growing teen-ager is just champing at the bit to have an extra 
ear. I believe there is a lot of responsiveness of sales volume on the 
downside, and if the American automobile industry would exert 
itself—restraining the multiplicity of its models, passing the econ- 
omies on to the public, restrain the frequency of change in models 
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and passing these economies on to the public, I believe the American 
industry could offer a car, fully competitive if not cheaper than the 
Volkswagen. If it did so, it would find such a growth of volume, 
and employment in the automobile industry as have never been wit- 
nessed before. Right now we are in a recession, but I am speaking of 
the long haul. 

Americans like cars, they like them for every individual in the 
family, and there is a tremendous unmet want for cars at the bottom 
of the cost hierarchy. 

If industry would exert itself and penetrate downward into that 
low-cost area, they would make a far higher volume of sales with 
resulting higher profits, and the service motive would be very evident 
and much appreciated. 

I return again, in conclusion, to the consumers of New London, 
who, without any prompting, when asked what they wanted in an 
automobile, said, “Good buy for money”—“Under cost ceiling set.” 
“Low operation cost.” (Table 7.) 

These are the things that our industry is not giving the American 

ople. 

T Benator Keravuver. Dr. Norris, we thank you very much for this 
statement and giving us the results of this survey you have made and 
for your conclusions. 

I understood this was given for the first time here, and I know that 
people generally will give it a lot of consideration and I certainly hope 
the automobile industry does, too. 

The conclusions that you made, stated in the last part of your state- 
ment, that the consumer does not want all of this fancification, is based 
upon the actual survey that you made of consumers themselves, is that 
true, set out on page 12? 

Dr. Norris. When you ask the consumer dead cold, “What did you 
get in your car that you did not want?” his mind is a blank. 

After a while he thinks, about 11 percent think, “I got a radio and 
I did not want that.” 

It is a small percent who will pick out a particular trait of a car 
and say, unprompted, this is on their own, without their minds being 
at all channelized say—“I got this and I got this and I got this and 
I wish I had not.” 

Consumers are, on the whole, suggestible people, people who are 
not going around with a list of grudges against particular parts of 
their automobile. But when you take all of the traits of an auto- 
mobile, that a whole bunch of different respondents mentioned and 
then you say to them “Did you, in buying an automobile, like—did you 
really want—power steering, did you want undercoating, did you want 
backup lights”—then you begin to get this different answer, many of 
them saying “Well, not really,” and you get a much lower vote for 
many of the gadgets in an individual car when you concretely bring 
themup1by1. (Seetable 8.) 

_This was a very time-consuming interviewing process. The inter- 
views are not numerous, Senator Kefauver. The sample is a small 
one, done on a shoestring, and when the interviewer worked with the 
individual buyer, it took a long time. 

_ Now that is where the implicit dissatisfaction shows up in the rela- 
tively low vote that some things seem to get when it came to asking 
buyers specifically whether they wanted each particular thing. 
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Senator Keravuver. I noticed, for instance, on page 5, only 31 out of 
the 100 wanted automatic gearshift and yet practically all cars have 
automatic gearshift. 

Dr. Norris. This was in 1954 and 1955 and you will notice that the 
fourth item from the bottom, manual gearshift and automatic gear- 
shift, these respondents, sometimes were unable to remember what they 
had wanted. 

Now, you see, we had 39 say they wanted manual gearshift. Re- 
member at that time the balance was far other than it is today. 

This means that a considerable number of consumers were unable 
to respond in any way on that particular matter. They just did not 
remember what they had wanted. 

Senator Keravuver. Have you any estimate of the cost to the motor 
industry each year as a result of its change of styling, the loss of the 
dies, and the equipment in the course of their change of styling? 

Dr. Norrts. I have no inside pipeline. The only fact I have on that 
is the Wall Street Journal article to which I refer, in which it is con- 
cretely stated. I have this in a footnote if I can find it. 

On page 22, the Wall Street Journal, December 10, 1957, stated that 
“the new 1957 model cost $246 million, and the 1958 model $185 
million.” 

Now this is a simple car. What must the models for the new 
Cadillacs, the new Buicks, et cetera, cost? One can guess but I have 
no fact. 

Senator Keravuver. Your point is unless there is some really new 
invention that requires a new model, if these tremendous sums were 
passed on to the consumer in lower prices, we would be saving a whole 
lot of our material and avoiding a lot of economic waste? 

Dr. Norris. Indeed, that is exactly my feeling. 

Senator Keravver. And probably selling more cars? 

Dr. Norris. I am sure they would make more profits if they had 
a mass market. You will recall what happened in the Tennessee 
Valley when the electric rates went down. People really got their 
electric appliances for the first time. The companies were astounded 
at the responsiveness on the market to this falling price. 

I feel the same unmet demand exists for automobiles. So many 
people find them so convenient and a much larger industry would 
result if the industry would move toward pricing their models more 
cheaply. 

Senator Kerauver. Who started this radical change of styling in 
the first place every year? We did not do it years back. 

Dr. Norris. It grew up slowly. 

I speak now only from my memory. I have not studied this as I 
might in response to this question, but in the twenties we can recall 
the model T Ford remaining static for years. Then occasional model 
changes. 

Sanator Keravver. Then the model A came along and it stayed 
static for quite a long time? 

Dr. Norris. Yes. It seems as though it is now snowballing. I feel 
that it is getting more and more rapid every year. 

In fact today I would almost guess that no model will be offered 
on the market unless the producer can somehow make the claim that 


it is a new car. Every effort will be made to make it appear new, 
certainly. 


a eS 


a, es “a 


ADMINISTERED PRICES 2453 


Senator Kreravver. I do not like the idea of bringing up too often 
what the Soviet Union is doing, but I do have an idea that they have 
been able to channel more of their engineering and productive capacity 
into ammunition and sputniks and missiles by virtue of the fact that 
they have had 4 or 5 basic models, the Zim, and Zis, and one of which 
looks like an old Packard, another an old Buick, and still another. 
They stayed with those models year in and year out. 

Dr. Norris. Yes, they are very static. This is indeed a very serious 
matter for our economy. 

In the technological race ahead we have great need to compete with 
the Soviet Union in the field of foreign aid. 

The automobile industry is one of the great utilizers of skilled 
engineering services. If they would make fewer model changes per 
annum, that is, annual changes through time, and also proliferate 
models at the deluxe end of the spectrum to a smaller degree, many 
engineers could be released for valuable services to our allies, and to 
the Nation in other fields. 

Senator Kerauver. I am not suggesting that we ought to follow 
the example of the Soviet Union and never change models like they do. 

Dr. Norris. Heaven forbid. 

Senator Keravuver. But they are at one extreme and perhaps we 
should not go to the other extreme. 

Dr. Norris. I would hate to see the car become a static vehicle. I 
value the improvements in my car. I think it is a remarkably effective 
vehicle. I like my car. It is the most stripped model I could buy 
when I bought it, except I do have a radio, I am embarrassed to say. 

I will take the embarrassment; I just plain like it. 

Senator Krerauver. It gets pretty cold up in Connecticut. Do you 
have a heater in your car? 

Dr. Norris. Yes. I have a heater and defroster, of course. These 
are really built in today. Only the price is detachable. 

Senator Krravuver. But the trend has been to put all these things 
in the car so that the customer has to take that standard equipment 
whether he wants it or not; isn’t that the fact? 

Dr. Norris. In general, there is a steady trend toward nonoptional 
features inserted in the package every vear. 

Senator Keravuver. Mr. Bolton-Smith has a question. 

Mr. Botron-Smirn. Thank you, Mr. Chairman. 

First, I want to say how much I appreciate the witness coming 
down from Connecticut. I have listened with great interest to your 
testimony. 

Dr. Norris. Thank you, sir. 

Mr. Boiron-Smiru. You raise some very interesting questions. 

I seem to recall that some years ago the General Motors Corp. dis- 
tributed a questionnaire in the form of a little booklet to members 
of the public, sending it by mail and asking as to each factor about 
acar, the type that you listed. 

“Do vou like this?”—“Do you not like it?”—“Are you neutral about 
it?” “Will vou consider these likes in the purchase of your next car?” 

Are you familiar with such questionnaires? 

Dr. Norrrs. Oh, yes; I am sure this industry is very thorough in its 
market research approach to product changes. I am sure they are. 
Usually their results are not available to the general public. 
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Mr. Boutron-Smiru. But they are aware what the members of the 
public say that they want? 

Dr. Norris. I am sure they investigate it with their utmost skill, 

Mr. Bouton-Smiru. Do you have any suggestions as to how the 
public would be untaught about the fancified car ? 

Dr. Norris. Well, I think it would be very easy. If the industry 
ot together with the Federal Trade Commission and decided to 
reeze their present models and offered the public a sizable price 

reduction, this price reduction would teach the public quickly and 
effectively how unimportant it is to them to have these style changes. 

If the American people realize that they are paying say $200 just to 
have that new look on their Ford car, they would feel very differently 
about it. 

Now if my mathematics are correct, it comes out to about $200 for 
that 1 year’s model change. That is a lot to pay just for the differ- 
ences, the traits that were different between those 2 years. 

It is a lot to pay, and I believe the American people would learn 
and learn quickly about the meaning of spreading the overhead. 

Senator Keravuver. Of course, it does not adversely affect the big 
companies as much as it does the small ones, because the new tools 
and dies will cost American Motors, for instance, just as much as it 
will cost Ford, General Motors, or Chrysler. 

Dr. Norris. Possibly more. 

Senator Kerauver. American Motors is not selling as many cars 
and it places a much greater hardship on them. 

Dr. Norris. Indeed that is a very important point, the volume of 
the small sellers in the industry being lower. The cost per model 
change for them is higher because they have so many fewer items to 
sell, to spread the cost among. That is a very important point. 

Mr. Botron-Smirx. Would you briefly reexplain the chart that 
showed the mass demand at the center, because it seemed to me that 
might be inconsistent with your conclusion, and I probably misunder- 
stood your explanation of it. 

Would that indicate that the stripped car would be desired or 
would not be desired by the mass of the purchasers if presumably 
the $500 price reduction were passed on ? 

Dr. Norris. As I see it, I would say that with the American income 
level as it is, that the industry is correct if it thinks that most Ameri- 
cans do not want an extremely stripped model. 

The big sellers in the field are the low-cost Chevrolet, Ford, and 
Plymouth, and the biggest sellers are the deluxe Fairlane, Belvedere, 
and the other one, about $2,500 are the big sellers. That is where 
the big volume is. I believe that Chamberlin is correct when he says 
that, sparse populations are located up and down the income ladder. 

Now if industry designed an extremely stripped car, I believe it 
would not have great sales appeal, and it might be uneconomical 

to produce. They would tend not to attempt to produce it. 

With a low volume for the stripped model, they might as well put 
out the one they had before. . I concede that the industry is probatiiy 
correct in thinking that the American people’s taste is not for a very 
stripped model. 

What I want and am sure can be done economically is for these 
heavily purchased cars, the $2,500 deluxe Fords, Plymouths, and 
Chevrolets and the $2,100 bottom priced cars, to be reduced in price. 
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These are the cars the American ecw want. Those cars could 
be reduced in price very substantially if the industry would not change 
models so frequently (economy No. 1), and if they did not feel it 
necessary to have so much duplication of offering in the upper price 
areas (economy No. 2). s 

Mr. Botron-Smirn. Suppose they did not put on all these gadgets. 
Would they be bought to the same extent ? 

Dr. Norris. I say probably not. I have tried to get the feel of 
the American taste insofar as I can gage it from my study. There is 
a sparseness of demand for an extremely spartan vehicle. What 
American people want is a moderately fancified vehicle priced far be- 
low the present level. In my opinion that is what the American peo- 
ple want. 

Mr. Borron-Smiru. So on page 5 of your statement you might run 
your line somewhere through the snide of your table and say that 
the items listed above that line might be in the model and those below 
left out, and that would probably be a 

Dr. Norris. I do not think the table lends itself to quite that type 
of manipulation, sir, because buyers were vague in their memory on 
some items more than others, and therefore, I would not feel you could 
draw such a line. 

Mr. Borron-Smiru. Thank you. This has been very stimulating. 

Dr. Norris. Thank you very much. 

Senator Kerauver. You say that Mr. Curtice is a trustee of Connecti- 

cut College ? 

Dr. Norris. Yes, he is a member of the board of trustees and I have 

had his daughter in my classes last year. 

Senator Kerauver. Maybe you will be talking to some of the auto- 

mobile industry about this. We are certainly very grateful to you, 

Dr. Norris, and we want to assure you that your statement will get 

_— more atention than you might think by the lateness of the 
our. 

Dr. Norris. To have had the undivided attention of a man for whom 

I voted for the Vice Presidency is an honor that I never expected to 

enjoy. 

Senator Kerauver. Thank you, Dr. Norris. We will now stand 

in recess until tomorrow morning. 

(Whereupon, at 6:40 p. m., the committee was adjourned to recon- 

vene at 10 a. m., Thursday, January 30, 1958.) 





STATEMENT OF Dr. Rusy TURNER Norris, PRoressor ofr Economics, CONNECTICUT 
COLLEGE, ON ADMINISTERED PRICES IN THE AUTOMOBILE INDUSTRY 


PRODUCT FANCIFICATION, OPTIONAL AND OTHERWISE 


This analysis concerns administered products." Much attention has been given 
to the possibility of conscious parellelism in pricing on the part of oligopolistic 
industry. It appears to the writer that a whole constellation of parallel prob- 
lems confronts society in the relatively neglected area of product. New areas 
of inquiry were opened up for the writer as a consequence of two field studies 





1 This article, as anyone familiar with economic theory will appreciate, owes much to the 
Pioneering work of Prof. Edward Chamberlin, both his original analysis of monopolistic 
competition and his developmental articles concerning product variation. In addition, the 
writer wishes to record her appreciation of a good deal of critical discussion of the issues 
treated here with Mr. Chamberlin. 

, Helpful critical comments are herewith also gratefully acknowledged from Prof. Mabel 
Newcomer of Vassar College, and Prof. Bernard Haley of Stanford University. None of 
the fdregoing individuals necessarily concur in the conclusion of the study. 
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of buying in the New London, Conn., area, done in 1954 and 1955, one relating 
to houses, and the other to automobiles.* The writer has been brooding over 
the results of the factual information obtained ever since. 

The automobile is made up of a central product—hereinafter called the host 
to which are appended, sometimes optionally and sometimes not numerous ap- 
pendages, or satellite produgts—improvements of various kinds and elaborating 
gadgets. The sundry features of a commodity such as an automobile are valued 
quite differently by its various purchasers. The writer has been led, therefore, 
to investigate the problems involved in optional and nonoptional product fancifi- 
eation (to coin a word) through the appending of improvements and elabo- 
rations. 

Before attempting an analysis of product fancification, it is well to present in 
summary form, the principal findings of the field investigation of the automobile, 
as these data will frequently be drawn upon in the analysis to follow. 


1. A field investigation of automobile purchasing in New London, Conn. 


Why do people buy cars? What processes are gone through by the typical 
purchaser in the course of buying a car? What features are wanted, not 
wanted in automobiles? What are obtained? These and related questions were 
included in intensive interviews with 102 car buyers. The sample was obtained 
by taking down in alphabetical order new-car or shift-of-registry entries for 
noncommercial vehicles from the files of the department of motor vehicles. Car 
purchasers, as were the house purchasers in the writers previous study, proved 
difficult to locate; but in the end 102 schedules were completed, which comprise 
the raw material for the following summary. In some cases the answers do not 
equal in number the persons interviewed—when either no answer was given or 
one insusceptible to tabulation. In other cases the replies exceed the number 
interviewed, when multiple answers were given to the same question. 

The respondents gave the following reasons for buying a car: 


TABLE 1.—Reasons for buying cars 


ee Pen UIE Res 5 Ss eh i eee ned 37 
ee Ce En TUN iach ihre ste ed ele 7 
I a aE tine alate eanecerniintialbinsantinibecaiamptintipeininnitiieeenin nian 24 
ae acaeeel allh elie ta Reiinenenees enertpreerantgn maitre sh -evaeersies otenenm 2 

Re I casera ssc st espe belay cede bd ew tbh ate toecdgae aided oes emediead 8 
Ira mp ka eG whl bi ein cla een 8 

ila cicihidhinte didn netfee eeeipemmsen ible piadinewenpneentimals 2 
I sl aks eeensneinewesenettiven asin anamibenniy  callntteniln etm ehan den eicbiciati 4 

ELS LLL LAL LOAN A EE. 19 
Ronn Wen I ee oe ee La 2 
SGre Teme WOON SVENAIIO Li. so oe 4 
vee rT a che dele emlemesin tech asain ceniomnsbeseniciaies 16 
ee ee ee ee ee nen ec mmeeerenwenmmenn 109 


A number of questions were included in the interviews designed to measure 
assiduity of search. The following were the results concerning the length of 
the search, both casual and serious—with money in hand, intent on an immediate 
purchase. 

TABLE 2.—Duration of search for automobile 


Time spent in search 











Total 
an- 
lday | 2 days 1-3 1-3 Over | swers 
weeks {months |months 
Ghar eee... 49 8 15 | 10 | 82 
Geritis Meath. 5... 5 ls | 23 16 10 4 | 82 


2The writer wishes to thank the Committee for Research on Consumer Attitudes and 
Behavior for a grant to facilitate the field interviews. Results of the parallel house pur- 
chasing study have been published. Committee for Research on Consumer Attitudes and 
Behavior, Consumer Behavior, New York, N. Y.; University Press, 1954, pp. 25-29. 
writer would also like to record her indebtedness to Mrs. David Proctor for interviewing 
and to Mr. Sherman Conrad for tabulation assistance. 











ver 


ap 


led 
re, 


ile, 


cal 
n0t 


ed 
for 
Yar 
red 
ise 
not 


Raa 


iy 
He DO SO DO CO CO DO 


ADMINISTERED PRICES 2457 


Respondents were asked, for the model actually selected, from how many 
dealers they had ascertained quotations for an identical vehicle. Only eight per- 
sons contacted a dealer other than the one from whom the car was bought. That 
this shows great lack of interest in the shopping process is indicated by the 
writer’s own experience in buying a car at approximately the same time in the 
New London area. She found a range of $200 for the identical model after 
allowing for trade-in, by canvassing dealers within 20 miles of New London. 

The following data were given in answer to various questions regarding the 
amount of effort expended in hunting for cars: 


TABLE 3.—Intensity of search for an automobile 





Number of cars, including the 1 bought 
Questions relating to intensity of search 





—_—— me | | | | 


How many cars taken on road test.._....__._---- inicadint 
How many cars viewed, not driven. : 
How many orally described to buyer but not actually 

seen . ‘ 59 11 
How many cars visited second time for consideration _- 39 27 
How many cars seriously considered --___- ‘ 9 55 
For how many cars was exact net cost, including 

trade-in ascertained. : 18 41 
How many additional cars were. being considered at 

time of actual purchase.._.__._.___.-.--.--..-.----- 54 15 1 





— 











New London is a city of around 2-by-5-mile dimensions. From the following 
data concerning the distances traveled, it is evident that buyers, for the most part, 
never left town. 

TABLE 4.—Geographic area of search for car 


Maximum distance traveled from residence of buyer in search for car: 


I eects sttnicaiclica tina iltaitpainsahaaits dats stasbeakiatinniuibiig talisantnimaet ata tents ee telah pi teuegt |S 17 
at I ai cali nitinah sis cenaisnk shbdibieesnanigias dacsehalias icc iahinsstadedniiicden tiie tic tetdiae hts 24 
I a a a oe ee 10 
I a Na I ree ee 8 
ica ian leit a Siecle lid inn uciccd ibaa ead tials asta ae 6 
AER: dve ids ee leasing teint inate tie S ek el. cree hai eae eee 3 
NII i cancinntih ttliinteliaseibasbeatsimelih iba Wistundssabhi-silinntuisctiahiassinpteteecistasiili di aaa ali Te wile sc at Se 16 

CID, . UN iscsi cicissntte dmcinnc ta cnensdnsclesdnstieincieanidaieaalaa tein ee eee, 84 


Respondents were asked whether or not they took any kind of expert advice in 
buying their cars. The following summarizes their replies. 


TABLE 5.—EHeatent of expert judgment involved in car purchasing 


IGT nasa bn, coict tat aeciomehainioceaeea aaa pe ae 18 
nT I en es ee cn mee eee ee 5 
Independent expert with specialized knowledge consulted___._____________ 14 
Own knowledge regarded by buyer as expert______-________-____-______ 18 
Own nonexpert experience with same brand__---___________________ 44 
EE gy Eg detethaadarine Seas eae eta Pare aia eg pees cael Sarees) LS 16 

Number Of answers of 102 respondents. .-.--- =. 115 


Respondents were asked to state how they located the car actually bought. 
The results follow : 


TABLE 6.—Method of location of car actually purchased 


ene $00 Wight bo) is i beh Soo leita eo fo) 10 
I <I ss, saul ca sstmtcichtntndn Seite dead Etveda kRtibdaibena Leckie 58 
I A aa altel ental diniaeienAliRddiee idl iit 19 
Availability learned from friends or hearsay_......._._.._________________ 13 
i acer tact Raat te Tee Ta ih lend nleeabiteatie de aS a ci x 2 ST ae 3 
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Respondents were asked to state what it was that they most wanted in buying 
their automobiles. Usually only 1 or 2 major features would come to mind. Of 
the characteristics volunteered without specific references by the interviewer 
to various automotive features, the following were mentioned in order of 
frequency : 


TasLe 7.— Wanted elements in automobiles (volunteered by respondents) 


Features of automobiles: 
Good buy for money 
Heavy, big car 
Within cost range set 
Economy of operation 
Powerful, good engine 
Comfortable riding 


Handles well 
Total number of respondents 


Based on the composite responses and suggestions of numerous test interviews, 
an extensive list of features was drawn up and respondents were then asked 
(subsequent to the answers summarized above in table 7) if each particular 
feature was desired or wanted by them, or was important to them. Quite different 
results followed. The leading items, wanted by numerous buyers, in order of 
frequency, were as follows: 


TABLE 8.—Array of wanted elements in automobiles (elicited by interviewer ) 


Number 
Automobiles: of cases 


Heater and defroster 


Roomy seating 

Backup lights 

Good buy for money 
Resalability 

Within cost range set 
Roomy trunk, storage space 


Attractive styling 
Powerful, good engine 
4-door-sedan type 

I a 
Seat covers 

Undercoating 

Manual gear shift 

Tires good 

Paint one tone 

Automatic gear shift 

Total number of respondents 


Respondents were asked in general what features, if any, they had obtained in 
their recently purchased cars which they had not, in fact, wanted. The following 
data were obtained: 


TaBLe 9.—Features of automobiles obtained, but not wanted—102 respondents 


Number 
Features or characteristics : of cases 


Cigarette lighter 
Seat covers 
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Somewhat more voluble were the buyers concerning elements which they wanted 
which they had not, in fact, obtained. The results were as follows: 


TABLE 10.—Features of automobiles wanted but not obtained 


Number 

Feature: of cases 
en Meawe Tar ear. oe ee a 10 
en oc eel eee 8 
a pea seein ae ala eteclasiatinad nad apenlasdipede deal obidate aubapeescalntthets 7 
WON ON ta a hanes nth oh tnasedadeaeh weleareapan headin blest ashes 6 
Ne ine nd sapiorenijienialmittdicasieu em abit teieaaiipiiabiatiaet iad 6 
CCID, SUMED” DORN nnn Ne a Mil mee alte reed decease ena 6 
A On og cs acipre nsinden pr anaessdceecaibeaas nico aah aviniplon Satta elosabit 6 
INI RN a oh a psp hotter sabe ckab bid Lavdnaaphededidoaagic 5 
EIS Ce ain a eebatcenetentahinies ledsaeiadiloetwbakbackaph te 5 
Pee WRU SI Eo Disks mgeesenein ab eedinceanbubeiaterathh 5 
UGRT TinTODAr Te ORONO eS eh als 102 


We may now pause to summarize the most significant conclusions of the field 
investigation. Buyers of automobiles do not engage in a very time-consuming or 
intensive search for cars, nor do they engage in complicated weighing processes 
when making the final decision between alternatives. They rely in making their 
selections principally upon their own experience, and very few have the benefit 
of what they themselves regard as expert technical advice. The buyers’ char- 
acteristic action is simply to order a new favored-make car from a familiar local 
dealer, often without even a test run of the model selected. The vast majority 
of the buyers questioned did not regard the acquisition of a used car as a serious 
alternative to the purchase of a new automobile. 

As to the satisfaction or dissatisfaction of the buyers with the product obtained, 
a rather clear picture emerged from this study. In the automobile we have a 
complex, expensive product. No two buyers want the same set of traits in the 
ears they buy. Many elements obtained are clearly not particularly wanted. 
Table 8 shows that when individual features were, 1 by 1, specifically mentioned, 
many received a rather low vote. However, when buyers were asked in general 
terms, without specific reference or prompting what they had obtained that they 
had not wanted, they proved very unresponsive, the single highest item named 
(the radio) approximating according to table 9 but 11 percent of the sample 
interviews. There was, running through the schedules, a very strong indication 
on the part of buyers of a desire for a good buy—and a sense of dissatisfaction 
with the overall expensiveness of cars as a whole. It will be noted that in table 7 
considerations relating to economy—both as to acquisition and operation costs— 
were listed by respondents as the first, third, and fourth of the features men- 
tioned (without prompting) as wanted elements in automobiles. 


2. When are optional fancifications likely to be offered to buyers? 


The decision on the part of a producer as to whether to include a costly elabor- 
ating appendage, or an improvement—fancification—in his “packaged” product or 
offer it optionally is often of-very great difficulty and importance. The cost 
differences may be appreciable, with resulting price differences; the volume of 
sales may, as a consequence of the resulting price increase by very different. 
Profits may be materially affected. 

At the outset it is well to point out that only the cost-increasing fancifications 
give rise to serious option problems on the part of the producer. Where a product 
has been deteriorated with cost falling, the seller is likely either to conceal 
the fact or not to emphasize it, in the hope that demand will not decrease in spite 
of the deterioration. Hence little talk of whether the buyer will or will not 
accept deteriorations is likely to be heard. 

When a clearly superior improvement of an old part of elaboration can be 
effected without adding to cost there is, of course, no reason why the seller should 
offer the buyer an option—the purchaser may be presumed to be only too charmed 
to enjoy the new improvement or elaboration at no cost to himself. It is only 
when the seller feels real doubt about the popularity he forecasts that an option 
in such cases might be offered. 

It is in connection with cost-increasing improvements that really difficult option 
problems confront the seller. Shall a major change, such as an automatic auto- 
mobile gearshift or power steering, be incorporated in a new car or shall it not? 
Should it be offered on an optional basis? Often the answer to both questions 
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is fraught with great consequences for demand, cost, and profits. It is, there- 
fore, the cost-increasing product variations which characteristically involve the 
occasional (but by no means universal) offering of options to buyers. 

A number of factors appear to the writer to be determinants of the producer's 
decision concerning options in cases involving cost-additive fancifications. Some 
are related to cost of production and others more concerned with the nature of 
demand. 

Firstly, the most costly the host product the more likely are sellers to be con- 
cerned with whether or not to make an improvement or elaboration optional. 
Improvements are, of course, constantly being thought up of all types—the light, 
small, and inexpensive, as well as the large, heavy, and costly. With respect to 
inexpensive goods, the option offered the buyer takes the form of letting him 
select from numerous versions—the old, unimproved, and the newly elaborated, 
Few optional features of such products are encountered in the market. 

The second principle is that the more costly the fancification itself the more 
likely is an option to be granted. This is because the costliness of the new 
feature may be expected to occasion an increase in price, and this tends to cut 
down the volume of sales to an undesirable degree from the seller’s point of view. 
On the other hand, small, inexpensive improvements or elaborations are likely 
to be embodied in the parent product, as the differences in price resulting may 
be thought to be imperceptible or negligible. Even if a buyer had no use for 
a particular appendage, he is not likely to take umbrage if it is inexpensive. 
Very unpopular with buyers are unwanted, costly accessories, which buyers are 
sometimes forced to purchase as a condition of obtaining the parent commodity. 
Witness the still-lingering resentments over the tie-in sales of automobile radios 
during the wartime shortage of cars. At the present time, both power steering 
and the automatic gearshift admirably illustrate the principle under discussion. 
According to the field study conducted by the writer in 1955, only about 10 percent 
of the buyers of automobiles in New London were interested in power steering, 
and the division over the automatic gearshift was about 50-50.’ 

Under these conditions, it would be likely that the producers would offer 
options on both of these expensive improvements. 

Thirdly, producers, in deciding whether to give an option or not, must take 
account of the overall cost—not only of the fancification itself—but the effect of 
offering it upon the cost of manufacturing and sales of the business as a whole. 

Some improvements and elaborations are technically attachable to the host 
product with a minimum of difficulty. In such cases it is a simple matter to 
make the part optional. In other cases, the feature—let us say, a new type of 
engine—is deeply embedded in and technically fundamental to the parent product. 
Its inclusion or omission may be very basic to the whole design. Obviously, the 
more superficial, independent and detachable is the improvement or elaboration 
the more inexpensive it is to offer on an optional basis. In our technical com- 
modity universe, subtle interrelationships of parts is much more common than 
the layman would suspect. Many a change which would appear to the uniniti- 
ated to be superficial will be found, upon investigation, to necessitate numerous 
alterations in the structure or design of the host product or of other accessories. 

Some products are of such a nature, or other producers are endowed with 
Such managerial flexibility that variations in manufacture are not onerous, 
troublesome or costly. In other cases, the offering of an option is at the cost 
of slowing down the whole operation. If each assembly worker on the line has 
to read a ticket before he can perform his simple, routine function, it of course 
damages the whole assembly process. If every salesman in taking orders for 
the product, has to inquire into the wishes of the buyer in dozens of different 
minor matters, it slows down sales. If copy writers have too many variable 
features to mention, it militates against the effectiveness of the whole advertise- 
ment. These and many other allied problems have to be weighed against the 
desirability of offering a product tailored to the desires of the particular buyer. 
No two producers, and no two products, undoubtedly would encounter exactly 
the same problems and cost increases if the variations in features offered were 
to increase. Option-costs vary greatly from firm to firm, plant to plant, prod- 
uct to product. In all of them, on general theoretical grounds, it would be safe 
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tdwar amberlin, the Product as an Economic Variable, 7 f 
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ans Brems, the Tnterdenendence of Qnality Variations, Selling Effort. and Price, 

Quarterly Journal of Economics, LXII (1947-48), p, 481 and especially p. 431. 
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to predict that the law of diminishing returns would operate. One could cer- 
tainly carry the parcellation of a product to such an extreme that no seller 
would think of offering it and no buyer would want to have to make the 
numerous decisions involved. Sellers must, in light of the product, the prevail- 
jng custom or mode in their industry, and the technical character of the par- 
ticular part under consideration, weigh the cost of giving the option against 
the cost (in terms of loss of sales) of not giving it. 

Buyers’ influence upon sellers’ decisions to give or not to give options is, of 
course, great. If an item is one upon which there is great buyer unanimity for 
inclusion (e. g., as the writer’s study showed the directional signal lights to be), 
then it is most likely to be incorporated in the product. The weaker the con- 
gensus, the more likely the improvement or the elaboration is to be on an optional 
basis. Secondly, the more definitely and strongly buyers feel about an improve- 
ment either pro or con, the more likely it is to be optional. Thus, some indi- 
viduals very much desire an automobile radio, while others feel just as strongly 
that they do not want one cluttering up their car. Such strong feelings are 
likely to lead to an option in the matter. Many a car manufacturer would 
welcome the economy he could realize by putting out only a single sedan body 
type; most offer two types of sedans, at the very least. Some families simply 
insist upon particular body types, and for a producer to ignore such strong prefer- 
ences would be to lose a high percent of his market. Where, on the other hand, 
buyers are rather indifferent as to the presence or absence of an elaboration or 
improvement, the seller is likely to make up his mind one way or the other and 
not give the buyer that privilege. 

We may now pause to summarzie the conclusions of the analysis up to this 
point : The question as to the inclusion of fancifications on an optional basis arises 
importantly only in connection with cost-increasing product variations; and they 
are a problem to the producer principally in connection with heavy, costly goods 
of which the typical buyer selects only one or a few in each commodity group— 
the major appliances and automobiles, to wit. The decision as to whether to 
permit options or not rests on two sets of considerations—neatly divisible into 
that well-worn dichotomy, demand and supply. Giving options costs money. 
The improvement or elaboration is itself costly; and making any part optional 
complicates procedures and is likely to raise overall costs of manufacture and 
distribution. When buyers’ demands are elastic, pressure is thereby exerted on 
producers to accord options. Elasticity is likely to be present when there are 
strong preferences on the part of the public, both for and against a new feature. 
Those who oppose the change may drop away, producers fear, and occation a loss 
of revenue. Considerable lack of unanimity and strong sentiments thus move 
sellers strongly in the direction of offering options. The higher the cost increase 
occasioned by an elaboration or an improvement, and the greater the price 
increase resulting therefrom, the more likely sellers are to give options, for fear 
of loss of sales. 


$. The trend toward nonoptional fancification of expensive goods 


Given continual new inventions, what trends in commodity structure may be 
predicted? The answer seems clear: More features will be offered, some op- 
tionally (the very expensive, the less popular ones) but others on a nonoptional 
basis. We therefore predict a continuing trend toward making expensive goods 
nonoptionally more fancy, more improved—and more expensive. 

Hardly a built-in nonessential feature of the modern car can be named which 
was not offered as optional equipment in its infancy. After a time, however, 
many an élaboration or improvement moves into the nonoptional category. There 
are a number of reasons for a tendency toward nonoptional commodity elabora- 
tion and improvement. 

First, people tend to like what they buy—in a broad general way. Note again 
and note well the sparseness of the responses, summarized on table 9, concerning 
the features of automobiles which were “obtained but not wanted.” People are 
suggestible. Cars give satisfaction in a broad overall way. The typical buyer’s 
mind actually often seemed quite blank when asked what he had obtained that 
had not been wanted. Later specific, item-by-item questioning (see table 8) gave 
quite another impression. 

In fact, with respect to a good many features, numerous buyers felt that they 
could do without them—that the items were not actively “desired.” Vague, unin- 
tensive lack of enthusiasm, actually “subliminal” in nature, is not likely to 
move sellers very strongly, though it may well give real pause to social philoso- 
phers. Mass communication mediums, it is commonplace to observe, have the 
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effect of producing a kind of unanimity of public taste. Possibly there may be 
connections, too, of an obscure psychological nature with the hazards and uncer- 
tainties of the contemporary world. A few individualists there undoubtedly are— 
call them what you will: snobs, eccentrics, sensible people, philosophers—who 
anaes prefer their commodities to be vastly different from what the market 
affords. 

Such people are few in number. It takes unusual intellectual energy to vis- 
ualize that which is not. Further, the individualist is swimming against the 
tide of conformity. Producers fabricate and sell what will be accepted, and do 
not pay too much attention to semiconscious desires, nor to the wants of mi- 
norities. 

Another explanation for increasing product facilification may be found in the 
rising real disposable income of the American people. We have pointed out in 
the Theory of Consumer’s Demand that the higher the income the higher the 
quality of services sought, on the average, through commodity specialization." 

It should not be an occasion for surprise that the consumer also likes to 
augment satisfaction through the addition of specialized parts and accessories, 
and through the adoption of improvements of preexisting parts. He can afford 
oan ener of services; elaborations, and improvements, too, contribute to 
this end. . 

We come now to a fundamental part of the analysis, one which is related to 
the previous point and also requires a review of elasticity differences between 
expensive and inexpensive commodities. It will be recalled that the writer 
has already developed the theory that the costlier the preduct, the greater the 
tendency for the demand for it to be inelastic (within the range of market 
variation).° 

We now add the following dynamic law of demand: the costlier the product 
the more likely are costly new fancifications to occasion an increase in demand, 
It is the writer’s belief that cost, demand, and profits analysis along conven- 
tional Chamberlin lines, leads sellers of expensive goods constantly to tend to 
embellish them. 

Consider the contrasting positions of the seller of some inexpensive mass- 
consumed product such as brand A margarine with that of the seller of a 
Cadillue when costly new improving inventions come into view. If the seller of 
the margarine learns of a new feature (say, the addition of health-giving 
vitamin supplements) costly to add to the product, but of probable appeal to 
many consumers, what is his outlook? The increase in cost will lead him to 
wish to raise his price. If he does so, this will cause, he must predict, an 
immediate and substantial drop in the volume of sales for the demand schedule 
confronting him is highly elastic. Of course it takes time for buyers ever to 
become aware that the product has been improved. Public acceptance and 
approval of the improvement is, however, even in the long run problematical. 
His clientele is strongly price oriented; they buy basic service—an oily spread 
for bread. Other fancier peripheral services (the vitamin additives) would 
willingly be purchased by some (the well informed, the wealthier customers) 
but the masses though they might want them, would be likely not to afford this 
“frill.” 

Further, spending money on some allegedly valuable new feature is always 
risky. The poor are generically less likely to gamble the extra cents which 
would otherwise be put to high utility uses. The very cause—poverty—which 
occasion the high elasticity of demand for margarine, also makes buyers of such 
improvements. The analysis adds up to this important point: the poorer the 
buyers the less the shift in demand schedule likely to be occasioned by an 


6H. Leibenstein, Bandwagon, Snob, and Veblen Effects in the Theory of Consumer's 
Demand, Quarterly Journal of Economics 64 (1950), 183-207. 

™New Haven: Yale University Press (revised edition, 1952), p. 136 ff. 

8 Ibid., p. 162 ff. The analysis of this - was as follows. If cost is high, purchasers, 
pene must be well-to-do. They will therefore have a low marginal utility of money 
neome, and can afford to ignore differences in price between one variant and another. 
They buy on the basis of quality. To illustrate, the buyer of a mink stole or a Cadillac 
can be predicted to have an inelastic demand. If the seller of either were to raise his 
— the buyer would still tend to buy the product, if quality pleased. On the other hand 
nexpensive products, bought by the masses, tend to have elastic demands. If the seller of 
brand A margarine were to raise the price even a penny over the other major brands, 
impecunious buyers would tend to shift away. Purchasers are very price conscious, and 
demand consequently tends to be highly elastic. It is to be noted that inexpensive items 
such as yacht flags and riding wa if bought predominantly < the wealthy tend also to 
be inelastic. The writer holds that it is the wealth of the buyer which is the main 
determinant of elasticity under conditions of monopolistic competition. 
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improvement. The seller of the margarine is extremely unlikely to discontinue 
his basic, low price staple. If a sufficient “luxury market” existed for the 
yitamin-enriched product, he might, however, decide to offer it as well. 

Contrast now the position of the seller of the Cadillac. He has presumably 
priced the product at the outset at a level of maximize profits, given his costs 
and estimated demand. Now comes into the picture a costly, but attractive new 
feature such as power steering. It will add to cost, and the seller, too, must 
toy with increasing his price to maintain his profit position. If price is raised 
his risk of loss is comparatively small. With the higher price charged, the 
yolume of sales will initially fall only a little, because demand is inelastic 
(customers are wealthy). In the end, his quality conscious customers are very 
likely to approve and to accept the new improvement and to present the seller 
with a gratifying, positive shift in the whole highly inelastic demand schedule. 
The wealthy buy on a quality, not a price basis, it must be remembered, and 
quality has been improved. The rich are likely to respond for two different 
reasons: they can afford to take risks of nonsatisfaction; and if satisfaction— 
even of a somewhat secondary nature—is entailed in the improvement, they 
ean afford that, too. The rich generically buy more in three different dimen- 
sions: more types of products, more units in each product class, more im- 
provements and embellishments of each product. Al lof these are aspects of 
quality consumption. 

We thus come to the conclusion that, on two counts, the high-cost luxury item 
is likely to be facified; the risk of a falling off in the volume of sales is low, 
and the probability of a schedule increase in demand is high. Although, to make 
our point, we have dealt in terms of Cadillacs, we believe that it also applies 
with less force, of course, to wide segments of the appliance and automotive 
fields. If one is prepared to put out several hundred dollars for a refrigerator, 
one will not cavil over the inclusion of an icewater dispenser; and if one has 
the $2,000 or more in hand with which to purchase a car, one is not going to be 
deterred by the additional cost occasioned by a heater and defroster, or backup 
lights. 

On the other hand, low cost, essential items must remain relatively unimproved, 
especially in cost-increasing respects, although proliferation of models may well 
occur. 

Another possible explanation results from a quality of many expensive goods; 
namely, their durability. When many customers already have a car, refrigera- 
tor, television set, and so forth, special efforts must be made to induce them to 
buy a new one. The adding of improvements and elaborations and publicizing 
them are helpful in sales promotion. The seller of perishable products is under 
less pressure to alter the product, for buyers will come to market bent on 
purchasing whether the goods has been improved or not.” 

Now we come to two rather different, but important, considerations relating 
to consumer ignorance. If the price of the product includes, without option, 
numerous accessories, there is no easy way in which the buyer can form an 
opinion as to their costliness. He just does not know how high a toll he is 
paying for the many attached fancifications he acquires without option. If the 
consumer were aware that his Ford would have been, let us say, $39 cheaper 
without foam rubber seats, or $20 cheaper without an oil filter, and so forth, he 
might have had a more’ hostile attitude toward them. Lacking such knowledge, 
the tendency is to take things for granted, vaguely approve them, and at least 
not resent their presence enough to list them to an interviewer as a feature 
obtained, but not wanted. 

Buyer’s ignorance plays a similar role with respect to improvements. Here, 
ugain, the additional cost is concealed in the price pack. Many improvements 
are of a technical nature, and many consumers are in no position to assess their 
true value. Are double disc brakes good, bad, or indifferent? Should engine 
compression ratios be increased? This writer would not know. If the sellers 
adopt these technical things, advertise them vociferously, and insert them 
monoptionally in the commodity called automobile, buyers, knowing neither 


*Proportionally more wealthy than poor persons buy refrigerators and cars. However, 
obviously many persons of moderate means do enter the market for both. At the time at 
which purchases of these expensive items are made, even a poor person is apt to behave as 
though the marginal utility of money were low. He must amass large sums either through 
borrowing or saving, and then is not in a frame of mind to pinch pennies. Psychologically, 
he might be described as temporarily wealthy. 

® Hans Brems, Product Equilibrium Under Monopolistic Competition (Cambridge: Har- 
vard University Press, 1951), p. 140. 
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how valuable they are, nor how much they cost, are likely to accept the whole 
product as an indivisible entity. 

Another independent factor contributes to inelasticity of demand. Many of 
the products subject to elaborations are so costly that buyers engage in various 
sorts of borrowing operations to finance them. Payments, spread over many 
months or years, becloud, obscure, and minimize the seeming costliness of 
particular improvements and elaborations. For these reasons, the seller knows 
that the buyer confronting him typically has a relatively inelastic demand. 

We may now summarize the argument of this section. Under the circum. 
stances of suggestibility of consumers, rising personal income, inelasticity and 
easy increase of demand for expensive products, and ignorance of the cost and 
merits of fancifications on the part of the buyers, the cars are stacked in favor 
of gradual monoptional embellishments of such products, with rising cost as 
their counterpart. Though the buyers of houses and cars interviewed in the 
writer’s survey could think of few features of either that they did not want, 
they were quite voluble concerning the distaste they felt for the overall expensive- 
ness of both. 

Such vague general sentiments on the part of the buyers are not too likely 
to move sellers to offer specific parts on an optional basis, however. The dis- 
approval of the buyer must take a more pointed and positive form before it is 
respected. The seller, after all, is in business for profit. He knows—or sus- 
pects—that the buyers confronting him have relatively inelastic and easily 
increased demands for accessories and improvements, and he would be an 
inexpert businessman not to take advantage of the fact. Hence we note the 
tendency not to penetrate very far down the commodity class structure, and, 
indeed, constantly to edge up that ladder as technical progress brings into 
view new possibilities of embellishment. 


4. Industry product equilibrium: conscious parallelism in product 


We have not described in individual terms the strong currents making for 
monoptional embellishment of expensive monopolistically competitive products, 
We turn now to the industry. Here we find that there is a tendency for the 
various sellers to behave in a similar fashion. All find it to their interest to 
edge up the cost-price spectrum, none to penetrate far down into the stripped- 
model area. In the usually oligopolistic appliance and automotive markets, 
sellers interact in what might be termed “group noncollusive product equilibrium.” 
The theory of conscious parallelism applies to product as well as to price. 

It is commonplace economic theory that under oligopoly sellers cannot in- 
telligently be oblivious to their rivals’ reactions. Sellers will tend to price 
products at the level characteristic of monopoly. The same seems to the writer 
to be true of product determination. Let us scrutinize the situation as it might 
appear to the producers in the automobile industry, as a suitable first illustration. 

Each seller of low-priced cars asks himself whether or not it is to his interest 
to put out a stripped model, several hundred dollars cheaper in cost and in 
expected selling price, than his standard line. If he takes the plunge, there may 
well be throughout the country sufficient interest to make the new low-cost prod- 
uct lucratively salable, although volume would not probably be tremendous in a 
country of rising personal income and generally high quality of consumption. 
But numerous buyers who either wish a very simple vehicle, or are numbers of 
the lower income groups in need of cheap transportation afford him a possible 
market. If he makes the stripped model, however, two undesirable results may 
well occur: Some of his own customers, former purchasers of the standard model, 
will now take the new, cheaper item. This will cut the volume of his now middle 
priced line, and may well cut his profits as well, as it is to be expected that he 
will make a larger profit per unit on items of middle price than on the new 
stripped model—the latter being presumed to have a more elastic demand, 
because bought on the average by lower income persons.” 


“This differential elasticity, as he starts out might not be predicted. His standard 
line has direct competitors—his rivals’ similar products. His new stripped model at the 
outset is unique. ence even though the buyers of the latter are on the average poorer, 
they, having fewer alternatives from which to choose, might have rather inelastic demands. 
However, if (as this analysis suggests) others may be expected also to enter the stripped- 
model field, then his elasticity forecast is correct: with multiple standard models and 
eae stripped models, elasticity can confidently be predicted to be greater for the lower 
priced variants—those bought more predominantly by the poor. This long-run forecast 


would be determining, as this seller assesses future profits on the 2 types of vehicles, 
rather than 1. 
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Secondly, he must expect—predict—retaliation on the part of rival sellers. He 
has “rocked the boat.” He has cut into not only his own sales, but theirs as 
well. They may follow his lead and themselves put out a lower priced line to 
recapture (total) volume. They too, then would tend to draw buyers from his 
standard line, and again cut his volume in the more lucrative field. He therefore 
sees the handwriting on the wall. He fears to initiate a predatory “product war” 
the consequences of which he cannot fully foretell, but all those he can, appear bad. 
He decides not to put out the stripped model in the first place. And every member 
of the industry can be expected to come to the same conclusion for the same 

ason. 

"on the other hand, if the number of sellers in an industry is large, quite differ- 
ent conclusions emerge. The seller of shoes, for example, might come to the 
conclusion that there is a considerable market for a simple beach sandal—a 
stripped model, if you will, in this commodity field. If he puts it out, he too 
many consider whether or not some persons buying his standard line might not 
shift to the new cheaper line. He will not hesitate to produce it, nevertheless. 
People buy numerous pairs of shoes, and there is ample room for many models. 
With many competitors in the market, he would draw clientele for the new sandal 
from so many different sellers that no one of them—himself included—could be 
expected to note the difference. If he does not rush in and fill the gap he perceives 
in the commodity structure, he may be sure somebody else shortly will. So, 
discovering a profitable product nitch, he is likely to plunge into it—be it above 
or below his standard line. Neither his own higher-priced product will signifi- 
cantly suffer nor will that of any competitors—at least not in a sufficiently pointed 
form to induce retaliation or even evoke ill will.” 

We come now to the major issue raised by this analysis—the question as to 
the degree of diversity or fixity of products. In an important analysis of prod- 
uct variation, Chamberlin has written :* 

“As far as demand has any force as a guide to production, one would expect 
entrepreneurs to appeal to them in diverse ways, and thus to render the output 
of the economy correspondingly heterogeneous * * *. And since what people 
want * * * is the starting point in welfare economics, their wants for a hetero- 
geneous product would seem to be as fundamental as anything could be.” 

He sees the issue as efficiency through production uniformity versus diversity 
for want—satisfaction. We are depicted as paying and often quite willingly 
paying a higher price in order to obtain a diversity of offerings on the part of 
industry. 

The writer is more impressed by the homogeneity of offerings than by their 
variety. The writer wonders (without coming to a conclusion) if we would 
not be better off if products were more diverse, even at the cost of even higher 
production expenses, providing some of the new variants offered were stripped 
models. An attempt has been made to provide an analysis of why, with wants 
so heterogeneous, industry supplies so little heterogeneity in products, particu- 
larly at the bottom-price ranges. Uniformity, as Chamberlin has pointed out, 
is itself very inefficient when wants are diverse.” 

Because of the economies of scale and the many cultural and economic factors 
outlined above, there is at the bottom ranges indurable, expensive goods a “tyr- 
anny of the mass” and also, indeed, a “tyranny of mass production.” 





“The foregoing analysis differs in both emphasis and in substance from some of Pro- 
fessor Chamberlin’s conclusions concerning product variation contained in his pioneering 
article the Product as an Economic Variable, op. cit. Especially p. 22. First, in Profes- 
sor Chamberlin’s work there is little recognition that the production of the very stripped 
model addressed to the lower income groups, or to those of simple tastes, might be just as 
unremunerative as would that of the very fancy model. Sparse populations, whose needs 
are left unmet because of the exigencies of mass production, appear to the writer to be 
located both up and down the income ladder. Secondly, the writer believes that there is 
little inhibition of the production of the high-priced, fancy models because the wealthy can 
afford to, and even like to, pay a premium for the inefficiencies of small-scale production. 
This the poor cannot do without running the price of the product up into the standard- 
model area. Third, the writer doubts if sparse populations are to be found at all for 
many cheap, standard items which are bought in quantity by the typical buyers. Here, 
sufficient depth of market exists to permit production of the stripped. the intermedi- 
ate, and the fancy models, There appears no dearth of variety in our shirts, suitcases, 
tables, pencils, etc. In short, and in summary, Chamberlin is looking the wrong way— 
at the wrong income group, in discussing sparseness of population, and he is looking at 
too broad a commodity universe. His commentary should have been applied principally 
to low-cost variants of cosstly products. 
mere Heterogeneity and Public Policy, American Economic Review Supplement, XL 

59), p. 86. 
%The Product as an Economic Variable, op. cit., p. 11. 
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It seems to the writer quite dubious that the sparseness of population in the 
top income brackets has quite the unhibiting effect Chamberlin depicts. Ip 
the rarified stratosphere of the upper income groups, productive efficiency and 
resulting low prices are not of the utmost degree of. importance. 

Handwork and distinctiveness are prized, as Veblen has emphasized. The 
rich can pay and often even like to pay for the inefficiencies of small-scale pro. 
duction. Neither fancy Cadillacs nor elaborate watches appear to be lacking 
in the American market. Producers can make a profit—a high profit on few 
items, typically—on the hand tailored or highly ornamented products. It is 
actually down, not up, the commodity ladder that mass production imposes its 
caveat. 

To illustrate, assume a stripped model car were designed, with variable costs 
$500 below those of a producer’s standard item. At the same time, appealing 
also to a rather spare population, assume a car to have been planned costing 
$500 over the standard product. The bottom car is unlikely to be produced, for 
to put it on the market would occasion diseconomies of small-scale production, 
and also it might run up the cost of manufacturing the standard item. The 
stripped model might have to be priced almost as high as the standard one, to 
pay its way. It is quite otherwise with the luxury vehicle. Here the seller 
can price it, say, a good $100 above the standard one, and thus indemnify him- 
self for the diseconomies of nonuniformity entailed. And the upper class buyers 
will characteristically be glad to pay for distinctiveness. 

Actually our economic system possesses no overall social accounting device 
whereby to determine how many models are in the public interest. It is obvious 
that our individual wants are diverse, and some diversity of products is necessary 
and desirable. Where the market has great depth—as in shoes, pencils, luggage, 
etc. The light and cheap nondurable goods—multiplication of models seems 
endless. We have a range of choice far exceeding the ability of the individual 
to canvass the field. Even in expensive durable goods like the automobile, it 
may be that we are putting out more models in the expensive price ranges 
than is really wise, really in the public interest. How much less costly could 
the Chevrolet or the Ford be if the firms manufacturing them would abstain 
from producing just one of their higher priced lines, say the Pontiac, or the 
Edsel? Would these fancier items really be missed? There are, without them, 
a great deal of price overlap, and much duplication of features, especially when 
optional fancifications of the simpler models are taken into account. 

Left to their own devices, firms tend to parallel each other’s lines, and to 
proliferate models on the expensive side of the market. 

Doubtless some fancy models lose money but most pay their way. They can 
be liberally priced because their buyers are relatively well to do, with inelastic 
demands. Firms can indemnify themselves for the diseconomies of small-scale 
production encountered. 

People wishing distinctiveness will pay the toll, and as Veblen has long ago 
pointed out, some even value expensiveness for its own sake. If fewer fancy 
models were produced, could manufacturers afford to offer their basic models at 
a lower price? And if they could, would they? Lower sales volumes are in 
prospect, for automobiles, in 1958.” 

Is the industry pricing itself out of the market? Should not more thought be 
given to meeting mass desires for a “good buy for money” and for a car “under 
cost ceiling set?” 

Are our choices really as limited as this writer has made out? The Wall Street 
Journal a few years ago carried an item on the automobile industry, headlined 
“Multi-colored 1955 Models Headaches for Many; They’re Mass-Made Customs 
Cars.” Relevant selections follow : 

“The vast variety of colors, accessories and body types available on 1955 autos 
presents knotty problems for almost everyone who has anything to do with them. 

“For the consumer it’s a matter of selection—and trying to guess the dealer’s 
price pack in each optional item he selects. Dealers find they must carry larger 
stocks of autos to meet customer preferences. Factories battle major production 
problems in adapting assembly line methods to what are practically custom cars. 

“*Because of the great variety of color combinations, engines and optional 
equipment,’ says Ford division of Ford Motor Co., ‘it is possible that no two 
identical cars would be produced in one assembly plant during a model year.’ 





% The Wall Street Journal, January 13, 1958, p. 6. 
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“Buick division of General Motors goes even further. It figures it could 
produce cars at the current record rate for 20 years and never produce two 
identical autos.” 

It is unquestionably true that the typical car buyer has far more choices 
among alternatives than did the buyer in the twenties. Many more accessories 
exist now and quite a number of them, as the above clipping indicates, are of an 
optional nature. Goods are increasingly multidimensional. Qualitative differ- 
ences are legion. We are inventing more dimensions and more appendages all 
the time. We offer more elements optionally, but we also include far more 
features on a compulsory basis, too, than in earlier years. 

It is easy to be impressed by the above excerpt. It is the hardest thing in the 
world to look at what is all around us and see it, freshly, with a critical eye. 
Comparative cultural anthropology helps—the German Volkswagen is a sug- 
gestive variation on the theme “automobile” unparalleled in the American market. 
History helps, also. 

A long memory should serve to convince a thoughtful observer that variations, 
though many, are not nearly as numerous as they might be. Think of the 
shape, size, and lack of complexity of the car of the twenties as a frame of 
reference. There are practically an infinite number of possible “criteria” * 
which could be varied for most products. The Buick which offers only the 
variations listed above is already a highly ossified package compared with 
the mathematical possibilities. A “stripped model” Buick simply does not 
exist. Indeed, a “stripped model” car almost does not exist. Variations are 
offered, true, but they are horizontal (and often extremely superficial) in 
nature, rather than vertical. 

They appear within and among high-priced and complex variants; they do 
not extend down the “commodity class structure” to give the buyer plainness, 
simplicity and low cost. Of course, if producers actually attempted to meet 
the infinitely varied needs of consumers with individually adjusted products, 
they, and perhaps the buyer too, would go mad. 

At the very least productive efficiency would be catastrophically damaged. 
May we then sanguinely conclude that industry offers a fair compromise variety 
of products? The writer concludes not. The commodity models offered, though 
numerous, do not tend to penetrate far into the stripped model area. 

One has to turn to the relatively highly competitive areas in the monopolistic 
competition field—the shirt, dresses, suitcases, or pillows to find the really 
vast number of items which, by selection, can meet every taste. The minute 
products are heavy, costly or bulky, they tend to be products of oligopoly; 
elaboration and improvement, not specialization, becomes the prevailing mode. 
Then, an oligopolistic product equilibrium tending in the direction of costliness 
inevitably emerges. 

The writer, aware that much of the foregoing analysis has relied heavily 
upon automotive illustrations, tried phoning dealers in New London, Conn., 
concerning other durable goods. The results were reinforcing. No new re- 
frigerator in this market can be purchased which does not have a hard-freeze 
compartment. No vacuum cleaner can be had which has but a single floor 
suction instrument—all involve a package of five to seven other attachments. 
One seller, when asked by the writer if he would not sell her just the floor 
Sweeper, decided to humor the crank on the other end of the line. “Yes, 
madam,” he said, “you can have a vacuum Cleaner With just the floor attach- 
ment—but all of the others are free, so you might just as well have them thrown 
in.” In short, the commodity and its numerous accessories are in invariant 
package from a pricing and selling point of view. 


5. The frequency Of model change 


Each year there are, presumably randomly scattered through time, series of 
innovations in almost all fields. With respect to the automobile, in a given year, 
someone might learn to embed the gearshift in the driving shaft in a new way, 
or to employ 8 headlights where 4 formerly served, and so on. Just as the 
exigencies of mass production inhibit the proliferation of models, they also 
obviously make it impractical to change the entire car every time an inventor 
comes up with an innovation. 

How often should models be changed? Obviously the present custom in the 
automobile industry is to assemble improvements and embellishments and put out 





% Brems, The Interdependence of Quality Variations, Selling Effort and Price, op. cit., 
pp. 430-432. 
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a new model once a year. Just as obviously, in the twenties, the custom was to 
alter models much less frequently. We may properly attempt to analyze this 
aspect of product administration. 

first, it is clear that the longer a car can be maintained in production un- 
changed, the greater the possibility of spreading the overhead costs. The margi- 
aal costs of models put out in the years after the model change (hereinafter 
called, the “off-years”) would be comparatively low. Designing expenses, the 
cost of dies, and so forth, could be eliminated in the years subsequent to the 
model change. 

Second, it is evident that the longer the period the model is kept static, the 
greater the social losses from the failure to incorporate new inventions. If there 
is a steady rate of annual innovation, certain ones of course may be predicted 
to possess great social utility. Some individuals, too, value style changes for 
their own sake. There is therefore an element of social loss to be taken into 
account from postponed consumer satisfaction. 

Third, there is the question of sales volume in the off years to be taken into 
account. If one seller abstains from incorporating innovations while his rivals 
issue new models, he might suffer a severe diminution of volume. Something like 
that apparently occurred in 1956, when Ford made only minor alterations and 
lost out to a facelifted Chevrolet by over 200,000 units.” 

In such cases, sellers would feel impelled to synchronize (through ‘‘conscious 
parallelism,” not necessarily collusion) their model offerings, for no member of 
an oligopolistic industry can view with equanimity a fall in relative position, with 
the loss of prestige and possibly profits that the latter entails. Of course, it is 
possible even with lower sales, that the seller with the static model might enjoy 
such low marginal costs that satisfactory profits might be made. 

The practice of annual models now appears a firmly established feature of the 
industry, so much so that even foreign cars—formerly quite static—are begin- 
ning to follow suit. Social analysts however, must question whether the present 
custom is necessarily in the public interest. Suppose that all sectors of the 
industry should by (permitted) agreement, or governmental direction, abstain 
from making model changes for 2, or possibly 3 years at a time. What would 
happen? Buyers would fail to receive the benefit of new improvements for the 
interval mentioned, of course. But might they not gain by the lower costs the 
entire industry would thereby enjoy? 

Possibly in the second year after a model change, and thereafter, the sales of 
the entire industry might not be as high as in the model-change year. On the 
other hand, many buyers recognize that any new model is likely to have some 
“bugs” in it, which are eliminted in the course of time. The more perfect items, 
qualitywise may well be produced in the off years. There might, therefore, be a 
relatively steady rate of sales, the innovation-loving individuals rushing in to 
buy in model-change years, and the quality-loving persons waiting for the off 
years. 

Cars are a modern necessity. Considerable sales are assured in all years. If 
costs were lower, and the economies were passed on to the buying public, it is 
likely, according to the law of demand that more cars in the aggregate could be 
sold. Indeed, demand might prove somewhat more elastic than the industry 
supposes. 

The consumer clearly does not have any “natural,” “inborn,” “instinctive” long- 
ing for an annual model change—otherwise the fixity of models in the twenties, 
and in other countries, cannot be explained. 

It is the industry which, in the active competition for sales between the oli- 
gopolistic producers, has advertised itself into a position in which each firm 
must, or thinks he must, make an annual model change in order to hold its 
position.” 

Were there a mass abstention from change, a hoarding of inventions until such 
time as really important ones had been accumulated, cars might be much less 
expensive. Might not greater cheapness more than make up for the loss of 
fancifications through time? It is important again to bear in mind the testimony 


of table 7: many people preeminently want a “good buy for money” and a car 
“under cost ceiling set.” 


The Wall Street Journal, December 10, 1957, p. 18, quotes a Ford official as follows: 
“In 1956 we made only minor changes and fell more than 200,000 cars behind Chevy.” 
The article states that the new 1957 Ford model cost $246 million; the 1958, $185 million. 

18 We may have here an example of prestige or growth considerations being put ahead of 
— maximization. If Ford, in 1956, by failing to put out a new model fell off only 


00,000 cars, considering the spread in overhead costs, that year, profitwise, may have 
been quite a satisfactory one. 
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6. Conclusion: Nicety of adjustment of products to individual consumer’s 
demand 


Individual differences in taste are great concerning all commodities and their 
possible mutations. In inexpensive product groups where commodity specializa- 
tion is the rule, individuals’ differences are given full play. 

You can find an all-purpose shoe, if you are poor and able to afford only one 
pair, or if you do not especially care for shoes. If you are wealthy, you can find 
numerous de luxe models for your selection. Industry offers many price lines 
and innumerable styles. 

In the light goods, production economies of scale are possibly often less marked 
than in the case of most heavy goods, the market is quantitatively vaster 
(because buyers select more items in each commodity group), and the pressure 
for uniformity is much more attenuated. For goods subject to commodity spe- 
cialization, all but the most impecunious consumers are able to adjust the 
marginal utility of money income in different lines with nicety if they feel 
inclined to work at it. The improvement in the quality of services through 
specialization and careful selection may supposed to be great, and the advantages 
are available to everyone. 

It is, unfortunately, otherwise with the marginal utility of money income 
spent on the oligopolistically offered costly durable goods. In such commodity 
classes, the margin utility may not be sustained at a high level when few options 
are given to the buyers to accept or reject particular fancifications. If the 
consumer were free to choose, specific features would presumably be added 
until it no longer “paid” in the basic inter-commodity-comparison-of-utility 
sense. 

Lacking such flexibility one cannot say that there is a tendency for the mar- 
ginal utility of funds spent on improvements and elaborations to be high for 
the “first few” major fancifications. 

There are no “first few.” Industry offers a relatively fixed package,_often, 
and the important mutations are fused with the unimportant and the valueless. 
Each individual consumer is likely to find, in the case of each complex, fanci- 
fied durable good some features he would rate as of prime importance (which 
might, actually, increase the marginal utility of money), some which he would 
just barely include in his purchases—of equal marginal utility with other inde- 
pendent goods he is acquiring, some of very definitely submarginal utility, in 
comparison with that of other acquisitions, and others, possibly, actually of 
negative marginal utility. 

About all one can say is that there can be a comparisan of the costly durable 
goods, fancified as they may be on a take-it-or-leave-it basis—with the other 
products offered in the market. 

The adjustment is crude indeed in comparison with the one made possible 
by the selection of complementary substitutes. We finde here a degree of im- 
perfection unmatched in the whole imperfect business of matching the marginal 
utility of specific products with that of money income. 

Selection of models by industry necessarily involves compromise. The exig- 
encies of mass production entail ignoring individual differences and focusing at- 
tention on mass tastes. AS Chamberlin has well developed, wants are infinitely 
diverse, commodities few.” 

However, we have in nonoptional improvements and elaborations of heavy, 
costly, and bulky products peculiarly antisocial elements of a particularly sar- 
donic nature. 

First, it is precisely those persons whose needs are the greatest whose needs 
are most ignored—the lowest income groups. As we have suggested, mass pro- 
duction’s discipline and many other factors operate with particular cogency to 
inhibit the production of the lower cost variants of goods, especially if they 
are expensive. It is not that the poor are forced to buy an occasional unwanted 
buckle on their shoes—it ‘is, rather, that a minority, true, of them are com- 
pelled to acquire a hundred dollars worth of undesired chrome to obtain an 
automobile. 

Second, for all citizens, rich and poor, those with plain and those with fancy 
tastes the more expensive the product the more likely it is that marginal utilities 
cannot be equalized with nicety. 


2 Norris, op. cit., ch. XI, argues that the marginal utility of money income may go 
through an increasing phase because of commodity specialization. ‘The quality of service 
improves through specialization. A similar point could be made concerning the most 
highly valued elaborations and improvements. 

*® The Product as an Economic Variable, op. cit., p. 11. 
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The theory of consumer’s demand generalized: “The larger the expenditure, 
the more carefully, as a long-run proposition, it is weighed, and the more ration- 
ally—a rather vague concept at best—does the consumer make the decision.” ™ 

The field interviews and foregoing analysis have both contributed to shed doubt 
upon the validity of this proposition. Certainly the buyers of even such costly 
goods as houses and cars do not buy with much care or deliberation. The average 
house buyer stepped foot in only about a half dozen dwellings in making what is 
usually the major purchase of a lifetime.” 

A quarter of the car buyers did not even take one automobile on a road test 
before purchase and the vast majority neither looked critically at or drove any 
vehicle other than the one bought.” 

It may be that with many large expenditures, the buyer feels that with cars, ra- 
tionality does not pay. Delicate adjustments of costly goods to individuals’ 
highly diverse needs are not possible. 

A final suspicion remains to be noted, the two situations described above 
appear to be likely to get worse rather than better. Improvements and elabora- 
tions are sure to continue to be invented and it is highly probable that selected 
promising ones will be appended. 

Gadgets are certainly never uninvented. In addition, it may well prove, as 
a leading research firm believes, that products will be issued in smaller rather 
than greater variety in the future.” 

Society is caugnt, 1n this matter, in a dilemma. If producers yield to the 
wishes of the minority and accord more options on more fancifications, they 
would doubtless run up—(to an unascertainable and varying extent )—the cost of 
production for the majority. 

If they do not yield and present the consumer with a fixed, elaborated package, 
they run up the cost of the product for all. The consumer, sometimes with 
respect to particular products, in the majority and sometimes in the minority, 
sometimes gains, but often loses. Do we as a people gain more, one may well 
inquire, by being able to obtain numerous specialized accessories than we lose 
in being forced to pay for those we do not want? 

The writer does not know the answer, nor, indeed, how to go about quantify- 
ing such a subjective matter. It appears likely that there must be a considerable 
amount of frustration—and outright waste—among all of the people some of 
the time and some of the people—the poor and those endowed with simplicity of 
taste—all of the time. 

And now, to conclude, a question concerning producer’s behavior. Can sellers 
really afford, and make profits on, low-cost, simple products? Or do they 
merely prefer not to produce them because group equilibrium under oligopoly 
makes it more profitable to neglect that area? 

Do they really have a choice? The writer, again, has no answer, but intui- 
tively would expect that it would differ with the industry, the firm, the manager, 
and the times. 

Only this is certain, if fancifications are offered on an optional basis, cost of 
production tends to rise. If they are embodied and offered on a nonoptional 
basis, cost tends to rise. In short, cost, and price, tend to rise. 


Rusy TURNER Norris, 


Connecticut College. 
JANUARY, 1958. 


21 Norris, op. cit., B; 68. 

2 Ruby T. Norris, Processes and Objectives in the New London Areas, op. cit., p. 27. 

3 See a A, table. 

™ A. C. Nielsen Co., the Nielsen Researcher (July 1955), pp. 1-2, comments: “* * * Many 
companies are taking steps toward discontinuing, or at least deemphasizing, some of the 
low-volume items on their salesmen’s lists.” [Italic in the original.] 





4a =e 


St 





on- 
nm 
ubt 
tly 
age 
t is 


ra- 
ils’ 


ove 
ra- 


her 
the 
1ey 
ge, 
ity, 
ell 


fy- 
ble 


1ey 
oly 
ui- 
er, 


nal 


ny 
the 


ADMINISTERED PRICES 


- THURSDAY, JANUARY 30, 1958 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 o’clock a. m., in 
room 318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Langer, 
Dirksen, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director ; Donald 
P. McHugh, counsel; Dr. John M. Blair, chief economist; Peter N. 
Chumbris, minority counsel; Carlile Bolton-Smith, counsel to Senator 
Wiley; Horace L. Flurry, assistant counsel; Gareth Neville, assistant 
counsel; Dr. E. Wayles Browne, Jr., economist; Louis Rosenman, 
Collins, staff member, Committee on the Judiciary, Jerry O’Callaghan, 
legislative assistant to Senator O’Mahoney, and Peter Posmantur, 
attorney. 

Senator Krerauver. The meeting will come to order. 

Senator Langer, Senator Dirksen and Senator Wiley are present. 
Senator O’Mahoney, who presided over the last hearing at which Mr, 
Curtice was present, is here also. 

Senator O’Manoney. I am delighted to meet Mr. Curtice again. 
We waved to one another. I am sorry I wasn’t in time to get my 
picture taken. 

Mr. Curtice. It isnot too late, Senator. [Laughter.] 

Senator Kerauver. Mr. Curtice, we appreciate very much your 
cooperation with this committee in preparing information, which has 
been submitted to the committee, and in your appearance here today. 

Will you, Mr. Curtice, introduce the gentlemen who are with you 
who will assist you or participate in the hearing here today ? 

Mr. Curtice. Yes, Mr. Chairman. I would like to introduce Mr. 
Donner, who is executive vice president and chairman of the financial 
policy committee. 

Senator Kerauver. We are very glad to have you here, Mr. Donner. 

Mr. Courtice. And Mr. Power, who is assistant general counsel. 

Senator Kerauver. That is A. F. Power? 

Mr. Courtice. That is right. 

Senator Krrauver. Weare glad to have you with us. 

Mr. Currice. There are several others of my associates here. It is 
not expected that they will participate in the discussion, although I 
would like the privilege of calling upon them in the event a certain 
a may come that I think they will be better able to answer than 


s Senator Krrauver. Yes, indeed. You, of course, have that priv- 
ilege. You will identify them if and when you do call on them. 
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Now, to begin with, the staff of the committee asked Mr. Curtice, 
as it did other witnesses, for information. 

I will direct that the letters of the staff to Mr. Curtice be made 4 
part of the record, together with the responses of General Motors to 
the request for information. 

The letters referred to may be found in the an on p. 3519.) 

enator Kerauver. Mr. Curtice, you have submitted yesterday 
statement to the subcommittee which is not very long. The entire 
statement will be printed and made a part of the record as if read, 
We will leave it to you whether you want to read your statement or 
whether you wish to make an oral presentation and explanation of 
it or you may make your own presentation in any way you wish, 

I might say we have today and tomorrow set aside for your testi- 
mony and the others who are with you. We will carry on here until 
shortly after 12 this morning. We will ask you to come back again 
at 10 o’clock in the morning if we have not completed today, which I 
imagine will not be likely. 

. Curtice. I ae hope, Mr. Chairman, that we may be able 
to complete today but, if not, I will arrange to be here tomorrow 
morning. 

Senator Kerauver. We thank you very much, sir. 

First, I know it is in the record, and is general public information, 
but, Mr. Curtice, will you tell us your history and business, and, in 
os when did you become president, and what other positions 

ave you held. 


STATEMENT OF HARLOW H. CURTICE, PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, GENERAL MOTORS CORP.; ACCOMPANIED 
BY FREDERIC G. DONNER, EXECUTIVE VICE PRESIDENT AND 
CHAIRMAN OF FINANCIAL POLICY COMMITTEE; HENRY HOGAN, 
GENERAL COUNSEL; AND ALOYSIUS F. POWER, ASSISTANT GEN- 
ERAL COUNSEL 


Mr. Courtice. You would like me to cover my entire—— 

Senator Keravuver. Yes, just briefly and sketchily your entire busi- 
ness career. 

Mr. Curtice. Briefly, I answered a blind ad in 1914 and went to 
work for the Champion Ignition Co. as a bookkeeper. 

Senator Keravuver. For what division ? 

Mr. Courtice. Champion, which was a subsidiary of the General 
Motors Corp., and I later became president of that division and was 
transferred from there to the Buick division as president and general 
manager in the fall of 1933. 

In 1948 I moved to the central office of General Motors in Detroit 
as an executive vice president, and February 1 of 1953 I was elected 
president of the General Motors Corp. 

February 1, I will have been employed by the General Motors Corp. 
44 years. 

enator Keravuver. February 1 you will have been employed by 
them 34 years? 

Mr. Courtice. 44 years. 

Senator Keravuver. Who was your predecessor as president ? 

Mr. Courtice. Mr. Charles E. Wilson. 
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Senator Kerauver. And whois now chairman of the board ? 

Mr. Curtice. Mr. Albert Bradley. 

Senator Kerauver. Is Mr. Bradley active? 

Mr. Currtice. Mr. Bradley is active, yes. 

He is not considered an employee in the sense that the operating 
executives are. However, he is active. He is the chairman of the 
board and he is also present with us today. 

Senator Kerauver. We would be glad if you would introduce Mr. 
Bradley. We are glad to have you with us, Mr. Bradley. 
ne, approximately was Mr. Wilson president of General 

otors ¢ 

Mr. Curtice. He succeeded Mr. Knudsen, I think it was, in 1941 or 
1942—1941. 

Senator Kerauver. Prior to Mr. Knudsen, the president was Mr. 
Alfred Sloan ? 

Mr. Curtice. Mr. Alfred P. Sloan was president, yes. 

Senator Kreravuver. Are there any preliminary questions any mem- 
ber of the committee wishes to bring out before we start with the 
testimony of Mr. Curtice? 

All right, Mr. Curtice, you may proceed in your own way. 

Mr. Courtice. Mr. Chairman, and members of the subcommittee, 
I would like to read the statement which was submitted, it is not long. 

Senator Keravuver. All right, Mr. Curtice, you may do so. 

Mr. Curtice. We appear before you today in response to the in- 
vitation extended by you in your letter of November 7 addressed to 
me. 

In that letter you stated that one of the purposes of these hearings 
was— 


to come to grips with * * * the problem of inflation. 


We, too, as a corporation and as individuals, are seriously concerned 
about inflation. It is a destroyer of values. It must be studied and 
its causes must be removed. 

Your letter indicated that you were concerned with the fact that— 
prices thus far announced by the automobile manufacturers for 1958 models * * * 
have been increased considerably in excess of the amounts directly attributable 
to the increased price of steel. 

I propose to show, first, that steel cost increases represented but a 
small part of our overall cost increases over the past year. 

I propose to show in some detail that the cost of a composite 1958 
car is up $125 over the cost of its 1957 counterpart, whereas the whole- 
sale price increase of this composite car has been only $74. In other 
words, for every dollar of increase in our known costs, price has 
increased only 60 cents. . 

I shall also show that this pressure of costs on prices is not an 
isolated phenomenon of recent origin. 

Another question raised in your letter was why the automobile man- 
ufacturers rejected the price reduction proposal made last August 
by Mr. Walter Reuther, president of the UAW. I shall comment on 
this and also on the belief expressed by some that wages and prices 
in a free economy can be fixed by formula. 

Inasmuch as your letter would seem to question our pricing prac- 
tices, I feel that it is necessary to review the various factors affecting 
price. It would be most unfortunate if emphasis on the cost-price 
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relationshp—which is the subject of your inquiry—left the impres- 
on that cost is the only factor that enters into the pricing of our 
products. 

Pricing is like a tripod. It has three legs. In addition to cost, 
there are the two other legs of market demand and competition. It 
is no more possible to say that 1 or another of these factors deter. 
mines price than it is to assert that 1 leg rather than either of the 
other 2 supports a tripod. 

The first legs that any manufacturer must consider is the market 
in which he sells. The market for new automobiles has some unusual 
aspects that deserve consideration. For one thing, an automobile is an 
unusual product. To the purchaser it represents a sizable investment. 
It is also a durable product with an average life expectancy of the 
13 years. It has come to be a necessity to millions of users, but, 
because of its durability, it is a necessity whose replacement can be 
ae came for a considerable period of time. 

is means that the car markets of the past and the future 
can affect the current car market. An owner may prefer the car 
he rece last year or the year before to the new cars on display. 
Or he may decide that next year’s car will be more to his liking. 

Our studies over many years prove conclusively that the size of the 
new-car market is importantly influenced by the general level of con- 
sumer income after taxes. It is also dependent on the willingness of 
consumers to buy, which is importantly influenced by their confidence 
in the future. Other products, too, affect the new-car market. The 
consumer is Sootantty Wolee confronted with new and attractive prod- 
ucts which compete with the automobile for his dollar—such as new 
homes, household appliances of all kinds, and more expensive vaca- 
tions, et cetera. 

The used car also is a most important factor to be considered. Used 
cars constitute about two-thirds of all cars sold in any given year. In 
other words, two used cars are sold for every new car. Used cars are 
sold in wholesale auction markets and in thousands of retail estab- 
lishments under highly competitive conditions. They compete with 
new cars, and this is particularly true of higher-priced used cars. 

Tn view of all this, the conclusion, I believe, is inescapable that estab- 
lishing a price that will develop a satisfactory market demand for new 
cars is no easy matter but requires a study of fundamental factors over 
a long period of time. 

The second leg of our tripod is the intense competition among new 
cars for a share of the market. First of all, the manufacturer must 
price his models from the lowest priced to the most expensive in such 
a way that the value of each model in relation to the others in his own 
line will be properly reflected. 

It might S assumed that the less expensive a model, the larger its 
sale. This is not necessarily true. New cars that are stripped—that 
is new cars that are bare of accessories, de luxe trim and optional equip- 
ment such as automatic transmissions—do not sell well in the retail 
market in competition with more fully equipped new cars of the same 
make offered at higher prices. This trend, which was apparent before 
World War II, has been an important feature of the postwar market. 

Secondly, the manufacturer must consider the values offered by com- 
peting manufacturers. Of necessity, he must quote closely competi- 
tive prices for similar models. 
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It should be emphasized again that competition in the automobile 
industry is much broader than price. The customer’s decision to buy 
a car is influenced by the availability and quality of service. The an- 
nual model change tes contributed importantly to the intensification 
of competition in the area of performance, style appeal, et cetera. A 
product that the public considers inferior, even though low priced, will 
not sell. On the other hand, substantially increased product values 
may make a higher price fully acceptable. 

The factor of style deserves special emphasis, for style has become 
increasingly important in determining the share of the market which 
each manufacturer obtains. It is also the least predictable factor. 
The customer favors change. He wants his new car not only to look 
attractive but to look new. On the other hand, he is likely to reject 
anything that represents a too radical departure from an evolutionary 
trend. The risk to the manufacturer is obviously great, and a wrong 
decision can be competitively disastrous. 

In order to keep the price of the basic new car as low as possible, it 
has been our practice to offer special equipment on an optional basis. 
This not onl lisa resulted in greater competition but also has given the 
buyer a wider variety of choice. He selects only those additional 
features and improvements that he desires. 

The fact that an automobile is a complex piece of equipment and 
ranks second only to the purchase of a house as an item of expenditure 
has an impact on competition in the industry. The buyer looks hard 
at the product and at its engineering, styling and special features. He 
is likely to do a great deal of comparison shopping. 

As for the last leg of our tripod—cost of production—the individual 
manufacturer can remain in business only if he is able to keep his unit 
costs below the price that he can get for his automobile in a highly 
competitive market. 

A price that may seem desirable from the cost point of view is not 
necessarily the price that customers will pay or the price that will 

rove to be competitive with values offered by other manufacturers. 
Whatever may be considered theoretically wise must adjust itself to 
this hard fact, and we can only hope that the price that is finally 
arrived at will prove profitable as well as competitive. 

To be specific, let us consider the 1958 cost-price picture. Your 
comments regarding higher steel costs and their relationship to our 
prices overlook the Fact that steel, while an important element of cost, 
is only one of many cost items in a car. And during this past year 
steel has been only one of many items contributing to cost increases. 

To demonstrate where and how much costs have risen, we have pre- 
pared comparison of costs and prices on a unit basis in relation to what 
we call a composite car. 

By this term, we mean the average of all passenger car models in 
our file lines, weighted on the basis of projected sales volume. 

Total unit costs rose $125 for the 1958 General Motors composite 
passenger car in the period between the introduction of the 1957 
models in the fall of 1956 and the introduction of our 1958 models a 
year later. However, the average increase in the wholesale price of 
this 1958 composite car is only ‘$74 over the corresponding price of 
its 1957 counterpart (chart 1). 

Senator Lancer. Mr. Curtice, would you mind reading that last 
paragraph again, please? 
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Mr. Curricre. Beginning “Total unit costs” ? 

‘Senator Langer. Yes. 

Mr. Courtice. Total unit costs rose $125 for the 1958 General Mo- 
tors composite passenger car in the period between the introduction 
of the 1957 models in the fall of 1956 and the introduction of our 1958 
models a year later. However, the average increase in the wholesale 
price of this 1958 composite car is only $74 over the corresponding 
price of its 1957 counterpart. 

Senator Lancer. Thank you. 

Mr. Courtice. That is shown on chart 1, which is the next page. 

Senator Keravuver. All of these charts will be made a part of the 
record. We will eonignaie this General Motors chart as exhibit 1. 





(The chart referred to follows :) 
Chart 1 
COST AND WHOLESALE PRICE INCREASE 
GM COMPOSITE PASSENGER CAR 
1958 MCODEL OVER 1957 MODEL 
INCREASE 
PER UNIT $1 25 
$125 > 
$100 > 
$75 > 
$50 > zat 
$25 
o™. 
INCREASE INCREASE IN f INCREASE 
WN COST WHOLESALE IN COST 
PRICE NOT 


_ RECOVERED 
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Mr. Curtice. Thus, 40 percent of our increased costs—about $51 
per unit—are not being recovered through price. Another way of 
saying this is that for every dollar of increase in our known costs, 
price has risen only 60 cents. 

I should emphasize at this point that the figure of $125 reflects our 
cost position at the time the 1958 prices were set. Following our es- 
tablished procedure, our cost data do not make any allowance for 
possible future increases in labor rates and material prices which 
may occur during the 1958 model run. By the same token, we did not 
increase the prices of 1957 models at any time after they were an- 
nounced in the fall of 1956, even though labor rates and material prices 
in general were rising throughout the 1957 model run. 

We felt your committee would be interested to know how the total 
cost increase of $125 came about, and so we have prepared a detailed 
analysis. 

in our letter, Mr. Chairman, you referred to statements by the 
Sieaitlents of certain steel companies who appeared before your com- 
mittee as witnesses with respect to the effect of car prices of recent 
increases in the cost of steel. One of these witnesses, on the basis of 
an assumption of 134 tons of steel per car, estimated that the addi- 
tional cost of steel resulting from the July 1957 price increase of $6 
per ton should amount to no more than $8 to $10 per car. 

These figures, of course, reflected only the July increase in steel 

rices. Earlier increases totaled about $4 per ton. Thus, steel costs 

ave increased about $10 per ton since our 1957 models were priced 
in the fall of 1956. And since 1.84 tons of steel were required to build 
our 1957 model composite car, the increase in costs resulting from 
the higher price alone amounted to more than $18 per car. 

In addition, there was a further increase of $9 in the steel cost of 
the 1958 composite car as a result of added refinements and design 
changes which increased its size and weight. This brought the total 
steel cost increase to $27 per car. 

Senator Keravuver. Mr. Curtice, would you mind yielding at that 
point or would you rather finish your statement ? 

Mr. Curtice. No, whichever is your pleasure. 

Senator Keravuver. While you are talking about the steel increase, 
is it not true also that the increase in the cost of steel increases the 
cost of automobiles more than just the actual amount of steel that 
goes into the automobile, that it involves a snowballing of cost? You 
have to use steel in your machinery that you buy, in your buildings 
that you build, an increased amount for transportation charges, the 
charges by the railroad as the result of the increased price of steel 
that they have to use. 

All around the lot an increase in the price of steel affect your price 
other than just the actual number of tons or pounds that goes into a 
composite or a model automobile. 

Mr. Currice. That which we can identify directly is what goes 
into our automobile. 


Senator Kreravuver. All right, we will come back to that later on, 
Mr. Curtice. 


Mr. Courtice. Other material costs, including increased freight 
costs, showed a net increase of $8, after allowing for lower prices for 
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nonferrous metals in the amount of $9 per car. These costs too were 
affected by design changes and added refinements. 

The total increase in all material costs amounted to $35 per unit for 
the 1958 composite car. 

Payroll and related employment costs represent the largest single 
item of cost increase during the past year. They have accounted for 
an increase in cost of $52, which is 42 percent of the total cost increase 
of $125 per composite car. 

These increased costs result from (1) a higher level of wage-salary 
rates and fringe benefit costs, and (2) additional labor content in the 
product due to improvements in car design, offset in part by the effect 
of improvements in manufacturing processes. Increased wage and 
salary rates and fringe benefit costs account for about $45, or 36 per- 
cent of all unit cost increases in the last year. If the increases in wage 
and salary rates and fringe benefit costs had not occurred, increased 
Pay, costs would have amounted to only $7 per composite car, 
not $52. 

Special tools—the tooling which is required to produce a new line 
of cars—have also been responsible for an increase in unit costs during 
the past year. The increase in the cost of special tools in 1958 over 
1957, which reflects increased labor costs as well as increased complex- 


ity of the product, has amounted to about $24 per car. 

Other items, including local taxes, depreciation, and miscellaneous 
costs have accounted for increases totaling approximately $14. 

This bring us to the total cost increase of $125 for our composite car, 
which compares with our wholesale price increase of $74 per car 
(chart 2). 


Senator Keravuver. Chart 2 will be listed in the record as “General 
Motors Exhibit 2.” 
(The chart referred to follows :) 
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Mr. Currice. The 1957-58 cost push, far from being an isolated phe- 
nomenon, is part of a pattern that has continued over the past decade, 
To illustrate this we have analyzed the costs of a 1958 composite four- 
door sedan in relation to its 1948 counterpart. 

The total cost of producing our 1958 composite car is 68 percent 
above that for the 1948 car. Payroll costs per car are up 66 percent; 
material and all other costs are up 69 percent (chart 3). 

Senator Kerauver. We will let that chart be designated “General 
Motors exhibit 3.” 

(The chart referred to follows :) 


Chart 3 


COST AND WHOLESALE PRICE INCREASE 
GM COMPOSITE 4-DOOR SEDAN 
1958 MODEL OVER 1948 MODEL 


INCREASE 
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Mr. Curtice. The question no doubt arises in your minds, why has 
not increased productivity resulting from better methods and processes 
had more of an effect in counteracting the impact of increased material 
and labor costs? The answer is that savings in costs which have 
resulted from better methods and processes have been absorbed by 
improvements in the product which customers have indicated they 
want. 

Our price for this composite car has increased 58 percent over the 
past 10 years, compared with our cost increase of 68 percent. In other 
words, we are offering our customers a greatly improved product— 
“more car for the money.” 

As an example, let us compare the 1958: Chevrolet with its 1948 
counterpart. Those are on exhibits 1, 2, and 3 showing the car and 
the specifications. 

Senator Krrauver. We will make these photos General Motors ex- 
hibits. 

(The photos referred to may be found in the files of the subcom- 
mittee. ) 

(The comparison referred to follows. ) 


Specifications 





| 1958 Chevrolet “ Biscayne” 1948 Chevrolet “ Fleetmas- 
4-door sedan ter’ 4-door sedan 


3,439 pounds. -...........-- 3,115 pounds, 
Overall length . ERs 197% inches. 
Overall width | 773% inches .--| 72% inches. 
Overall height : .-.-| 57 inches... ...| 66 inches. 
Shoulder room, front- a ..-| 56% inches ..-| 54 inches. 
Shoulder room, rear---.- oe 5644 inches-_-.------- scnaetinal 5414 inches. 
Hip room, front } te natn ac ndnanhind | 58 inches. 
Hip room, rear OG CS Sou ecl eek 48) inches. 
Leg room, front 4414 inches 4214 inches. 
Leg room, rear | 4234 inches__...__--- mast § | 39% inches. 
Head room, front | 3444 imches___............. 37% inches. 
ON RE EY: PRE. Se PD co cccacwanunns | 351% inches. 
Luggage space 25 cubic feet 17 cubic feet. 
Glass area, total___--- » souiuiieitioecaaara x aaioeteentiieaee | 3,576 square inches | 2,230 square inches. 


as a cabs caelseeibanbeod Dual headlamps. - - .---.--- | Single headlamps. 
Electrical system 6-volt. 


Cylinders. ..._- lidaahtahdacnty niinerh Inetieleaalbin etre amaed 6. 
Horsepower ‘ tata telecast oiatinandpacndnwl 90. 


Piston displacement | 235.5 cubic inches_...._--- | 216.5 cubic inches. 
orto... et eb coce tee ...| Automatic choke____......| Manual choke. 
Wheels and tires............... ae sap ieenieaace ade 14 by 7.50 inch tubeless | 16 by 6.00 inch tires and 


|. Cisapeccopecseanseses tubes. 
| 


Mr. Curtice. The 1958 Chevrolet is unquestionably the better car. 
It is lower, wider, longer, and heavier. The engine is more efficient 
and more powerful, providing much better performance. The chassis 
is stronger and the suspension greatly improved. Tires are longer 
wearing and provide a better ride. 


FOREIGN CARS 


Senator O’Manoney. Mr. Chairman, may I interrupt at that point? 
I notice you say it is a far better car because it is longer, wider, and 
heavier. Have you been receiving any complaints from the public 
about the possibility that these may be disadvantages rather than 
advantages ? 

I notice that it is much more difficult to park cars around the Senate 
Office Building nowadays than it used to be. We have 2 lines of cars 

22805—58—pt. 6—24 
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parked on 1 side of the building through which I usually enter. Once 
it was easily possible for all occupants of the building and visitors to 
the building to park without two lanes. 

Of course it may be that we are calling more witnesses to be heard 
on various inquiries before us, but I note also that in many cities 
downtown new garages are being built to afford parking space. In 
other words, to boil it down to a single question, do you think the 
modern car is too big? 

Mr. Courtice. No, I do not, Senator OMahoney. 

The present car—the line of cars which we are producing in General 
Motors, has attained their present dimensions as a result of the popular 
demand on the part of the public. 

Senator O’Manoney. Isn’t there an increasing demand for smaller 
cars ? 

Mr. Currice. There is, yes. The numbers sold in the year of 1957 
represented the largest number of so-called foreign-import cars that 
we have experienced thus far, however still representing a relatively 
small percent of the total. 

Senator O’Manoney. Is the General Motors foreign car, the Opel, 
for example, smaller than the Chevrolet ? 

Mr. Curtice. Oh, yes, very much smaller. 

Senator O’Manoney. What is the rate of importation of the Opel? 

Mr. Curtice. We currently bring in about a thousand per month 
and anticipate bringing in about 1,500 per month by June. 

Senator O’Manonry. Where do you get the material for these 
foreign-made cars ? 

Mr. Currice. Primarily in the foreign countries, where they are 
manufactured. 

Senator O’Manoney. So the labor also comes from abroad? 

Mr. Courtice. That is correct. 

Senator O’Manoney. Are any experts exported from the United 
States to the foreign factories to help make these cars? 

Mr. Courtice. No, I think not. 

Senator O’Manonery. So that the Opel is purely and completely a 
foreign-made car? 

Mr. Courtice. If I may correct you, did you say “expert” or “ex- 
ports”? 

Senator O’Manoney. No, I said “experts.” 

Mr. Curtice. I misunderstood you. We have a certain number 
of people in those plants who are American. Most, however, are of 
the nationality—German or English, or Australian. 

Senator O’Manonery. Then, what is the effect on the American 
economy of the exportation of American capital, so to speak, to build 
a new competitive car abroad in competition with General Motors’ 
cars and other American manufacturers ? 

Mr. Curtice. They are built primarily to serve the people in the 
countries in which those plants are located and the adjacent export 
markets on the continent. 

Senator O’Manonry. What proportion of the total market of Opels 
abroad annually come back into the United States ? 

Mr. Curtice. Very insignificant. 

The Opel plant will build—well last year it built 230,000 vehicles. 
We imported about 3,400, of which 1,200 were registered in customers’ 
names. 
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This year, I would expect them to build about 285,000 and perhaps 
we will bring in 12 or 15 thousand, depending upon whether or not 
they will sell. 

Senator O’Manonry. The newspaper accounts which I have read 
recently indicate that the motor industry, as a whole, expects the 
Sepertation of between 300,000 and 400,000 foreign-made cars of all 
makes during this year. 

Do you agree with that? 

Mr. Curtice. I would not have any measure of that. 

I think there were about 200,000 sold in this country in 1957; and 
I have not any measure of the rate at which they are moving so far 
in 1958. 

Senator O’Manoneyr. Some of these cars, of course are made by 
foreign manufacturers? 

Mr. Courtice. Oh, yes. 

Senator O’Manonryr. And some are made by American manufac- 
turers. General Motors has its factories abroad. Ford has its fac- 
tories abroad, and I understand that Chrysler plans some factories 
abroad ; am I correct in that ? 

Mr. Courtice. I would not know. We have plants abroad, yes, sir; 
but I would not know anything about the other. 

Senator O’Manonry. May I ask you then, Mr. Curtice, to what 
area abroad do you ship your foreign-made cars? How many coun- 
tries are concerned ¢ 

Mr. Curtice. The Opel is shipped to all of the Benelux countries, 
and the Scandinavian countries, and Switzerland. 

Senator O’Manoney. Doany goto Yugoslavia? 

Mr. Courtice. I believe not. 

Senator O’Manoney. Where are these foreign cars designed? I 
mean your own foreign cars. 

Mr. Curtice. They are designed at the factory at Russelsheim. 

Senator O’Manoney. Not here at all? 

Mr. Curtice. Contributed to from here; yes, sir. 

Senator O’Manonery. Do you plan to build a small car here in 
the United States to compete with imported smaller cars ? 

Mr. Curtice. For over the years that has been a subject that we 
have constantly studied. 

Thus far it has not been practical from the standpoint of the eco- 
nomics to offer the small car, on the basis that because you take the 
value out so much more rapidly than you can take the cost out. 

Senator O’Manonry. Thank you, Mr. Curtice. I have another ques- 
tion in mind but I do not want you to answer it extemporaneously, 
because I think it goes to the very heart of the economics of this 
problem of worldwide motor manufacture and trade. 

I would like to have you, at your convenience, prepare and submit 
to the committee for its consideration a statement of your opinion 
with respect to the economic effect of the exportation of American 
capital into foreign countries to use foreign labor and foreign mate- 
rial which will be eventually used in competition with the same ele- 
ments here in the United States. To make it clear that I am not 
talking about motors alone, I want to point out that the big packers 
in times past have built factories in South America, for example, in 
order to utilize and process the livestock of those countries for ex- 
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portation into the United States. So it is a big problem, and I have 
no doubt you and your organization have given study to it. But 
I think it would be helpful ‘to us if we had your views in the record, 
at your convenience. 

Mr. Curtice. We will try to develop them. 

Senator Krerauver. Mr. Curtice, while you are on the subject of 
foreign cars, I think the record should show what is the importation 
into this countr y of the Opel when you ship it from abroad ? 

Mr. Curtice. How much or what rate ? 

Senator Krerauver. I mean, how much ? 

Mr. Courtice. It is about a hundred dollars duty. 

Senator Keravuver. And it would be about the same for a Volks- 
wagen ? 

Mr. Courtice. It would be less for a Volkswagen. 

Senator Kerauver. You mean the price is less? 

Mr. Curtice. The price of the Volkswagen is less at the home plant 
as well as brought into this country. 

Senator Keravver. Can you tell us in approximate figures how much 
the importation on a Volkswagen is? 

Mr. Curtice. No;I cannot. I could just guess that it might be about 
three-quarters of that on the Opel. 

Senator Keravuver. How many Volkswagens came in last year and 
how many do you expect to come in this year, or other foreign cars not 
made by American manufacturers ? 

Mr. Courtice. Well, I think that all foreign cars totaled about 
200,000. Now I donot have in mind the exact breakdown by makes. 

Senator Kerauver. Yours last year was about 3,400 and so I assume 
that most of that 200,000 were foreign cars made by foreign manu- 
facturers. 

Mr. Curttice. That is correct. 

Senator Kerauver. Practically all of them? 

Mr. Curtice. Yes, sir. 

Mr. Donner. About a third of them were Volkswagens, of the 200,- 
000. About a third were Volkswagens. 

Senator Kerauver. Then, what is your expectation of Volkswagens 
and other foreign cars this year? That is, aside from those made by 
American manufacturers ? 

Mr. Currice. That, I said to Senator O’Mahoney that I have no 
measure of the rate at which they are moving in the retail market so 
far in 1958. 

Nor do I have any information as to what the plans of those com- 
panies may be to bring into this country products of their manufacture. 

Senator KEravver. Personally, I want to say, I do not want you or 
anyone else to get the impression that I, and I am sure the same is 
true of most members of the committee, begrudge the British and the 
Germans and the French or anybody else the manufacturing of their 
own automobiles or the fact that they trade with us and we trade with 
them. I personally am in favor of extensive foreign trade, and I 
know it cannot be a one-way street. 

But this is an important matter concerning the automobile indus- 
try, and that is the reason it has been gone into by me, at least, not 
on a critical basis because of the fact that some foreign companies are 
selling cars which they offer here if the purchasers want to buy them. 
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While we are on this subject, and I know you probably have not 
seen this paper, Mr. Curtice-—— 

Senator O’Manoney. Mr. Chairman, before you turn to another 
subject—— 

Sanator Kerauver. This is not another subject, I am just going to 
ask Mr. Curtice to do something. 

Senator O’Manoney. I beg your pardon, 

Senator Keravuver. A very intelligent economist, Dr. Ruby Turner 
Norris, who is the head of the economics division of Connecticut Col- 
lege—she said you were a member of the board of directors of Con- 
necticut College—— 

Mr. Curtice. I have the honor to be. 

Senator Kerauver. And that your daughter was one of the stu- 
dents there, I believe. She testified very late yesterday afternoon so 
we did not have very many Senators or a large audience to listen 
to her. She has made a survey on the attitude of buyers and this 
survey deals with the matter of foreign cars, and it is very interest- 
ing, going into the matter of new styling and whatnot, and the 
cost of it, and if you have not seen this, I can give you a copy and 
perhaps during the noon recess you could read it. There will be 
some questions I would like to ask you later on that. Are you famil- 
iar with it? 

Mr. Currice. I have not seen it. 

Senator Kerauver. We will furnish you with a copy. 

Mr. Currice. It looks like a pretty lengthy document to me. 

Senator Kerauver. It has many charts. But it is only about 20 
pages, about the length of your presentation. [Laughter. ] 

nator O’Manoney. It will be almost a good as a lunch. 

Senator Kerrauver. Senator O’Mahoney, do you have another 
question ? 

Senator O’Manoney. Mr. Chairman, Mr. Curtice, in response to 
your question, made a comment upon the prices of the Opel car and 
of the Volkswagen. I understood him to say that the price of the 
Opel, that is the General Motors product, is greater at the factory 
than that of the Volkswagen. Did I understand you correctly? 

Mr. Currice. That is correct. 

Senator O’Manonry. Do you have independent distributors in 
Europe of these cars? Do you have local dealers? 

Mr. Currice. Yes, we have local dealer organizations which sell 
those cars. 

Senator O’Manoney. And they are independent of —— 

Mr. Curtice. Independent. 

Senator O’Manoney. Of the company itself? 

Mr. Curtice. Entirely-so. 

4 Eoator O’Manoney. How do you sell the cars to those European 
ealers ? 

Mr. Curtice. They are sold upon the wholesale basis. 

Senator O’Manoney. Do the dealers pay at the factory price? 

Mr. Curtice. Yes, I believe they do. 

Senator O’Manoney. There is no doubt in your mind ? 

Mr. Curtice. I think that is correct. 

Mr. Donner. No, some of the 
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Senator O’Manoney. I am trying to find out whether you use the 
same sales practice abroad that you use in the United States. The 
1955 hearing on General Motors disclosed that the American dealer 
pays the full factory price before he takes the car away. Many other 
commodities manufactured by large organizations are sold to dealers 
on a time basis, maybe a 30-day basis or some other basis of that kind. 
Do you have this cash on the barrelhead plan in Europe the same as 
you do in the United States? 

Mr. Courtice. Senator O’Mahoney, technically you are not quite 
correct in saying that they pay before they take them away. 

Senator O’Manoney. I wish you would correct me. 

Mr. Courtice. They pay at the time they are delivered to them. 

Senator O’Manoney. Delivered where? 

Mr. Curtics, At their dealership. 

Senator O’Manoney. At the dealership? 

Mr. Courtice. Yes, sir, that is in this country. 

Senator O’Manoney. But the payment is made then, not at the 
factory but at the dealership ? 

Mr. Courtice. At the dealership when the car is delivered. 

pares O’Manoney. At the moment of delivery, the full price is 

ai 
‘ Mr. Courtice. The wholesale price. 

Senator O’Manoney. Yes, the wholesale price is paid. 

Mr. Curtice. Yes, sir. 

Senator O’Manoney. So that if there is any increase in the price 
of the car to the dealer in the wholesale price, that increase was made 
by the factory and not by the local dealer ? 

Mr. Courtice. The wholesale prices are established by the factory. 

Senator O’Manoney. Yes. I ask that question because I have had 
contact with many dealers who feel that their position in the present 
situation, the lack of demand, for example, has made them sell their 
cars at a very much lower margin than formerly. 

I have been told, for example, that in 1957 for most dealers, and 
this is not General Motors dealers alone, that most dealers were op- 
erating on a margin considerably less than 2 percent profit. 

Have you heard anything of that nature ? 

Mr. Courtice. That may be true of certain dealers or groups of 
dealers. General Motors dealers are doing very well. 

Senator O’Manoney. I am glad you got the opportunity to make 
the plug for your very good dealerships throughout the country. 
Thank you, Mr. Chairman. 

Senator Keravver. Will you continue, Mr. Curtice. 

Mr. Courtice. Glass area has been increased 60 percent over 1948. 
The windshield is the panoramic type pioneered by General Motors, 
with posts moved back for better vision; an important safety factor. 
Shoulder, hip, and leg room, both front and rear, have been increased 
over 1948. 

Many of these improvements have involved higher material and 
manufacturing costs. For example, the use of aluminum pistons in 
place of cost iron pistons increased material costs. The new design 
for stronger frames added to manufacturing costs. The panoramic 
windshield increased both material and manufacturing costs. 

Now a word about depreciation costs. Since World War II, Gen- 
eral Motors has expended in the United States alone over $4 billion 


| 


ADMINISTERED PRICES 2487 


to improve and expand its facilities in the interest of maintaining 
high standards of quality and efficiency, of making better products, 
and of assuring ourselves the capacity needed to serve the require- 
ments of our customers. These heavy capital expenditures reflect the 
greatly increased costs of new construction, machinery, and equip- 
ment. For example, today the factory construction cost index is 244 
times its immediate postwar level, while the machinery cost index is 
up almost as much. As we spend more for new plants and facilities, 
there results a corresponding increase in depreciation costs. 

I should point out Seon that through these increased capital expend- 
itures we are meeting the needs of our customers and are providing 
many additional jobs. 

Senator Kerauver. Mr. Curtice, while you are on the matter of de- 
preciation, will you furnish the staff of the committee the amount of 
rapid amortization certificates which General Motors received ? 

r. Currice. We can; yes, sir. 

Senator Kreravuver. During the period when they were issued. 

Mr. Curtice. Yes, sir; we can. 

Senator Kerauver. Do you have it readily handy ? 

Mr. Curtice. No, sir. I donot. 

Senator Keravuver. Will you supply that for the committee? 

Mr. Curtice. Yes, sir. 

Senator Keravuver. When it is supplied, it will be made a part of 
the record. I got the impression from Mr. Donner—do you have that 
information ¢ 

Mr. Donner. No; we wouldn’t have that here. 

sar) information referred to may be found in the appendix on 

. 8837. 

, Mr. Curricr. Our employment in the United States currently is 
475,000; up from 340,000 in 1948. This means we have provided 
135,000 additional good jobs in General Motors over the past 10 years. 
Furthermore, we have made possible additional thousands of jobs in 
the plants of our 26,000 suppliers who sell us goods and services. The 
importance of the impact on suppliers is shown by the fact that we 
pay 50 cents out of every dollar of receipts to them. Our 18,000 
dealers have also added many thousands of jobs during this period. 

I believe you will have gathered from my discussion that the prices 
that enter into costs are largely beyond the control of the manufac- 
turer. For example, the prices we pay for materials are established 
in the market place. Increases in our material costs are attributable 
primarily to higher prices of metal products, which make up the bulk 
of our outside purchases. These higher prices in turn reflect higher 
labor costs in the metal producing and fabricating industries. 

Our payroll costs, as I have pointed out, increased 66 percent from 
1948 to 1958. This increase was due in part to the added labor costs 
of the improvements that have to be built into our cars each year to 
meet competitive market conditions, but primarily to a pronounced 
upward trend in wage rates and fringe benefits established through 
collective bargaining with the unions representing our employees. 

a matter of fact, substantially all cost increases are the ae of 


an upward trend in wage rates and fringe benefits since most of the 
cost of any product, raw material, or service represents labor costs. 
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At this point I would like to comment on the use of the word “admin- 
istered” to characterize prices in the automobile industry. Those who 
use this word would seem to imply many things. 

One implication is that the pricing practices of the automobile 
industry are different from the practices of most industries. Such 
is not the case. The facts are, of course, that the prices of most manu- 
factured goods sold in this country are set ahead of time and do not 
change with each individual transaction. 

Another implication is that prices in the automobile industry are 
in some way insulated from the forces of competition. Nothing, of 
course, could be further from the truth. 

Changes in prices in the automobile industry, as we have shown, 
are the result of three powerful forces—the nature of the automobile 
market, competition, and cost of production. 

Prices of any one manufacturer must be competitive with values 
offered by other automobile manufacturers and with the values of 
other products competing for the customer’s dollar. I would like to 
add that just as the operation of these factors closely limits the actions 
of each producer, so, too, does it make impossible pricing by any 
arbitrary formula. 

The invitation to testify at this hearing included reference to Mr. 
Walter Reuther’s proposal last August to the presidents of three 
automobile companies to the effect that 1958 car prices be reduced 
“at least $100” per unit. 

Mr. Reuther’s proposal was indeed “vague and indefinite” insofar 
as what he offered to do was concerned. 

Further, I think you will agree that in the light of the facts I have 
given you today, the proposal was completely unrealistic. 

Mr. Reuther asked that the companies reduce their prices last fall. 
In return Mr. Reuther offered to give “full consideration” to the effect 
of the reductions on the corporations’ financial position in drafting 
1958 wage demands. 

The point that was apparently missed by many was that, while Mr. 
Reuther was asking virtually immediate concessions from the com- 
panies, he offered no concessions of his own, but merely “consideration” 
9 months later when wage negotiations are scheduled and the bulk 
of the 1958 model run will have been produced. 

At best his offer can be interpreted only to mean that he might 
make his 1958 demands somewhat less excessive than UAW publicity 
has indicated they will be. 

As I told Mr. Reuther in my reply to his proposal, I found it some- 
what difficult to reconcile his professed concern over inflation with 
his announced 1958 collective-bargaining program. 

As I have shown here, increased wage costs have been the largest 
single element in our rising costs. In view of this fact, the proposed 
reduction of $100 in the price of our cars—without an equivalent 
reduction in costs—would have been entirely unjustified. 

I think it is pertinent here to point out that Mr. Reuther’s proposal 
was not new. We heard much the same thing 12 years ago. 

You may recall the UAW-CIO 119-day strike against General 
Motors in 1945-46. At that time, too, Mr. Reuther called upon Gen- 
eral Motors not only to grant his wage demands but to reduce the price 
of its Chevrolet car by $100. 
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He demanded that General Motors “open the books” to prove or 
disprove his theory that wage demands could be settled on the basis 
of a company’s “ability to pay.” 

Yet Mr. Reuther himself subsequently characterized these proposals 
for what they were. 

At a press conference held shortly after the settlement of the 119-day 
strike he said: 


Thomas (R. J. Thomas, then president of the UAW-CIO) knows as well as I 
do that the whole question of producing the books was merely a public-relations 
job on our part. * * * 


And further: 


* * * Tt was used to put the company on the spot so that they would have to 
talk economics or be over a barrel. * * * 

In view of the similarity between the proposal of last August and 
the historical record, it is obvious that this maneuver was just another 
“public-relations job.” 

Senator Keravver. Mr. Curtice, I think this might be a very good 
place to bring this up. 

I do not know if you followed Mr. Reuther’s testimony in detail. 
He said in connection with the matter back in 1945, among other things, 
that he offered to have some disinterested arbitration group. I think 
he said that there was one at that time, to see any records, that the 
union officials did not particularly want to see them, but to let an 
arbitration committee see the confidential information and keep it 
confidential, but to make a finding as to whether price reductions 
could be made and whether wage demands could be met and just what 
the situation was. 

That was in 1945. He said that later, after the strike had gone on 
for a long time, it became a very serious matter not only for the auto- 
mobile industry but for industries and their employees depending 
upon the automobile industry. 

He said that President Truman appointed an arbitration committee 
composed of the present President’s brother, Milton Eisenhower, 
Lloyd Garrison of New York, and a judge from the circuit court in 
North Carolina, that they went before the President’s Committee— 
President Truman’s Committee—and presented their side, but General 
Motors refused to come before the Committee or give it any informa- 
tion, and he denies that he wanted any trade secrets, that 1s, that the 
union wanted any trade secrets. They just wanted an arbitration 
committee to have a chance of confidentially examining them. 

What is your recollection or what do you say about that? 

Mr. Courtice. I think reading from the statement made public by 
the UAW-CIO before the factfinding board—this says: 


The union also declared that occasion might arise where it might be neces- 
sary for it (the union) to consider whether the company is “paying the President 
too much money”—whether the directors, “who aren’t doing anything might be 
getting too much money”—whether “the engineers ought to be sweeping the shop 
up instead of designing their products”—whether “the managerial personnel has 


gone to seed.” 

Senator Keravuver. I was asking you specifically about these two 
committees, one of which was to arbitrate the matter between you and 
the UAW, and the other was a committee appointed by President Tru- 
man, apparently, as to whether his representations were correct. 
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In other words, did you refuse to appear before the President’s 
Fact-finding Committee? 

Mr. Curtice. He suggested arbitration, which was rejected by the 
corporation. 

The Factfinding Committee to which you have referred, appointed 
by President Truman, we did appear before that Committee but we 
did not remain. We did not remain when the matters under discus- 
sion or the position taken by the Factfinding Committee seemed to 
follow in the direction of ability to pay and open the books. 

Demetor Keravuver. You mean you did testify before the Com- 
mittee ? 

Mr. Courtice. We came and appeared before the Committee. We 
found it necessary to withdraw. 

Senator Kerauver. Without giving the Committee any information 
or testifying? 

Mr. Courtice. I am informed that before we could testify, Presi- 
dent Truman did state that profits and ability to pay were a matter for 
negotiation. 

Senator Kreravver. You mean a matter for consideration ? 

Mr. Courtice. For consideration, for collective bargaining, were 
matters for collective bargaining. 

I think you will remember at that time, too— 

Senator Kerauver. You mean at that point you withdrew ? 

Mr. Curtice. Yes, that is right. 

Senator Kerauver. I do not want to rehash the whole matter, but 
don’t you think he had a right to say they were matters for con- 
sideration ? 

If you were a company losing money, you would want that con- 
sidered ; and if you are a company making money, wouldn’t you want 
that considered ? 

Mr. Curtice. We would not negotiate at any time on the basis of 
ability to pay. 

Senator Keravver. You mean if you were losing money, you would 
not _ that was important to bring out before a Presidential Com- 
mittee ? 

Mr. Courtice. I think if we were losing money, I think it would 
probably be a matter of taking a good look at our management. 

Senator Keravver. Anyway, you withdrew from participation be- 
fore the committee. 

I just wanted to get the record straight about what happened. 

Mr. Courtice. Yes, sir. 

I think I might—— 

Senator Keravuver. And never presented any evidence before the 
committee ? 

Mr. Curtice. No, sir. 

I think I might add at that time we were still under price controls, 
also, and the policy with respect to pricing was changing. 

As a matter of fact, before the strike occurred, the announced policy 
of the administration was that cost increases might be recovered in 
price, not that they could, but that they might be; and, on that basis, 
according to our interpretation and in relation to the poor ae 
rise which had occurred, we calculated that the 1314 cents woul 
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represent a fair estimate, and we made such an offer prior to the time 
that the union elected to strike. 

However, their demands at that time were very substantially above 
that—I think about 35 cents, if my memory is correct—30 percent. 
They were 30 percent, rather than—— 

Senator O’Manoney. Mr. Chairman—— 

Senator Kerauver. Senator O’Mahoney ? 


FACT-FINDING COMMITTEE IN 1948 


Senator O’Manonery. I do not pretend to voice any judgment about 
the facts in this instance concerning which the chairman of the com- 
mittee has been interrogating Mr. Curtice; but I am very much inter- 
ested in the principle upon which you have testified that you acted. 

In order that it may be clear in my mind, may I ask you the question 
in this form: 

Do I understand you correctly that when a factfinding committee, 
appointed by the President of the United States, indicated the desire 
to examine the books of General Motors Corp., you felt compelled to 
withdraw ? 

Mr. Curtice. That is correct. 

Senator O’Manoney. Then it was your position that you would 
not exhibit the books —— 

Mr. Courtice. There were other facts also but that was among those 
other facts. 

Senator O’Manoney. Then this was one of the facts, that you felt 
that you were compelled for your own reasons to decline to disclose 
toa factfinding commission, appointed by the President of the United 
States, the costs that might be exhibited in your books? 

Mr. Currice. That is correct. 

Senator O’Manonery. Did I understand you also to say that one 
of the factors in this withdrawal of General Motors was that the 
decision to withdraw was made when it appeared to you that the 
discussion was tending toward a determination of the ability of a 
manufacturer to pay ? 

Mr. Courtice. Well, that was a part of it, yes, sir. 

Senator O’Manoney. In other words, it was your feeling, the feel- 
ing of management of General Motors, that the ability of a begperte- 
tion or an employer to pay should not be taken into consideration ! 

Mr. Currice. Yes, sir. 

Senator O’Manoney. Off the record. 

(Off the record.) 

Senator O’Manoney. Returning to the matter, what, in your judg- 
ment, is the measure of the compensation workers should receive— 
mechanical workers ? 

Mr. Courtice. I think we developed in 1948 a very practical method 
of determining, at which time we proposed to the union and unions 
representing our employees—and there are quite a good many, the 
UAW represents the largest segment—we proposed to the union at 
that time the cost-of-living formula and accompanied by the im- 
provement factor. 

Now the cost-of-living formula was to provide an assurance that— 
of maintaining the buying power of an hour of work. 
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The improvement factor was to represent an improvement in the 
standard of living of the employee. ‘That was accepted by the union 
and it became a 2-year agreement. 

In addition to what I have said, this is a part of the collective 
bargaining agreement. 

Senator O’Mahoney. Yes I am familiar with that. 

Mr. Curtice (reading) : 

The establishment of wage scales for each operation is necessarily a matter 
for local negotiation and agreement between the plant managements and the 
shop committees of the local circumstances affecting each operation, giving con- 
sideration to the relevant factors of productivity, continuity of employment, the 
general level of wages in the community and the wages paid by competitors. 

Senator O’Manonry. Does—— 

Mr. Curtice. That again, if I may interrupt, that same formula 
was again offered in 1950, at which time we entered into the 5-year 
agreement with the union, all of the proposals, including the mainte- 
nance of the cost-of-living clause, and the improvement factor became 
a part of our 1950 agreement and is still in effect. 

Senator O’Manoney. Do you regard that as a nonalterable formula 
for measuring ? 

Mr. Courtice. I regard it as a very equitable basis of determination. 

In the first place, it maintains purchasing power and our employees 
think very highly of it. 

Senator O’Manoney. I am not criticizing it at all, Mr. Curtice. 

Mr. Courtice. Some people say it is inflationary and some people 
say it is deflationary. 

You can make your choice but it is a method, an orderly method of 
arriving at it, a basis of pay which maintains the purchasing power 
of the employee. 

Senator O’Manoney. I am sure it has that effect. 

But I note from your testimony and from other testimony over 
the years, and from the publications of General Motors, that you have 
by far more employees than any other automobile manufacturer. 

I have noted that through the years General Motors has gained 
steadily in the proportion of cars sold to the American public, or 
market. 

I think it was brought out in our own hearings at one time it was 
the policy suggested by Mr. Sloan, that General Motors should be 
careful never to go above about 50 percent of the total market. 

We all know that the number of manufacturers of automobiles has 
steadily declined, and that now we have the Big Three—General 
Motors, Ford, and Chrysler. 

These 3 probably control more than 90 percent, if not more than 
95 percent, of the current market, and that most of the opportunities 
for employment are therefore with the biggest of the Big Three. 

Is it an element in determining the compensation that a worker 
should receive that he has very liftle choice to go elsewhere to ply the 
trade to which he has been trained ? 

Mr. Currice. Well, I think we have a very high turnover. I can 
get the exact figures, but it is surprising how high—and out of 65 
million people gainfully employed in December 1957, 475,000, were 
in General Motors, it would appear that there are many jobs available 
elsewhere. 

And certainly that would utilize the skills of our employees. 
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Senator O’Manonry. But my question was, do you think it is a 
factor in employment that skilled workers in the automobile business 
do not have very many automobile manufacturers to choose among? 

Mr. Curtice. I think that the answer to that is the number that you 
enumerated. 

oe O’Manoney. Is that enough to provide a real choice for the 
worker ? 

Mr. Courtice. I think you are getting into a different subject, Sen- 
ator O’Mahoney; and I might say that our growth and development 
has come as a result of public preference, without which no company 

ows. 

o We have endeavored over the years to offer to the prospective cus- 
tomer a great value for his dollar, and I think the public is very smart 
in determining who is offering the value for the dollar, and, by their 
actions in according us such preference, it has necessarily resulted in 
the position that we have in our industry. 

Senator O’Manoney. Noticing Mr. Donner by your side at the table, 
Iam prompted to ask you if you give no credit to GMAC for the 
great advance of General Motors? 

Mr. Curtice. GMAC has made a contribution, yes. 

Senator O’Manonry. I think a substantial contribution. Thank 
you very much. 

Mr. Curtice. The moneys would be available from other sources. 

Senator O’Manoney. We will go into that at a later date. 

Senator Lancer. Mr. Chairman. 

Senator Keravuver. Senator Langer. 

Mr. Curtice. I might add on the matter of turnover which I re- 
ferred to, it is 1.2 per month now, and it has been at times as high as 
4 percent, so that apparently our employees are attracted elsewhere, 
some of them. 

Senator Keravuver. Senator Langer has a question. 

Senator Lancer. Mr. Curtice, when President Truman appointed 
that factfinding committee, were you an officer of General Motors? 

Mr. Curtice. Yes, sir. 

Senator Lancer. And did you come down to Washington ? 

Mr. Courtice. No, sir. 

Senator Lancer. Are any of the gentlemen here with you today 
who came down at that time’ 

Mr. Curtice. Yes; Mr. Hogan, our general counsel. 

Senator Lancer. I would like to ask him a few questions. 

Senator Kerauver. Come around, Mr. Hogan. Trade places with 
Mr. Power. 
wn: Courtice. This is Mr. Henry Hogan, general counsel for General 

otors. 

Senator Keravuver. Did Mr. Bradley come down then? 

Mr. Hocan. At that time, no. 

Senator Lancer. Did you raise any objection to the three men ap- 
pointed by President Truman ? 

Mr. Hoean. As to their character, their ability? No, sir. 

Senator Lancer. Their honesty, fairness? 

Mr. Hocan. No,sir. They were outstanding citizens. 


Senator Lancer. How long were you before the fact-finding com- 
mittee ? 
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Mr. Hogan. I did not handle it, but my recollection is that there 
was a meeting one forenoon laying the ground rules for what the 
factfinding committee would find and the limitations, and after that 
I do not know what went on. 

Senator Lancer. At the time that you met before this factfinding 
committee, did the UAW present their case ¢ 

Mr. Hogan, I do not know. I was not present while there was any 
presentation being made. 

We had an argument before the factfinding board as to the limita- 
tions of the hearing and the like, and after that they scheduled a hear- 
ing which we did not attend. 

_ ie Lancer. What specific reason was there that you refused to 
disclose what the factfinding committee wanted to know? 

Mr. Hogan. I am not so sure that the factfinding committee as 4 
matter of fact asked us anything. 

That is not my recollection and that they asked us anything except 
to attend the hearing. We did not attend the hearing. 

Senator Lancer. Dia they ask you to disclose your profits? 

Mr. Hogan. My recollection is that we were not asked to do any- 
thing but attend the hearing. 

Senator Lancer, Did they ask you to let them see your books? 

Mr. Hogan. I am sure that was not asked of us. 

As a matter of fact, there was nothing in the books that would have 
answered any of the points that have been raised by the union. 

Senator Lancer. You did not refuse to go into the matter, because 
of your alleged unconscionable profits, with the union ? 

Mr. Hogan. I do not think that we at any time raised any issues 
as to our profits, or nonprofits. We took the position that whether we 
could pay or could not pay was not a bargainable issue. 

The issue had to do with merits of what they were proposing. 

Mr. Courtice. I think, Senator Langer, if I may interrupt at this 
point, the time was October 1945, when we were just converting from 
warwork to commercial activity. 

Now the time of the appointment of the factfinding committee came 
later, but this was the time that the demands were made upon us by 
the union for a 30-percent increase, and I think the strike occurred 
the 21st of November, 

Mr. Hogan. Yes; in 1945. 

Senator Lancer. Mr. Curtice, it seems to me that when the Presi- 
dent of the United States appoints these fine citizens to take up 
matter of his kind, according to Mr. Reuther’s testimony, the union 
would then have made a full disclosure—now I hear from Mr. Hogan. 
He says you were only there a part of the forenoon. 

Mr. Hogan. If the only issue, Senator, was whether we could pay 
or not, that was an issue we had not raised, We had not raised the 
question of our inability to pay. We had raised the point that our 
ability or nonability was not an issue. That the issue was what was 
the union proposing and what was our answer to that. 

Senator O’Manoney. Will the Senator yield to me for just 4 
moment ? 

Senator Langer. Yes. 

Senator O’Manonery. The issue, Mr. Hogan, is not what the union 
was asking at all. The issue here is whether or not General Motors 
was refusing a request of the President’s factfinding board. 
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Senator Lancer, Exactly. 

Senator O’Manoney. Your testimony is contradicting the testi- 
mony of Mr, Curtice. I wonder if you were here when he responded 
to my a 

Mr. Hogan. Yes, Senator, I was here, but I do not know——- 

Senator O’Manonery. Don’t you know that Mr. Curtice stated spe- 
cifically that when it appear that the issue was directed toward opening 
the books, General Motors reached the decision it would not open the 
books to the President’s committee? Do you deny that? 

Mr. Hoean. I said that the issue presented by General Motors was 
not the ability or the nonability of General Motors to pay. There was 
no need of a factfinding committee. 

Senator O’Manoney. That is not the question, sir. Would you 
come back to the question ? 

Did Mr. Curtice correctly describe the situation, that General Motors 
withdrew when it appeared that the factfinding board wanted to ex- 
amine the books? 

Mr. Hogan. I do not know whether he said “wanted to examine 
the books” but we withdrew. 

Senator O’Manoney. He said “open the books.” 

Mr. Hocan. We withdrew when the issue was our ability to pay. 

Senator O’Manonry. Made by whom? 

Mr. Hocan. Made by the union and the factfinding committee. 

Senator O’Manoney. The factfinding committee did ask for this 
information ? 

Mr. Hogan. They said that they were going to hear the issue as to 
whether we could pay or not. 

Senator O’Manoney. And you said they would not hear the issue. 

Mr. Hogan. We said that was not an issue before the committee. 

Senator O’Manoney. I think that demonstrates that you withdrew 
for the specific reasons that Mr. Curtice stated. 

Senator Kerauver. Do you agree to that, Mr. Curtice? Are you 
gentlemen in agreement about the facts now ? 

Mr. Curtice. I think since this occurred 10 years ago, in order that 
the record be factual, we should have the opportunity of checking back 
into the records and supplying the necessary information. 

Senator Kerauver. We will of course bs glad to have your addi- 
tional statement about it, but it was a point that was made and dis- 
cussed in your main presentation, so I thought we should ask about 
it at this time. 

But as I understand from Mr. Hogan, you met with the President’s 
Committee one morning, and they never had asked you for anything, 
but when there was some indication that the Committee wanted to 
examine the records and find out about your ability to pay, then you 
withdrew. 

Mr. Hogan. That is correct, because we said that was not an issue, 
that we had not raised that issue. 

Senator Keravuver. You interpreted what they said, that they might 
want to go into your records in connection with your ability to pay? 

Mr. Hocan. Well, we were not quite clear what they wanted, but 
we were clear in our own mind that that defense had not been raised 
by us, our ability or inability to pay. 

Senator Keravuver. And so at that point you withdrew ? 
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Mr. Hogan. That is correct. 

Senator Keravuver. Of course, I think it should be made clear that 
so far as the testimony here, and I believe it was true, that they did 
not want any information for the purpose of giving out any informa- 
tion or giving it to the union or anybody else. They just wanted 
information to reach their own decisions and their own conclusions. 

Mr. Hogan. Well, they wanted information on an issue that was 
not an issue. We had not raised that point. 

Senator Keravuver. I mean, that was your interpretation that it 
was not an issue. 

Mr. Hogan. The best way to answer that is the company’s position 
at the time, that it had not raised the question of its ability to pay 
or not to 5 4 

Senator Keravuver. Mr. Curtice said the President thougbt it was 
an issue and disagreed with the President and withdrew. Is that 
what you said, Mr. Curtice? 

Mr. Currice. I was informed that at that time the President an- 
nounced that ability to pay was a pertinent question for collective 
bargaining, but I think that we should have the opportunity to review 
the record, because you are raising a question on a 10-year-old episode 
and details. 

Senator Kerauver. We will give you that opportunity, of course, 
but I just wanted to establish as many points and facts as we could. 

As I understand it, you withdrew before any request was actually 
made to go into any records or books; is that correct ? 

Mr. Hogan. That is correct, sir. 

Senator Keravuver. Mr. Curtice, do you take the unequivocal posi- 
tion, and is that general in the automobile industry, that whether 
you are making a profit or a loss should have nothing to do with a 
wage demand ? 

Mr. Curtice. I can only speak for General Motors, but we have 
never considered that ability to pay was a matter for collective bar- 
gaining. 

Senator Keravver. As I recall, in 1933, you made 1.1 percent profit 
on your net worth. Suppose the union had asked for a wage increase 
then, if there had been a union ? 

Mr. Curtice. But they didn’t. 

Senator Keravuver. Do you think that would have been taken into 
consideration ? 

: Mr Courtice. If we had any unions at that time, they did not ask 
or any. 

Senator Keravver. As a matter of fact, the fact that you were not 
making any money, and other companies were losing money, wages 
were actually cut on that basis, at that time; were they not? 

Mr. Courtice. I think there was some adjustment downward, but 
that is too far back for my memory. 

Senator Kreravuver. I was reading last night the biography of Ford, 
refreshing my recollection, and I got the impression that most of the 
companies as a matter of fact were not making any money, they were 
losing money, and you were just barely breaking even, and they did 
ask for wage adjustments downward, and got them. 

Do you recall that? 

Mr. Curtice. No, sir. 
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Senator Kerauver. Did you think under no circumstances, whether 
you are making or losing money, that ability to pay should have any- 
thing to do, should be taken into consideration, in arriving at a rea- 
Sable wage? , 

Mr. Currice. Mr. Chairman, we think that our approach is much 
more constructive, which I outlined in my discussion earlier pertain- 
ing to the formula which we developed, proposed and was accepted 
by the union in 1948, the cost-of-living factor and the improvement 
factor, and which again was a part of our 1950 agreement, 1s a part 
of our current agreement. ' 

Senator Kerauver. But I just want to get it clear that it probably 
never will happen, but if you lose money in the future, that would not 
be a consideration that should be taken into account by the union or 
you in negotiating wages? 

Mr. Courtice. I think I said that we would not consider, do not con- 
sider ability to pay a negotiable issue. 

Senator Kerauver. Very well. 

Senator Lancer. Mr. Chairman. 

Senator Keravver. Senator Langer. 

Senator Lancer. I wish Mr. Curtice would tell us to whom he 
would show the books if he would not show them to a commission 
appointed by the President of the United States, what body is there 
that m your opinion is entitled to see them for the benefit of the 

ublic 
. Mr. Courtice. I think that there is a great deal of information in 
our records that is not for the benefit of the public. It is private 
information. 

Senator Lancer. Mr. Curtice, you are dealing with the public. 
oe are buying your cars. 

r. Curtice. Yes. 

Senator Lancer. It is a question of public protection, Government 
protection. You mean to tell this committee that no one is entitled 
tosee your books, no commission ? 

Mr. Courtice. No; I am not saying that. I am saying that it is 
confidential information and should be kept so. 

I think we furnished certain information of a nature to certain 
committees of the Congress at times. 

Senator O’Manonry. May I say, Mr. Curtice, that you did furnish 
such information to this committee when I was acting chairman in 
the General Motors study. 


Senator Lancer. Can you speak a little louder, 
O’Mahoney ? 

Senator O’Manonery. Yes, Senator. I was remarking that when I 
was acting chairman of the Antitrust and Monopoly Subcommittee 
and Mr. Joseph Burns was the chief counsel, General Motors did re- 
spond to our inquiry for confidential facts with respect to the costs of 
production. 

We had that information. We received it confidentially, and we 
preserved the confidential character of it. 

The committee at that time and no member of the committee and 


no member of the committee staff ever released any part of that in- 
formation ; is that not correct ? 


Senator 
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Mr. Courtice. Sir, to the best of my knowledge that is correct; yes, 
sir. 
Senator Keravuver. Mr. Curtice, while we are on this matter of con- 
fidential information, what happens if a court wants to subpena cer- 
tain records in connection with an alleged antitrust violation, do you 
still claim cofidentality ? 

Mr. Curticr. I think they have got such a subpena, yes, sir. 

Senator Kerauver. The fact is under a similar circumstance that 
may have happened to you, I am not certain, but in the aluminum case, 
the court uae and got certain confidential information from 
the aluminum company, held it en camera in confidence, on the under- 
standing that it would be released if it was of public interest, and it 
would not be if it was not. 

It was kept en camera for a certain period of time, but feeling 
what was happening in the aluminum company was of great public 
interest because of their dominant position in the aluminum industry, 
the court, and it was sustained by a special court acting for the Su- 
preme Court, ordered the information released and made public. 

You do not want to deny from a court the information that they 
want ? 

Mr. Curtice. No; I believe to the best of my knowledge we supply 
information that is subpenaed by the court. 

Senator Kreravuver. Of course, committees of Congress generally 
have the same power the courts have. 

We do not want to get any confidential information that is not in 
the public interest for the purpose of giving it to the union or your 
competitors or anybody else. 

e do ask the fullest cooperation, however, in getting information 
so that we can find out what is going on. 

One difficulty we have had is that information as to what each one 
of your divisions is doing, what your overseas business is doing, as 
compared with your domestic business, what part Frigidaire contrib- 
utes to the general assets and what part other divisions which used to 
be separate corporations contribute, you put them all together, and 
that makes it difficult to arrive at conclusions. Also, defense business 
is put into the same composite report. 

So that makes it very difficult to understand the concentration and 
the problems in the automobile industry as such, unless you can sepa- 
rate the parts. 

You understand that, and that is something we want to talk to you 
about in more detail later on. 

Mr. Courtice. Yes, I understand. 

Senator Krravver. One thing I am not sure whether you want the 
record left this way: You said that if you were making a loss, it was 
a good time to examine the competency of the management. 

Chrysler almost lost money a few years ago. I know the manage- 
ment of some of these little companies has been, I think, very good, 
yet they have usually lost money. American Motors is making money 
now, so there are other factors such as your position in the market, 
the economic resources, a lot of things like that have to do with 
whether you are making a profit or a loss and how much other than 
just the competence of the management, do you not think so? 
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Mr. Corrice. I think that is true, but I think that management 


plays a very important part in the success of any company, no matter 
what its size. 


Senator Keravver. Of course it may be how large a corporation 


you inherited when you became prea Dr. Curtice, or how much 
1 


of the business of the Nation you had. 

But you do not want to infer that the management of some of these 
other companies is not competent, I am sure. 

Mr. Curtice. No, sir; no, sir. 

Senator Wry. Mr. Chairman. 

Senator Keravuver. Senator Wiley. 

Senator Wixy. I have refrained from making any suggestions or 

uestioning the witness, but it is almost time to get something to eat. 
t want to make it clear that I think I sense the situation ag it existed 
back in 1945, but I want to ask a few questions about it. 

First I understand that at that time, as now, the wages of the auto- 
mobile men were probably the highest in the Nation among wage 
earners, is that correct ? 

Mr. Currice. I believe they were among the highest; yes, sir. 

Senator Witry. Secondly, that the union at that time wanted an 
increase of 30 percent ¢ 

Mr. Curtice. That is correct. 

Senator Witey. And you people said no to it ? 

Then there was some arbitration board, as it was called, appar- 
ently by the President, and at that time you people took the position 
that it was not an issue—your capability to pay more, and was not 
to be determined by your books? 

Mr. Courtice. That is correct. 

Senator Witey. And that you exercised your right, which was in 
question then, and which is in question now as to, I presume, similar 
committees appointed, that those books belong to you personally, be- 
long to your company and are not public property ? 

Mr. Courtice. That is correct. 

Senator Wier. That being so, I have a number of other questions, 
but I want to just ask several in relation to that very situation. 

You have not refused to sit down and seek to arbitrate with labor 
any time, have you? 

Mr. Currice. We have never refused to bargain with the repre- 
sentatives of unions who represent our employees, no, sir. 

Senator Wixey. Yes. 

You recognize that this committee has no function to interject it- 
self as arbitrator in a situation of collective bargaining, don’t you? 

Mr. Courtice. I would understand it that way; yes, sir. 

penetos Wuey. And you understand that is not our function here 
today ? 

Mr. Courtice. I thought that it was a matter of price. 

Senator Witey. What we are authorized to do is find out whether 
there has been any violation of antitrust or whether there is a mo- 
nopoly situation. 

Mr, Curtice. Yes, sir. 

Senator Witey. That is our function here. 

_ And I think that Mr. Reuther understood that very plainly yes- 
terday, and so what happened back in 1945, or what is happening 
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now in relation to collective bargaining is none of this committee’s 
business as I see it, and so, I would like to spend some time in finding 
out what your position is in relation to the obligation of applyin 
what we call the rules of equity between men, great power, political, 
economic or what not, and I think you will have a chance to reply 
to some of my questions after lunch. 

Mr. Curtice. Very good. 

Senator Kerauver. Suppose you finish the rest of your statement 
and then that will be a very good breaking off point for lunch. 

Mr. Courtice. All right. 

In this statement I have endeavored to present—— 

Senator Keravver. The committee will please be in order. 

We will be recessing shortly but our spectators must let us proceed 
without interruption. 

Mr. Courrics. In this statement I have endeavored to present the 
relationship of our costs and prices in the light of conditions as they 
actually exist. 

It is clear from a study of the influence of competitive factors on 
costs and prices that there can be no automatic wage-and-price for- 
mula—short of arbitrarily enforced wage and price controls—that can 
be applied to the problem of inflation. 

The same economic forces are at work in our industry as in an 
other industry. The upward pressure of costs in the long run wi 
affect prices, no matter what the industry. 

With rising costs, prices have to rise or else the automobile industry 
cannot long continue to supply the cars that the market wants. This 
is basic in a competitive industry and the automobile industry cer- 
tainly is competitive. 

Thank you very much. 

Senator Kerauver. Thank you very much, gentlemen. We will 
stand in recess until 2 o’clock this afternoon. 

Mr. Curtice. We will be here at your pleasure. 

(Whereupon, at 12 o’clock noon, the subcommittee was recessed, to 
reconvene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Keravuver. The committee will come to order. We will re- 
sume our hearing. 

Did you have any other matters you wished to present, Mr. Curtice, 
at this time, before we ask certain questions ? 

Mr. Curtice. No, Mr. Chairman, I do not. 

Senator Keravver. I think in order to lay the groundwork for the 
consideration of the problems of concentration and similar possible 
questions concerning monopoly or trends in that direction, it would be 
well to identify some charts that the staff has prepared. 

The first charts which were placed here Tuesday, and which are 
part of the record, show the distribution—total new car registrations 
for General Motors, Ford, Chrysler, and all others. They show that 
at the end of 1957 General Motors had about. 54 percent in the first 
three weeks of 1958. Ford’s part is about 28 percent; Chrysler’s is 14 
percent. All others are about 4 percent, I believe, at the present time 
in terms of production. 

Do these agree with your statistics generally, Mr. Curtice? 
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Mr. Curtice. Are these factory sales or registrations ? 

Senator Kreravuver. They are registrations, except in 1958, and in 
1958 they are production. 

Mr. Courtice. I think they substantially agree with our records. 

Senator Keravuver. The source of them is, Dr. Blair? 

Dr. Buarr. Automotive industries, trade journals and annual re- 

rts. 

Senator Keravver. That chart is already in the record, as commit- 
tee exhibit 1. 

(The chart referred to may be found on p. 2172.) 

Senator Keravuver. We had another chart yesterday which was a 
part of the record, I believe. 

Mr. Courtice. I think while we are waiting for that chart, Mr. Chair- 
man, I might make this observation, there has been very little change 
in the General Motors position since 1940 and 1941, as indicated by 
that chart which you have just put in the record. 

We had about 48 percent of the market in 1940-41 and last year, 
1957, 46 percent of the market, excluding imports. 

Senator Keravver. This table is on that very subject. Since we are 


referring to it, let us put it into the record at this point, as commit- 
tee exhibit 3. 


(The table referred to is as follows:) 


Market shares: Passenger cars—Percentage of total new-car registrations 


General Ford Chrysler Total Big All other 
Motors Three 
20.0 42.8 9.1 71.9 28. 1 
27.2 36.3 10.7 74.2 25.8 
42.5 15.2 10.6 68.4 31.6 
41.3 15. 5 10.6 67.5 32.5 
32.8 33.9 8.9 75.6 24.4 
34.5 40.4 8.6 83.4 16.6 
43.2 27.9 12.0 83. 1 16.9 
41.5 23.9 17.4 82.8 17.1 
43.3 21.0 25.8 90. 1 9.9 
39.8 28. 2 22.9 90.9 9.0 
38.3 30.2 22.9 91.5 8.5 
43.1 22.4 25.0 90. 5 9.5 
40.6 22.7 25.4 88.7 11.3 
44.8 20.5 25.0 90.3 9.7 
43.7 21.4 24.2 89.3 10.7 
47.5 18.9 23.7 90.1 9.9 
47.3 18.8 24.2 90.3 9.7 
37.8 22.0 25.7 85.5 14.5 
41.9 21.1 21.8 84.8 15.2 
40.6 18.8 21.4 80.8 19.1 
42.9 21.3 21.4 85. 6 14.4 
45.4 24.0 17.6 87.0 13.0 
42.8 22.2 21.8 86.8 13.2 
41.7 22.8 21.3 85.8 14.2 
45.1 25. 2 20.3 90. 6 9.4 
50.7 30.8 12.9 94.4 5.6 
50.8 27.6 16.8 95. 2 4.8 
50.8 28.4 15.5 94.7 5.3 
44.6 30.3 19.0 93.9 6.1 





Source: 1946-57: Automotive Industries; prior years: Various trade journals and individual company 


Senator Kreravuver. You are referring to what year, Mr. Curtice? 

Mr. Courtice. To 1940 and 1941. 

That chart indicated and it is correct, that our participation in the 
market was in the area of 48 percent. 

As of 1957, our participation in the market was 46 percent. We 
exceeded that in 2 years—1955 and 1956. 
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But all others, you can see there has been very little change. 
Senator Kerauver. Yes. We will make this table committee exhibit 


3. It shows that in 1941 your part was 47.3 percent, Ford 18.8, Chrys- 
ler 24.2, others 9.7. 


It shows, for example, in 1929 yours was 32.8, Ford was 33.9, Chrys- 
ler was 8.9, others were 24.4. 


It shows in 1956, which was a better year for you, I believe, than 
in 1957 that your part was 50.8, Ford was 28.4, Chrysler 15.5, all 
others were 5.3. Does that accord with your figures, Mr. Curtice? 

Mr. Currice. I think so. I do not have those figures before me, but 


generally speaking, I would say they were in line with our figures. 

In fact, in the twenties—— 

Senator Kreravver. In terms of the whole industry—we will make 
this committee exhibit 4—this table is from our report on concentra- 
tion in 1957. 

(The table referred to follows:) 


Motor vehicles: Share of industry shipments accounted for by largest companies, 
1954 compared with 1947—Industries arrayed by industry grouping 


Concentration ratio: 

Percent of value of Indexes 

shipments accounted 
Num- | Value of for by— 
ber of | shipments z 
Industry and year com- | (thousands 

panies | of dollars) 20 =| ~#=Pri- 

4largest)8 largest) largest | mary | Cover- 
com- com- | com- |prodnect| age 
panies | panies | panies |special-| 
jization| 





6, 111, 479 ona 
94 3, 544, 92 nal 
3715 | Truck trailers: 
1954 ; f 305, 510 | 


155, 686 


232, 514 45| .86 | 
242, 207 ‘ 48} .79| 


= 
ee 








Source: 85th Cong., Ist sess., report of the Subcommittee on Antitrust and Monopoly to the Committee 
on the Judiciary, U. S. Senate, Concentration in American Industry, 1957, pp. 215-216. 


Senator Kerauver. On motor vehicles and parts, the 4 largest com- 
panies in 1947 had 56 percent. That was increased to 75 percent in 
1954. Truck trailers, 1947, was 56 percent, increased to 57 percent 
in 1954. That includes the parts as well and the end product also. 

Do you have any exception to any of these figures and, if so, you 
can note them, but they are from official sources, and I think they 
will accord with your figures. 

Mr. Curtice. I do not happen to have the latest figures that you 
are reading in the last exhibit or data which will verify them. 

Senator Kerauver. Mr. Curtice, do you regard the growth of your 
company from about one-third in 1929 or 1930 to over one-half and 
the decline by the independents from one-fourth to less than 5 per- 
cent as a healthy trend in the economy and in the automobile industry? 

Mr. Curtice. I started to point out, that the years 1929 and 1930 
were the only years in the prewar period in which we were substan- 
tially below 40 percent. From 1927 on, our average in the market 
approximated or exceeded the 40 percent level. 
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I think this was 1929 and 1930 we dropped, and then we recovered 
in 19382. 

And in every year except 1935, we have maintained a position some- 
what around 40 percent of the market. 

Senator Kerauver. Well, 1954, 1955, and 1956. At least the be- 
ginning of this year you were over 50? 

Mr. Curtice. That is production. 

Senator Kerauver. No, this is registration in 1954, 1955, and 1956. 

Mr. Curtice. Yes, for those years, registrations. 

But in 1958, the figures on the chart are representative only of 
output and not retail sales and registrations. We do not know yet. 
It will be some time before we—the registrations are available for 
the month of January. It is usually about 30 to 40 days. 

Senator Kerauver. I understand that, but my question is, Mr. 
Curtice, do you regard that as a healthy trend for the automobile 
industry ? 

Mr. Curtice. I regard that as a healthy situation as far as General 
Motors is concerned; yes. 

Senator Kerauver. Not so far as General Motors is concerned, Mr. 
Curtice. I am talking about the country and the industry generally. 

Mr. Curtics. I think it is a healthy situation for the country and 
the industry in general. 

I think we are offering to the public outstanding values for the 
dollar, and only in that way can you gain public preference to the 
extent which we are enjoying. 

Now as you noted, in 1957 preference for our products declined 
somewhat despite aggressive selling on the part of our sales organiza- 
tions, so it is entirely, I think, in the hands of public determination. 

Senator Kerauver. Mr. Curtice, to what do you attribute the fact 
that you have reached a rather dominant position in the industry, 
that you have increased your percentage of the industry and many 
companies have fallen by the wayside until you now in the last few 
wade eversged 50 percent or better? To what do you attribute that 

argely ? 

De Pisin We have averaged 50 percent only for the 2 years 
which you spoke of, 1955 and 1956. 

Senator Kerauver. And 1954. 

Mr. Currice. 1954 also, yes. 

I think I would attribute that to our being able to develop, design, 
engineer products and manufacture and offer to the public outstand- 
ng and attractive merchandise representing great value for the dollar. 

Senator Kreravver. And to the fact that your large size makes it 
— for you to have greater mass production, more extensive 

ealerships ? 

Mr. Curtice. No; I think that is not the case. The brick and mor- 
tar, machine tools, machinery of all kinds is available to anyone who 
wants to be in the automobile business, past, present, or future. It 
comes back to people, the people who work in our plants, the people 
who design and develop our products, the technological improvements 
that we are able to develop, all adding up to the value that we offer, 
and I think we have made a very great contribution to this great 
Nation of ours in maintaining a position such as these records indicate. 
Not only that, I think only a few years back we were called upon to 





2504 ADMINISTERED PRICES 


discontinue completely the production of civilian products, and I 
think that at that time the great contribution that General Motors was 
able to make in the war effort is a matter of record, an outstanding 
record, so that in every respect I think 

Senator Kreravuver. There is no disagreement about the contribution 
that you made to the war effort. 

You say designing and technological improvement, holding of cer- 
tain basic patents, which others must use, is also a part of the picture, 
is it not ? 

Mr. Curtice. I think you will be very interested to learn, Mr. Chair- 
man, that the patent situation in the automotive industry has been 
rather free by agreement for a great many years. 

There are a few exceptions to the rule, but in the main no one has 
made progress as a result of patents and holding them for themselves. 
There has been, as I said before, a patent agreement understandin 
under which all companies had available to them such patents as had 

been accorded individuals and companies in the industry. 

Senator Kerauver. We may have time to go into the patent matter 
a aoe later on, but I want to get back to the place you hold in the 
industry. 

In the last 3 out of 4 years, you have been more than 50 percent. 
Are you familiar, Mr. Curtice, with the so-called aluminum decision, 
in which the special court acting for the Supreme Court said when a 
company got up to 60 percent on percentage of business; it might be 
enough to constitute a violation of the Sherman Act just on monopoli- 
zation alone? 

I wonder if you have any concern about the position of General 
Motors in connection with that decision ? 

Mr. Courtice. I am somewhat familiar with that decision. I would 
not think it applied to our industry or General Motors in particular. 

Senator Kreravuver. Mr. Curtice, we have had some knowledge of 
course about the fact that General Motors is in quite a number of 
other businesses, and we have a chart that is taken from the Federal 
Trade Commission and your report to them in 1950. 

We do not have the information later than that. I am sure it has 
changed some. 

Can we make this other chart a part of the record? It shows the 
other businesses in which General Motors is engaged. This is entitled 
“General Motors’ Share of Total Value of Siipanente by Product 
Classes, 1950, Transportation Vehicles.” 

That will be made committee exhibit 5. 

(The chart referred to follows :) 
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GENERAL MOTORS SHARE OF TOTAL VALUE OF SHIPMENTS 
BY PRODUCT CLASSES, 1950 


TRANSPORTATION VEHICLES 


Percent of Total Value of Shipments 
20 40 


LOCOMOTIVES, Switching Type 


PASSENGER CARS 


MOTOR COACHES 


| TRUCKS 


Senator Keravuver. This was in 1950. It shows in locomotives that 
you are around 65 or 68 percent, somewhere along in there. 

What is the situation on that today, Mr. Curtice? 

Mr. Curricer. I do not exactly know, Mr. Chairman, what our per- 
centage of the market is. I do not have those figures in my mind. 

I think that we are probably enjoying about the same preference 
on the part of the customers, and it comes back again to the kind of 
a product which we developed and are building and the choice of the 
customer. 

In other words, the railroads of the country have choices to make. 
The business is highly competitive and they’re making their choice. 

Senator Kerauver. So you think you are higher or lower than that 
67 or 68 percent of locomotives—— 

Mr. Buarr. 67.2. 

Senator Keravver. 67.2 we are advised, as of 1950. 

Mr. Curtice. I think we are probably at that level or perhaps some- 
what better than that, although I do not have those figures in my mind. 

Senator Kerauver. Then we have locomotives, switching type. 
What is the percentage in 1950? 

Mr. Buatr. 46.9. 

Senator Keravuver. 46.9. Do you think you are above or below 
that now? 

Mr. Curtice. I do not know, Mr. Chairman. 

Senator Keravver. Then in 1950 on passenger cars you seem to 
have been about what? 
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Mr. Buatr. Forty-six percent. 

Senator Kerauver. Forty-six percent; that has been gone into. In 
motor coaches in 1950 you were about 45 or 46 percent. An antitrust 
suit was brought against you to break off in the motor coach business, 
was it not? 

Mr. Currice. That isin the courts at the present time. 

Senator Kerauver. That is the case of United States v. National 
City Lines? 

Mr. Courtice. No; that is not it. It is United States against Gen- 
eral Motors, 

Senator Keracver. That is still pending in the courts? 

Mr. Curticr. That is still pending. 

Senator Keravver. Was that on the grounds that you had such a 
large percentage of the business ? 

Mr. Currice. I think I will ask counsel to answer that. 

Mr. Power. That is a factor in it that is mentioned. The suit is 
pending. It has not been brought to trial. 

Senator Keravver. I know it has not been brought to a conclu- 
sion. 

Mr. Curricr. I think there again it is a question of motor coaches, 
which ones they consider, In one area we might have a larger percent 
than we do in another, but if you take the total—I assume that those 
are figures that we submitted in 1950, is that what you said ? 

Senator Krrauver. Yes; that is taken from the Federal Trade 
Commission figures you submitted. 

Mr. Curtice. So I assume that that is the percent that we enjoyed 
of the whole. 

Mr. Donner. We do not know what market. 

Mr. Curtice. That is right, we would not know without going 
back to the record of what we submitted whether that is school buses, 
whether it is every type of bus or not. 

Senator Kerauver. Now, Mr. Curtice, trucks seem to be about what? 

Mr. Burarr. 38 percent. 

Senator Keravuver. 38 percent in 1950. Is that about the same as 
it is now ? 

Mr. Curtice. They are about 40 percent currently. 

Senator Keravuver. About 40 percent at the present time ? 

Mr. Courtice. Yes. 

Senator Keracver. Then we have the report to the Federal Trade 
Commission, General Motors’ Share of Total Value of Shipments by 
Product Classes, 1950, Products Other Than Transportation Vehicles, 
which we will make committee exhibit 6. 

(The chart referred to follows :) 
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GENERAL MOTORS SHARE OF TOTAL VALUE OF SHIPMENTS 
BY PRODUCT CLASSES, 1950 


PRODUCTS OTHER THAN TRANSPORTATION VEHICLES” 


Percent of Total Value of Shipments 
40 











Parts for Locomotives, etc. perry See ey 
-———} —4 
Railway Signals, Alarm Systems, etc. ac th Maki 
incandescent Vehicular Lighting je ese 
Isulted Wire & Cable pe eer 
Electric Equip. for Internal Combustion Engines b Lathaditctddl 
Ball & Roller Bearings & Components Be 3 Proerrae tail 
Diese! Engines (except truck & bus) premiper rey 
Parts & Accessories for Electric Appliances Ce al 
Malleabie iron Castings area 
Household Mechon Refrigerators (electric or gas) pracperey 
Household Electric Ranges per A 
Storage Batteries, SLI Type ae 
Ports & Attach. for int. Comb Eng (exc. outa. & aircraft] |) 


Jigs, Fixtures; Punches & Dies; etc. 
Condensing Units 

Plain Bearings & Bushings 

Gray Iron Castings 

Home & Farm Freezers 

‘Heat Exchangers 

Steel Forgings (only closed die) 
Bicycles and Ports 

Household Water Heaters 


in which GM occounts for 5% or more 
of total volue of shipments 
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Senator Keravver. Dr. Blair, suppose you read off the kinds of 
products and the percentages. 

Mr. Buarr. I will try to give the approximate percentage. Parts for 
locomotives, 62 percent; railroad signals, alarm systems, about 52 per- 
cent; incandescent vehicular lighting, 44 percent; insulated wire and 
cable, about 42 percent; electrical equipment for internal combustion 
engines, 35 percent; ball and roller bearings and components, about 
26 pose ; diesel engines, except truck and bus, about 22 percent; parts 
and accessories for electrical appliances, 20 percent; malleable iron 
castings, 19 percent; household mechanical refrigerators, electric or 
gas, 18 percent; household electric ranges, 16 percent; storage bat- 
teries, 15 percent; parts and attachments for internal combustion en- 
gines, about 13 percent; jigs, fixtures, punches and dies, 9 percent; 
condensing units, 8 percent; plane bearings and bushings, 7 percent; 
gray iron castings, 7 percent; home and farm freezers, 7 percent; heat 
exchangers, approximately 6 percent; steel forgings, 5 percent, that 
is only closed die; Greco: and parts, 5 percent; household water 
heaters, 5 percent. 

This chart does not include products for which G. M. accounted 
for less than 5 percent of the total shipments of the product class. 

Mr. Courtice. Mr. Chairman, I would like to inquire what portion of 
those are considered to be for our own requirements. 

Mr. Buarr. These figures represent in effect the total output regard- 
less of whether the designation was your own company or 

Mr. Courtice. Yes, but you see that would be meaningless because 
most of them or some of them are in the other chart, and they are 
components supplied through our other various divisions. 

Senator Keravver. You mean like spark plugs and products of that 
sort ? 

Mr. Curtice. That is right. 

Mr. Buarr. But it isa measure of total activity. 

Senator Keravver. This isthe total production of those things. 

Mr. Buarr. Regardless of how you happen to dispose of them. 

Senator Kerauver. Many of them go into your own plant. The 
question is, though, Mr. Curtice, you operate all these divisions, some 
of which have previously been corporations which you merged with 
and took over, all on a consolidated basis as General Motors; is that 
not correct ? 

Mr. Currice. Very few of them are acquired. 

Most of the items were developed within the corporation. 

Senator Keravuver. Do you have a chart, and I think we do have 
one, showing the acquisitions that have been made by General Motors 
since 1920? 

Mr. Curtice. We havea very complete report on that. 

I do not have it with me. I do not know whether any of the other 
boys do or not. It was presented in 1955 when we were before this 
same subcommittee. 

(A report on acquisitions submitted by General Motors may be 
found in the appendix on p. 3841.) 

Senator Keravuver. We will get the chart and present it to you later. 

Mr. Currtice. I think it might be appropriate for us to present that 
report which was a part of the hearing in 1955 which defines the 
acquisitions and the developments. It is entitled “The Development 
and Growth of General Motors.” 
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Senator Keravuver. I have here a tabulation which we will make 
committee exhibit 7 in which are listed quite a number of companies 
in which you are one of the four leading producers, such as gray iron 
castings, malleable iron castings, and cast iron boilers, job stampings, 
automobile and diesel engines, heat exchangers, household mechanical 
refrigerators, and so forth, and so on. 

(The table referred to may be found in the appendix on p. 4167.) 

Mr. Courtice. Again the majority of those items are for our own 
consumption. 

It does not apply to household appliances or diesel engines. 

Senator Kerauver. But when you produce them yourself, of course, 
you do not buy them from somebody else ? 

Mr. Courtice. That is true. 

Senator Keravuver. That cuts down what you have to buy from 
somebody else ? 

Mr. Currice. But again I point out as I did in my testimony this 
morning, that 50 cents of every dollar which we take in for products is 
paid out to 26,000 suppliers of goods and services and that has re- 
mained pretty constant throughout the years. 

Senator Wirry. They are independent operators, are they ? 

Mr. Courtice. I beg pardon? 

Senator Witry. The 26,000 are independent operators ? 

Mr. Curtice. They are entirely independent companies, have no 
relationship with General Motors except as a supplier relationship. 

SenatorKerauver. Household mechanical refrigerators, domestic 
water systems, they do not go into your own products? 

Mr. Curtice. No, I said they did not. 

Household appliances are for the retail market. 

Senator Krerauver. Why are you in household appliances, Mr. 
Curtice ? 

Mr. Courtice. I beg your pardon ? 

Senator Keravuver. I say how do you happen, as an automobile 
company, to be in the household ei arg field ? 

Mr. Courtice. We developed—that is a part of this report which I 
would like to submit to the committee on the growth and development 
of General Motors. 

We developed Freon, which made possible refrigeration of the kind 
that we are still offering and almost all other companies are offering, 
and they were freely licensed, early in the inception or development of 
the refrigeration, to use Freon. 

This is a General Motors development. 

Senator Keravuver. Mr. Curtice, one of the attitudes taken about 
not your company but others in the same situation that are in several 
lines of endeavor, or where you have trucks, buses, locomotives, dif- 
ferent divisions, and a substantial position in them, is that as against 
your competitor in the automobile industry, you have a bad year in 
one of them, you can simply make up for your loss in, say, household 
appliances if you made a good deal of money in the automobile indus- 
try, and had a loss in the household appliance industry and so that 
the other fellow has difficulty competing with you because you are in 
several industries and you can switch your funds from one operation to 
another and be on a dominant basis so that nobody can really compete 
with you. 
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Mr. Courtice. I think all of our products sell on their own merits, 
and as indicated by the earlier chart you had on the automotive 
industry, we have a full-sized job to maintain the current level of our 
participation in the market. 

_ Senator Keravver. Just as an example, years ago didn’t you get 
into a fight in the truck industry with other competitors, and for a 
while you operated your truck industry at a loss? 

You made that up by the very substantial amounts you earned in 
your other operations. 

Mr. Currice. I have not any such record in front of me, sir. 

Senator Keravuver. You do not think you ever lost money in the 
manufacture of trucks back in 1946 or 1947? 

I had understood you did. 

Mr. Currice. I do not 

Senator Kerauver. In any event, does that fact represent some 
difficulty, some danger, maybe handled zealously by you but maybe 
it would not be by somebody else ? 

Mr. Courtice. I do not think so, Mr. Chairman. 

Senator Keravuver. Why do you not think so? 

Mr. Curtice. Well, I think, as I said before, that we have to render 
a service in the product that we offer to the public for whoever might 
be the sient caaktaners, that is equal to or superior, and in most 


cases, I think the products which we offer are not only equal to but 
are superior. 

Senator Kerauver. Along the same lines you got into the diesel 
engine business by financing it through one of your other com- 


panies, the General Motors Acceptance Corp. ? 

Mr. Curtice. We got into the diesel engine business by developin 
the two-cycle diesel engine, and it was the basic element whic 
made possible the development of the locomotive for the railroads and 
I have been told by many in the railroad industry, and I think it is 
a matter of record, that it saved the railroad industry, as such, from 
bankruptcy. 

Senator Keravver. In any event, our subcommittee staff report on 
antitrust laws of April 30, 1956—I will not go into it in detail—at the 
bottom of page 40, does relate that your entry into the diesel motor 
industry which was made possible, to a large extent anyway, by 
financing your entry through another subsidiary of yours, General 
Motors Acceptance Corp., which handled the financing for such 
= establishing a revolving fund of $5 million and so 

orth. 

Mr. Courtice. I think, Mr. Chairman, that that was an unwarranted 
conclusion, based on the testimony that was presented to the sub- 
committee. 

Senator Kreravver. Since this report was written under the direc- 
tion of Senator O’Mahoney, we will call it to his attention, and we 
Kr also pass it to your associates so that you can read the full content 
of it. 

Mr. Courtice. We have had a copy of it, and we have read it care- 
fully, and we disagree with the conclusions reached. 

Senator Keravuver. Mr. Curtice, we find that on January 30, 1950, 
in Automotive News, you made a statement which tends to reveal 
the strong position that General Motors is in. 
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Executive Vice President Harlow Curtice revealed distribution plans last week 
in a series of original market studies released at the General Motors show in 
New York. “We estimate that in addition to normal demand there is a deferred 
demand for cars which was created by the war, and was carried over into 1950 
to the extent of about 1,500,000. With a return to competitive selling and the 
greater availability of our cars, we can expect to regain our prewar portion of 
the industry.” 


Then it further says: 


General Motors will also seek its appropriate ratio of sales from California, 
Oregon, and Washington, where the increase over the first 10 months of 1948 
was 47.7 percent, according to Curtice. 

Does that mean that you can set a ratio of sales and get it, or what 
does it mean ? 

Mr. Curtice. That would, I think, indicate that I was suggesting 
an objective for our accomplishment in the year of 1950. 

The years prior to 1950, in postwar 1945 to 1950, we had enjoyed 
a substantially lower position in the retail market, as indicated by 
the chart which you showed earlier, and we were—well, we were in- 
volved in a lengthy strike; there was no production and very little 
in 1945, and the material situation was very—there was a very short 
supply in relation to the requirements for all industry, and so we were 
hampered at that time. 

Later came the Korean situation, which was beyond 1950, but also 
the materials then became—were allocated by the Government. 

But in 1950 we foresaw an opportunity to at least regain the posi- 
tion ai we had in 1940 and 1941, which was 47, 48 percent of the 
market. 

Senator Krrauver. Mr. Curtice, do you have any explanation of 
why smaller companies like Kaiser and others who were in business 
were unable to make the grade? We had a table here the other day 
which showed in the last 20 years 12 or 15 companies had either merged 
or gone by the wayside. Why is it that small companies in this situa- 
tion, even the present ones, have such a difficult time holding on in 
the face of 

Mr. Courtice. I think if my memory serves me correctly, and we 
are this year celebrating our 50th anniversary, that during that period 
of time there had been at least 2,500 entries in the automobile industry. 

I think the only answer I could give you for their not being in the 
business today is because they had a shortage of customers. 
[Laughter. ] 

Senator Kreravver. You mean they could not get the volume? 

Mr. Curtice. No; I think they could not sell the product competi- 
tively which they had to offer. 

Senator Keravuver. That is right. I suppose that is the reason. 
We are looking for the reason why these capable people with a sub- 
stantial amount of money get into the business, why it is they cannot 
get the volume. 

Mr. Currice. It does not make much difference how well we think 
of a product unless the potential customer thinks well of it. 

Senator Wirry. Sort of like politicians. 

Mr. Currice. We have difficulty selling it. The vicissitudes of 
competition, whether it be political or in the commercial field. 

Senator Witry. You might ask the Senator how he stayed in 
politics so long. 
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Senator Kerauver. Do you think the fact that you and the other 
— have their own financing companies has anything to do 
wit 

Mr. Curtice. No; I would say not. I think I said before lunch 
that the money would be available for the financing as it is available 
for the financing of all competitive makes of cars. 

Senator Keravver. It is true, is it not, Mr. Curtice, that when you 
change your model, when you redesign your automobile, if you do i 
then the other companies have got to more or less go along ca 
redesign, too? 

Mr. Courtice. Mr. Chairman, I would say on that point that the 
automobile industry in my opinion has made the great contribu- 
tion to the standard of living which we are enjoying in this country 
as a result of its growth, and its growth has been dependent I would 
say to a very large degree in the change which we have responded 
to because the customer demands change. 

We experienced in 1957 some decline. Some of the potential cus- 
tomers for our products said we did not change quite enough, they 
were too much Fike their predecessors, so that it is quite mandatory 
in order to keep the level of our industry high, to make the change. 

Senator Kerauver. Why is it in the twenties Ford had his model T 
and General Motors had a Chevrolet and at other times over a period 
of several years there were not these drastic changes that you see 
from one year to another now ? 

Mr. Corrice. The changes throughout the history of the industry 
have been on an annual basis. 

They have been evolutionary. You mentioned the Ford Co. and 
the model T. I think that they admitted that they overstayed their 
time with the model T. The people just were desirous of something 
which they considered to be more modern and more in tune with the 
times. 

oer Kerauver. They had the model A and the V-8 quite a 
while. 

Do you think the customers cause the change in design or do you 
educate the customer ? 

Mr. Curtice. It is a question in the early days which came first, but 
I would say that the customer now has the pressure on us to make 
changes, and as I said in my prepared statement, he wants his new 
car to be modern. 

He wants it to look attractive, and, of course, we have continuously 
new developments which we aim to incorporate in the new models 
each year. That has been going on for a great many years, and it 
would not be desirable from our viewpoint nor from the public’s 
viewpoint for us to keep those new developments quiet. 

In other words, we make them available as quickly as we can prove 
them up. 

Senator Keravver. But in any event, when you make a styling 
change, the other companies, if they want to sell any cars, have got 
to make styling changes, too? 

Mr. Curtice. It has been historical that the change is made on an 
annual basis, sometimes a greater change than other times, but as I 
said before, the public is now extremely desirous of change and re- 
quiring change if the company is to participate in their favor. 
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Senator Keravuver. Can you give us in round figures how much 
it cost you to change your design for the lines of cars you put out, 
say, from the 1957 model to the 1958 model ? 

Mr. Curtice. I think I can give you that figure. 

Senator Keravver. Just give it to us for Chevrolet, for instance. 

Mr. Curtice. We have not got it broken down, but I can give you 
the total. 

Senator Keravver. Can you tell us about what it was? 

Mr. Curtice. Yes, we can supply that. 

I just do not happen to have the figure in my mind. 

Senator Keravver. Mr. Donner, do you have the figure? 

Mr. Donner. It is in the order of $500 million a year. Now that 
ances all products that we make, not just the Chevrolet or just the 
Buick. 

Senator Kerauver. You mean all the automobiles? 

Mr. Donner. Cars and trucks. 

penator Keravuver. What is it for automobiles? Have you got 
that 

Mr. Donner. I would not have that. That would be a high per- 
centage of that. 

Mr. Courtice. I would like to, Mr. Chairman, correct one statement 
which you made, that the other companies have to follow us. They 
do not have to follow us. They compete with us. 

Senator Kerauver. They compete with you then, but in that same 
connection, the Wall Street Journal of December 10, 1957, quotes a 
Ford official as follows: 


In 1956 we made only one minor change and fell more than 200,000 cars behind 
Chevrolet. 


The article states: 
The new 1957 Ford model cost $256 million ; in 1958, $185 million. 


That is Ford. The point I am making is that is a lot of money. We 
know that as in the case of Ford here when they did not follow suit, 
they lost 200,000 cars; so that American Motors and the other com- 
panies, if they do not follow suit, they are going to lose a lot of cars. 

If you spend this money, you have got to recapture it in the sales 
price of the product. 

Mr. Currice. That is correct, and if we do not make the change and 
if we do not spend the money, then we are unable to sell the product. 

Senator Keravuver. You can divide your cost of making these 
changes among your tremendous volume of 3 or 4 million automobiles, 
as well as your refrigerators, war work and financing corporations or 
anything else, but American Motors has to build different dies, as has 
Packard and Hudson, to follow suit or lose volume, and they do not 
have as many customers. » 

Mr. Curtice. I think your inference is that we spread the tools over 
all the business. That is not so. The tools that are provided for the 
model change of the automobiles are applied to the automobiles and 
only to the automobiles. 

enator Kreravuver. I am saying that you could spread the cost over 
your other businesses. 

Mr. Courtice. But Mr. Chairman, I am saying to you that we do not. 


22805—58—pt. 6——26 
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Senator Kreravver. Let us assume that you do not; that is all right. 
Anyway, you operate a conglomerate business. You do not report on 
a separate basis all your finances totaled together. You make your 
dividends on your total income, total profits and your taxes are so paid, 

Nobody can tell outside your company how you keep them separate, 
but that is beside the point. The thing is that it must be quite appar- 
ent that these radical model changes every year, costing in your case 
$500 million, in Ford’s case a tremendous amount of money, forcing all 
others—not forcing them, but if they want to do business, they have 
got to do the same thing. It is very discouraging to anybody trying 
to get into the business or trying to hold on when they are in. 

Mr. Courtice. I do not know whether it should be discouraging or 
not. 

There is no reason why any group of people who can develop the 
necessary capital cannot enter the automobile business. I will say that 
it is a very intensely competitive business. 

Senator Kerauver. And $500 million is a lot of money, is it not? 

Mr. Courtice. Yes, sir. 

Senator Kerauver. You mentioned the fact, Mr. Curtice, that you 
brought out a car this year that is heavier, longer, bigger, wider, I be- 
lieve you said. 

Mr. Curtice. And much more attractive. 

Senator Keravver. And much more attractive. I think you might 
find disagreement about that, Mr. Curtice. 

A lot of people do not like these high fins and a lot of people do not 
see the economic value ofthem. They think it is wasteful. 

Mr. Curtice. We pioneered fins on our Cadillac and that is the only 
line of cars on which we have fins. 

The exhibit which I presented, the 1958 Chevrolet, is winning more 
friends every day because the people do like it, and like it very much. 

Senator Keravver. I do not want to argue the merit or demerit of 
fins, but it adds some expense to the car. It uses a lot of steel and I 
-do not see that it adds anything to the performance of the car. 

In any event, you did add all these things and you could have made 
-a car not so wide or not so heavy and what-not for a good deal less 
and could have sold it for less, could you not ? 

Mr. Courtice. We offer what we call a stripped car in the Chevrolet 
‘line, and I might say that that comes the closest to being bare trans- 
portation, without much of the decoration, with none of the options 
other than a heater, if it is going into the colder sections of the coun- 
try, and it sells at our lowest price. But interestingly enough, it rep- 
resents about 10 percent of the Chevrolet volume, whereas the next 
‘line, which is stepped up in customer appeal, represents 45 percent, 
and the top end of the Chevrolet line represents the other 45 percent 
-of their total business, so that I think I can say to you that there is 
very little demand for just bare transportation. 

The people who are buying a new automobile want these very attrac- 
tive, these desirable options and appearance characteristics which are 
made a part of the line as we step up from the base line to the other 
two. 

Senator Keravuver. I suppose that the discussion at the convention 

.of the dealers in Miami, and also certain other studies that have been 
made, make the matter of whether customers do want a lot of these 
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things put on cars at least somewhat debatable. I think you can say 
they do not want an entirely stripped car, but sometimes they do not 
want as many of the things as you do put in as standard equipment, 
and at therefore a higher price. 

Mr. Curtice. I think we could leave nothing out that we make as 
standard equipment and have a car that would be acceptable to any 
of our customers. As to the degree of application of the optional 
equipment, that is entirely a decision that 1s made by the dealer and 
the retail customer. 

We build them any way they want, but I said before only 10 per- 
cent of the Chevrolet volume falls in the very low end, and many of 
those are bought by fleet companies, companies that operate fleets of 
cars and provide them for their travelers, their salesmen or other 
people in the organization. 

Senator Kerauver. Mr. Curtice, do you feel that there is real price 
competition in the automobile industry ? 

M. Curtice. Yes, sir. 

Senator Kreravuver. I am talking not about fancification or gadget 
competition, not competition made by dealers taking something out 
of their own pockets, but I am talking about real price competition 
as between the members of the Big Three. 
ee I think that the answer could be nothing else but 

es. 

ae Keravver. Then why do you all have substantially the same 

rice 
r Mr. Courtice. We only establish the prices for the General Motors 
cars. 

Senator Keravuver. And the others follow ? 

Mr. Currics. How the others arrive at their prices, I have no 
knowledge. 

Senator Keravuver. You do know that they follow suit, establish 
just about the same price you do? 

Mr. Currice. I think that in each instance we all have to be very 
competitive. 

Senator Keravver. I have here a list of your prices for recent years, 
and of other companies, showing that in comparable classes there is 
only a very few dollars difference in General Motors, Ford, and 
Chevrolet. 

Mr. Courtice. I would just say that as far as General Motors prices 
are concerned, they are established by a very small group of us in the 
General Motors Corp., and they are kept very confidential until they 
are published. 

As a matter of fact, we consign our cars to our dealers at the begin- 
ning of production, and up to the date of the announcement to the 
public, at which time we release our prices, so we do all of that in order 
to keep our price structure entirely confidential and known only to 
those of us who deal with price in the corporation. 

Senator Keravuver. In other words, you are saying there is no dis- 
cussion between you and Ford and Chrysler. I am not accusing you 
of discussing the prices. There is not any discussion, you say. You 
keep it confidential. 

Mr. Curtice. I did not think you were, but I thought I would say 
how we arrive at our pricing and the effort that we make to keep our 
pricing entirely confidential. 
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Senator Keravver. Who is the decision on your prices made by? 
Mr. Curtice. We have a price review group comprised of Mr. Don- 

ner, Mr. Goad, Mr. Russell, and myself. 
haa what the price is? 


Senator Keravuver. You three 

Mr. Cortice. Four. 

Senator Keravuver. Four: Mr. Donner, Mr. Curtice, Mr. Russell—— 

Mr. Curtice. And Mr. Goad, but we have recommendations from the 
car division general managers, and we analyze all of the various fac. 
tors pertaining to cost and price and together arrive at those prices, 

Senator Keravver. I have onan without objection I will put 
it into the record as committee exhibit 8—a compilation gotten up by 
Business Week of November 30, 1957, which shows the prices of the 
various companies in all the categories of automobiles over a number 
of years, and which does show that you have finally arrived at about 
the same prices, Mr. Curtice. Following is a table listing comparative 
prices between 1955 and 1958. 

(The material referred to follows :) 
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Comparative list prices at factory—including Federal tag, 4-door sedans—model 
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Mr. Curtice. I am not familiar with the article. 

Senator Keravuver. For instance, take 1958. 

Here is the final price arrived at: Chevrolet Biscayne $2,290; Ford 
Fairlane $2,285; Plymouth Savoy, $2,305. All the prices are within 
a range of $20. And here is Chevrolet Bel Air, $2,440; Ford Fairlane 
500, $2,438 ; Plymouth Belvedere, $2,440. 

ere are 2 of the 3 with a $2 difference. 

You go down the list and you will find that in comparable classes 
they are all within $15 or $20 of one another. 

When you get to putting on accessories, you will find that they all 
run about the same as the Business Week article shows. 

Mr. Courtice. I will just make this one comment, with prices that 
close are the cars exactly comparable ? 

I think the comparable—the specific car and its price in the free 
market determines it acceptance and popularity. 

Senator Keravuver. Of course, you think yours is better and Chrys- 
ler thinks its car is better and Ford thinks its car is better and I-—— 

Mr. Courtice. I have not heard them say so. [Laughter.] 

er Keravuver. You are not sure whether they really think so 
or not 

Mr. Courtice. I do not know. I think they think pretty well of our 
cars; I think they should, because I give them credit for having a great 
knowledge of automobiles. [Laughter. ] 

Senator Krravver. It looks as if they thought your car was better, 
they might have a lower price on theirs, or if they thought theirs was 
better, they might charge more than you do. 

How do you come out thinking just exactly the same on it? 
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Mr. Curtice. We determine our prices as I outlined to you, and 
we announce them and as I told you this morning, in the 1957 model 
year despite the fact that the costs of both labor and materials con- 
tinued to rise throughout the year, there was no change in our price 
structure. 

Senator Keravuver. Mr. Curtice, you all come out with the same 
prices. You do not all have the same costs, do you ? 

Mr. Curtice. I do not know what their costs are. 

Senator Keravver. It is not reasonable to expect you to have the 
same costs; is it? 

Mr. Curtice. I do not think the products are the same, either. 

Senator Kerauver. You do not make the same profit, do you? 

Mr. Curtice. I do not know what the margin of profit may be for 
the other companies. 

Senator Keravuver. In setting price, do you predetermine the 
profits you want to make? 

Mr. Curricr. We have an objective. We have a procedure which 
has been in effect for a great many years. 

I think it would be worthwhile reading it to you. 

Senator Keravuver. Yes. 

Just read it to us if it is shorter; if it too long to read, explain it. 

Mr. Currice. It is not long, it is five pages double-spaced so it is 
not long. 

I think it would be interesting. 

Senator Kerauver. Yes, sir, it would be interesting. 

This, as I understand, is the procedure for doing what? 

Mr. Currtice. This is standard volume concept. 

Senator Keravver. Of fixing prices? Setting prices? 

Mr. Currice. It is the basis for determining costs. 

Senator Keravver. Basis for determining costs? 

Mr. Courtice. That is right. 

Senator Keravuver. Upon which you then figure prices? 

Mr. Curtice. That is right. 

Senator Keravver. All right, sir. 

Mr. Curtice. Taking into consideration competition and the other 
factors. 

Senator Keravuver. Very well; you read it. 

Mr. Courtice. In my prepared statement I emphasized the fact 
that pricing in the automobile industry stands on three legs: the 
nature of the automobile market 

Senator Lancer. Mr. Curtice, would you mind reading a little bit 
slower? It is very important. 

Mr. Curtice. Yes. I will repeat it. 

Senator Lancer. Thank you. 

Mr. Curtice. In my prepared statement I emphasized the fact 
that pricing in the automobile industry stands on three legs: the na- 
ture of the automobile market; competition, and costs. 

The first two legs, the market and competition, effectively set a 
ceiling on price in our industry. Certainly the results as measure 
by the growth in demand for our products indicate that the job they 
have done has been effective. 

The third leg, of course, is cost of production. We endeavor to 
keep our unit costs below our selling price, and, only insofar as we 
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succeed, do we have profits—which are the measure of the success of 
the business. 

But—and this is the big question that faces us—how do we know 
whether or not our unit costs are being kept below that price ? 

Certain unit costs are relatively easy to determine. These are the 
so-called direct costs of production, labor, materials, services and so 
forth. Our production engineers and cost estimators know, of course, 
the amount paid for each purchase part that goes into an automobile. 
They cneialie determine the quantity of various kinds of raw mate- 
rial used in producing each car and ascertain costs in this area. They 
estimate the hours aioken required in manufacturing and assembling 
operations, and convert this to a dollars and cents figure. In this way, 
the direct costs of producing each car are developed. Total direct 
costs increase with volume. The result is that direct unit costs tend 
to remain constant. This is true both of direct material and of direct 
labor costs. Every car produced contains a certain amount of steel. 
It has an engine, wheels, tires, battery and so on. A certain number 
of man-hours of labor are required for manufacturing and assembly. 

But, in addition to direct costs of labor, materials and services, the 
manufacturer must give consideration to his overhead costs, a large 
portion of which are fixed. 

These so-called fixed costs include: supervision, maintenance ex- 

nses and depreciation ; tooling, styling and engineering costs; admin- 
istration expenses and insurance and local taxes. The total amount 
of such fixed costs is relatively constant whether the volume be 500,000 
or 1 million units. This means that on a unit basis overhead costs 
vary inversely with volume. 

The higher the volume, the lower the percentage of fixed costs that 
must be borne by each unit. The lower the volume the higher the 
percentage that each unit must bear. Volume of sales for any given 
year, however, cannot be estimated with any degree of certainty at the 
time prices are announced. 

Volume depends not only upon acceptance of the product but upon 
general economic conditions. 

This obviously poses a problem. It is impossible for an automobile 
manufacturer to forecast his unit costs accurately in relation to the 
price he has announced. Nor can he keep adjusting his price to costs 
asthey may vary. This would lead to market chaos. 

Our approach to this cost problem has been the use of the concept 
of standard volume. 

Standard volume may be defined as the estimated rate of operations 
which represents the normal or average and annual utilization of a 
capacity that must be large enough to meet the cyclical and seasonal 
peaks which are characteristic of the automobile industry. 

In General Motors this average annual utilization is estimated at 80 
percent of capacity, and over a period of many years this has proved 
to be close to the actual average utilization. 

How do we make use of the standard volume concept? First, labor 
and material costs that are directly applicable to each unit produced 
are calculated on the basis of current wage rates and material prices. 
Indirect or overhead costs are then determined on a cost per unit basis 
by distributing them over the determined standard volume. 
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Fixed unit costs so measured are not affected by short-term fluctua- 
tions in volume. Changes in unit costs will reflect only changes in 
wage rates, material costs and operating efficiencies, and will not be 
affected by year to year changes in volume. 

This method of estimating unit costs on the basis of standard volume 
. a us a benchmark against which to evaluate our cost-price relation- 
ship. 

We feel that this approach to costs is vital as a means of manage- 
ment control. It provides those of us who have the responsibility for 
the management of the business with a consistent set of cost data— 
measures by which we can gage the efficiency of our performance from 
month to month and from 1 year to the next. 

It is obvious that if our benchmark shows that costs are high in re- 
lation to price, efficiency has been reduced—unless, of course, cost in- 
creases represent a general rise in what the industry pays for labor 
and materials. In the first case, steps must be taken to reduce costs, 
In the latter case competitive forces will cause prices to rise. Even in 
this case, the individual manufacturer is under pressure to reduce his 
costs. 

I believe it is also obvious from the foregoing that profit is a residual. 
It represents the difference between a competitive price and total 
costs, and it is substantially affected by volume. We can estimate 
very closely what our profit per unit should be at standard volume, 
but this is a far cry from knowing what our actual profit will be. Be- 
cause of the many factors I mentioned in my statement, and in this 
supplemental memorandum, profit is a variable in our business—and, 
I might add, a highly volatile variable. 

With prices established by the market each automobile manufacturer 
directs his utmost effort to trying to reduce his costs because of the 
risks involved, few succeed. 

As proof, I need only point to the number of companies—over 
2,500—who have failed to survive in our industry. And the competi- 
tive struggle still goes on today. 

Over the past 30 years General Motors has been successful in secur- 
ing for its shareholders a return on their investment commensurate 
with the risks involved. A substantial portion of this return has been 
reinvested in the business to enable it to continue to progress and to 
serve the interests not only of shareholders but of the others as well. 

General Motors recognizes an obligation to its customers to offer 
them ever-increasing values. We endeavor to provide good jobs 
at fair wages for our employees, and we recognize our responsibilities 
to our dealers, our suppliers and to the community. We also recognize 
a tremendous obligation to the 718,000 men and women who have 
entrusted to us the management of the business in which their money 
is invested. Sight should never be lost of the fact that in our system 
of free enterprise the hope of profit induces investors to assume risks, 
and provides a stimulus to efficient performance. 

If the hope is not realized neither external nor internal funds will 
henceforth be available for expansion of the industry. 

Senator Kerauver. Thank you, Mr. Curtice, for that statement. 

I will ask just 1 or 2 questions about it and pass the questioning to 
my colleagues. 
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As I understood what you said there, you went on the basis through 
the years of an 80 percent capacity production, is that my under- 
standing ¢ 

Mr. es We establish our standard volume on 80 percent of 
the total capacity in being. 

Senator Kerauver. And if more than 80 percent is used, your 
profit per car will be greater, and if less than 80 percent is used, it 
will be less? 

Mr. Currice. That is correct. But it keeps a consistency price- 
wise when volume declines drastically, which would be no time to 
raise prices. é 

Senator Krerauver. What was your capacity plant operation in 
1954, in 1956, in 1957? 

Mr. Courtice. I will ask Mr. Donner. Are you asking what our 
capacity was? 

Senator Kerauver. No, what percentage of your plant capacity did 
you use during those years? 

Mr. Donner. What years did you ask, Senator? 

Senator Kerauver. Let’s say 1955. 

Mr. Donner. In 1955, when we were running very high overtime in 
the plants, we had a standard volume of around 3 million units. 

Senator Keravver. I was trying to gett-—— 

Mr. Donner. That is 80 percent. 

Our capacity, our rated capacity on that basis would have been 
about 3,750,000 and we did over four and a half million units with 
overtime. 

Senator Keravuver. I was trying to relate it to this 80 percent of 
Pets that you figured your prices on. 

Mr. Donner. Well, your rated capacity would have been 3,750,000 
and your standard volume 3 million. 

Senator Keravver. I still do not understand that. 

Will you give us your rated capacity then for 1955, and 1956? 

a ONNER. 3,750,000 based on hourly rates running 16 hours or 
2 shifts. 

manatee Keravuver. You mean that is the total capacity of your 
plants ? 

Mr. Donner. That is right, without overtime. 

Senator Kerauver. Without overtime. 

Then how many cars did you produce? Your rated capacity in 
1955, you say, was 7 million ? 

Mr. Donner. No, 3,750,000. 

Senator Keravuver. 3,750,000. 

Mr. Donner. We produced 4,600,000 in 1955. 

Senator Kerauver. So you produced, by virtue of overtime and 
whatnot, more than your rated capacity ? 

Mr. Donner. That is correct. 

You can do that by working a great deal of overtime and extra 
shifts beyond normal. 

Senator Keravver. That is considerably above your 80 percent. 

Mr. Donner. That is right. 

Senator Keravver. 80 percent of 3,700,000 would be about 2,008,000. 

Mr. Donner. 80 percent of 3,750,000 would be 3,000,000 I think. 
Senator Keravver. It would be 3 million, that is right. 
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In 1956 what did you do? 


Mr. Donner. Take last year, our standard volume was 3,470,000, 
Our rated capacity would have been about 4,250,000 on that basis, and 
we did 3,400,000, 1957. 

Senator Kerauver. What is that, compared with 80 percent? 

Mr. Donner. It is below 80 percent. 

Senator Kerauver. That is 1957! 

Mr. Donner. 1957. 

Senator Kerauver. How about 1956? 

Mr. Donner. We did 3,690,000. 

At that time we did not have our capacity completed so that we 
were still at the same rated capacity as 1955. 

Senator Keravver. So you did about 100 percent, that year, of your 
capacity ? 

Mr. Donner. Yes, of our rated capacity. 

Senator Keravver.. My point is when you get way above your rated 
or for a year, why do you not reduce the price ? 

Mr. Donner. On that theory we would have to increase prices when 
we were below our rated capacity, I assume. 

Senator Keravuver. You mean you have to—— 

Mr. Donner. If you are going to balance out. 

On your theory if you reduce them when your’e running above nor- 
mal capacity, then you would have to increase them when you are run- 
ning below capacity. 

Senator Kerauver. You increased above your 80 percent up to 
about—— 

Mr. Donner. We are just taking a few years, Senator. 

If you take the period from 1928 to 1957, some 30 years, our pro- 
duction was within 7 percent of our standard volume, which is in 
turn 80 percent of rated capacity. 

If you took the period from 1936 to 1941, which had some good 
years in it, we were below our standard volume rate, so over a lon 
period of years, with the cyclical fluctuations we have had, I thin 
this standard volume approach looks like a pretty good one on the 
average. 

Senator Kerauver. Is that the system used by other companies? 

Mr. Donner. I do not know. 

Senator Keravuver. Well, sir, what is your percentage of capacity 
being used at the present time? We had some testimony—I have for- 
gotten the substantial cutbacks in your employment—in the industry 
as a whole only 60 percent of the capacity was being used at the pres- 
ent time. 

What percentage of your capacity are you using? 

Mr. Donner. You really have to look at a year as a whole when 
you are talking that, and we have not got the 1958 model year com- 
pleted, and that is why I gave you the 1957 year. 

We are not running today much different than we were a year ago. 

Senator Keravuver. What are you running at today? 

Mr. Donner. About our standard volume at an annual rate. 

Senator Keravuver. You mean about 80 percent ? 

Mr. Donner. Of capacity. 

Senator Keravuver. Of capacity. 
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Mr. Donner. Of course in that capacity remember you have got to 
provide for both cyclical variations and seasonal variations through 
the year, depending on when the customer wants to buy the car. 

You have got that problem to consider, too. 

Senator Kerauver. You said when you get down below capacity, 
tr? you are selling fewer cars, that they cost more and you make less 

rofit. 
F The question we ordinarily think of in terms of the traditional law 
of supply and demand, when your products are not moving and you 
are operating below 80 percent of capacity, in order to stimulate sales 
that would be the time to reduce prices in order to get more produc- 
tion to get your unit costs down. 

Mr. Curtice, what is your answer to that contention ? 

Mr. Courtice. It would be very questionable if you would develop 
through a price reduction additional volume under those circumstances 
that would be commensurate with the costs involved. 

Senator Keravuver. I did not understand that, sir. 

Mr. Curticg. I say it is very questionable if through a price reduc- 
tion under those conditions you would develop additional volume to 
compensate for such a price reduction. 

Senator Kerauver. I would think in reading this Ford book here, 
that if you reduced your prices so that you get more buyers, your unit 
price then would be less, put more people back to work 

Mr. Curtice. Mr. Chairman, would you not think that under those 
circumstances, more people would buy our lowest priced cars, and that, 
Itold you earlier, is not the case. 

The customers want them with some additional equipment or much 
additional equipment, and that is they way they want to buy them. 

Now I think I also told you this morning that there are two good 
used cars sold for every one new car each year. so that the market is 
well supplied pricewise at any price that you want, and they are very 
good used cars, but at the present time used cars are on the slow side, 
too, which is an indication, I think, that the public is exercising caution 
in the commitments they are making in the area of new products, new 
cars, used cars, and in other areas, also. 

Senator Krrauver. You said the records showed people did not 
want so-called stripped automobiles, they wanted to get them with a 
lot of gadgets. Conceding that is true, still, they would rather have 
them with the gadgets on at a little lower price. 

Mr. Curtice. They can have those from the used car lots, year old, 
1957 cars are being traded in against 1958’s. They become available 
for that group of Deion who want a more fully equipped car and at 
a substantially lower price. 

Senator Kerauver. But people want new cars. They do not want 
old cars. 

Mr. Curtice. But 2 out of 3 buy used cars each year. 

Senator Kerauver. Very well. Now in the fixing of your price, 
do you have a predetermined percentage of profit that you expect to 
make ? 

When you are figuring 80 percent of capacity production, do you 
have a specific profit figure that you have in mind maintaining, Mr. 
Curtice ? 

Mr. Curtice. We have an objective, yes. 
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Senator Keravver. Do you mind telling us anything about that? 

Mr. Curtice. That would be in the area of 15 percent. 

Senator Kerauver. Fifteen percent on what ? 

Mr. Curtice. After taxes, return on the capital. 

Senator Krerauver. Fifteen percent after taxes on your net worth? 

Mr. Courtice. On the capital employed in the business. 

Senator Keravuver. On your capital. That would be in the neigh- 
borhood of 30 percent before taxes. 

Mr. Curtice. We pay 52 percent in taxes. 

Senator Keravuver. y say it would be in the neighborhood of 30 
percent before taxes, but you have generally done very much better 
than that, have you not? 

Mr. Courtice. In certain years we do better than that, but taking 
it over a period of years, I think the area of the objective is pretty 
well in line. 

Senator Keravver. I have here the profits made, taken from your 
reports from 1940 through the first 9 months of 1957, which we will 
file as committee exhibit 9; an accompanying table lists the same 
information for 1927-37. 

(The tables referred to follow :) 


GENERAL Morors Corp. 


Stockholders’ investments, profits, and rates of return (after income tazes) for 
the years 1940, 1947-56 and the 9 months ending Sept. 30, 1957 


[Dollars in thousands] 
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invest- taxes percent invest- 
ment ! 
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1 Beginning and end of year for years 1940, 1947-56; for the 9 months ending Sept. 30, 1957, the rate was 
computed on investment at beginning of the year. 
29 months ending Sept. 30. 
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Senator Keravver. Very briefly, this is after taxes, 1940, 19.2. The 
war years are not included in this. In 1947, 20.2; 1948, 27.1; 1949, 
$3.4; 1950, 37.5; 1951, 21.7; 1952, 20 percent; 1953, 19.7; 1954, 24.5; 
1955, 30.5; 1956, 18.9, and then 9 months of 1957 would be 13 percent; 
on an annual basis that would be about 17 percent. 

So for all these years since 1940, excluding the war years, you have 
been over 15 percent every year and sometimes double 15 percent. 

What do you think about that ? 

Mr. Currice. I think it is good. 

Senator Keravuver. I would say it is pretty good, too. We are all 
agreed on that. 

Do you not think it is too high, Mr. Curtice ? 

Mr. Courtice. I think you have to consider that as we came out 
of the war we had a pent-up demand for our merchandise, and the 
ety, postwar years were engaged in dealing with that pent-up de- 
mand. 

Senator Keravver. Do you think it is too high ? 

Mr. Curtice. No, I do not. 

Senator Kerauver. When would you get too high? None of your 
competitors did anything like this well. 

Mr. Currtice. I think the last record that I saw, I think it is the 
year of 1956, we are 79th on return on capital employed in the business 
of companies in various types of industry. 

Senator Keravver. In 1955 you won the record, did you not, with 
30.5 percent after taxes ? 

Mr. Courtice. I am not sure about that. I would have to look it up. 

Senator Keravuver. You do not think that this shows any dominant 
position in the industry, any lack of competition ? 

Mr. Curtice. No, I do not. 

Senator Kerrauver. Senator Langer, do you wish to ask some 
questions ? 

Senator Lancer. I yield to Senator O’Mahoney at this time. 


RATE ON NET WORTH 


Senator O’Manoney. Mr. Chairman, I hesitate to begin questioning 
Mr. Curtice. I was detained at a conference with two other Senators 
about some legislation that is coming later in the session, and I am 
afraid that possibly the questions that I would like to ask may already 
have been asked and answered. . If so, please say so and we will 
drop it. 

Fentiee’ in your testimony this morning special emphasis was laid 
upon the composite car. I suppose that term is used to make it easier to 
describe the differences in cost, size, and so forth. Without submitting 
cost figures per car for different forms of the models, would you mind 
telling me how you compute the composite car ? 

Mr. Curtice. I am going to ask Mr. Donner to deal with that be- 
cause that has been developed under his supervision. 

Mr. Donner. In the case of the composite car that we used for 
1957 and 1958, we took into account the number of units, the weight- 
ing of the units as between Chevrolet, Pontiac, Oldsmobile, Buick, 
and Cadillac and got the composite on a basis that would reflect what 
you might call the mix of cars that we produced, so that at the end 
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of the year the composite would represent, in effect, the average for 
all cars produced. 

We thought that was the best reflection of what was going into our 
product to the customer. In other words, by weighting the Chevrolet 
for its production and the Cadillac for its production, we gave the 
proper emphasis to the number of cars that were bought by the 
customers. 

Senator O’Manonry. What is the proper emphasis? 

Mr. Donner. I think that is the proper emphasis because that re- 
flects the total sales and the total costs of all our cars, so I think that 
is the proper way to look at it. 

Senator O’Manonry. But you produce a large number of cars, 
You produce several different types of cars. The Buick, for example, 
and the Oldsmobile and the Pontiac and each of these has a different 
size and a different price. As I remember the hearings in 1955, we 
were discussing Buick, with which Mr. Curtice has had a great deal 
of personal experience because he had been the head of that division, 
ae I recall his testimony that the price of the various types of 
Buick was usually fixed in relationship to its brothers. 

Do you remember some such testimony ¢ 

Mr. Curtice. I do not remember the testimony. 

Senator O’Manoney. I have it here. Perhaps it would be well for 
me to read into the record this extract from that testimony. It took 
place on December 6, 1955, when Mr. Bradley and you, and I think Mr. 
Donner, were on the stand. This was on page 3610, I believe. 

I asked you this question, Mr. Curtice. We were discussing a table 
that had been presented : 

If we are to accept it at face value, it would indicate that increasing profit 
accompanies increase in size, and the testimony of Mr. Bradley here this after- 


noon was that your fiscal policy is to calculate upon the profit of 15 or 20 percent 
on net worth. That is your goal all the time. Have I stated the facts correctly? 


And your answer was: 
That is the objective ; yes. 


And Mr. Bradley agreed: “That is right,” he said. 

Just as I was coming in this afternoon, one of you gave the figure 15 
percent on net worth. 

Mr. Curtice. On the capital employed. 

Senator O’Manoney. On net worth is it? 

Senator Lancer. They are identical. 

Senator O’Manoney. Yes. That would seem to mean that after 
having calculated your net worth, you fixed your price, and the con- 
sideration of competition was not a material factor. 

Mr. Curtice. Oh, yes. 

Senator O’Manonry. Let’s see, that is what I was driving at at 
that time. 

On page 3608, in answer to a question you said, referring to the 
Buick Century: 


It probably was priced more in relation to its brothers than it was in relation 
to outside competition. 


And then you went on: 


So that the pricing was directly in relation to the costs and in relation to the 
other Buick lines which are the Special, the Super, and the Roadmaster. 
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Then, Mr. Joseph Burns, who was the chief counsel of the com- 
mittee staff at the time, asked you this question : 

In view of the increasing rate of return, why are not the prices of the cars 
lowered? 

Mr. Currice. They are as low as they can be and still produce the indicated 
return on the net worth at the standard volume. We can never be sure whether 
we are going to exceed the standard volume or whether the market place will 
be such that we will sell less than the standard volume, so our standard volume, 
as used over the years under the formula which you read, gives us very fair 
prices, very big values for the customers. 

Now, that is still your position ? 

Mr. Courtice. It is still my position ; yes, sir. 

Senator O’Mauonery. And it is clear from what you said here this 
afternoon that this rate on the net value that you want to earn, between 
15 and 20 percent is after taxes? 

Mr. Curticr. That is correct. 

Senator O’Manoney. After you paid the 52 percent 

Mr. Curtice. That is correct. 

Senator O’Manoney. Of taxes? 

Then you want to earn 15 to 20 percent on the net worth? 

Mr. Curtice. That is right. 

Senator O’Mauonry. There was no reference to competition in 
this exchange we had 2 years and a few months ago. 

Do you still contend that the prices are the product of competition 
in the industry or the result of a formula to make a certain percentage 
on the net worth of the corporation ? 

Mr. Curtice. Well, that is one of the factors. We use that to arrive 
at our costs and the indicated desirable return on the standard volume 
basis. 

Senator O’Manonery. Your prices go up if you want to make that 
percentage ? 

Mr. Curtice. But we take, as I stated this morning, we take the 
other factors into consideration which are competition, which is the 
market place. 

Senator O’Manonry. Would you explain how competition affects 
the market price of General Motors cars ‘ 

Mr. Curtice. I think, if I may, I would like to read from the same 
testimony what Mr. Bradley said, which is on page 3586: 

Well, actually what we have done is establish our prices which have to be 
established in relation to competition, as I mentioned, and then we see what 
the indicated return is. And then we compare that with what we have in mind. 
And generally, we are close enough to what we have had in mind so it has not 
been a major problem. It would be a major problem if we could not earn half 
of that or something like that. 

Senator O’Manoney. That still is just reference to competition 
without an explanation of how it appears. 

Mr. Curticr. I think; Senator O’Mahoney, you said we did not 
talk about competition that day. Well, I think, in that statement 
competition is talked about. 

Senator O’Manoney. What I was talking about was the fact that 
your testimony clearly stated that as far as the Buick Century was 
concerned, and these are your words— 





It probably was priced more in relation to its brothers than it was in relation 
to outside competition. 
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You do not want to modify that answer, do you ? 

Mr. Curtice. Would you tell me what page that was on ? 

Senator O’Manoney. Yes. 

Mr. Curtice. I would like to see what else went with it. 

Senator O’Manoney. Yes—3608. 

Mr. Currtice. Yes. It is pointed out to me that that is after the 
statement which I just read by Mr. Bradley. 

Senator O’Manoney. On page 3608. 

Mr. Courtice. No; 3586 was the page from which I read, and you are 
on 3608. 

Senator O’Manonry. Yes, you selected a different page from that 
which I had, but that is not too important. 

Mr. Currice. But it had already been said, that is probably the 
reason. 

I cannot quite remember back 2 years. 

Senator O’Manonry. What I want, Mr. Curtice, is an example of 
competition. 

ow did Ford or Chrysler pricing affect your pricing of any car? 

Mr. Curtice. Well, as I stated this morning, we take competition 
a consideration in the final pricing of our product right across the 

ine, 

Senator O’Mauoney. I am just trying to find out how you take it 
into consideration. 

It is easy enough to say you take it into consideration but I would 
like to have the formula, if I can get it. 

Mr. Courtice. I did not know when you came in, Senator O’Mahoney. 
Did you hear the statement which I read on standard volume? 

Senator O’Manonrey. No, I did not. 

Mr. Courtice. Well, I covered that very well, I think, how we ar- 
rived at what is indicated as the objective. 

Senator O’Manoney. One of the staff tells me that was the same 
answer that was given 2 years ago. 

Let me put it simply this way: There are numerous statements 
made to the effect that other motor companies follow General Motors, 
that your pricing policy is the price leader’s policy and that the other 
manufacturers come along after you have fixed the price. 

It is indicated by your testimony in 1955 and in 1958 that your objec- 
tive is to make 15 to 20 percent profit on net worth. And having done 
that, you then take competition into consideration. 

Well, now, it is how do you do that that I would like to have you 
spell out in the record. 

Mr. Courtice. I think I should say that I am not familiar with who 
says that the other companies follow General Motors as the leader. 
- think they price undoubtedly to compete effectively with General 

otors. 

Senator O’Manoney. Is it not a fact that Mr. Sloan told us that the 
policy of General Motors was never to take more than 50 percent of 
the market ? 

Mr. Courtice. I never heard him say that. 

Senator O’Manoney. You never heard him say that? 

Mr. Courtice. No, sir. 

Senator O’Manoney. Isn’t it a fact that that for several years was 
generally the policy ? 
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Mr. Curtice. We have had great difficulty regaining our prewar 
position in the market. 

Senator O’Manonery. You have regained it? 

Mr. Curricre. Well, we lost it last year. We had 46 percent of the 
market in 1957, which was below our 1940 and 1941 position. 

Senator O’ onEY. Is it or is it not the fact that the 3 big manu- 
paarers now produce more than 90 percent of the total passenger 
cars 

Mr. Courtice. That is a fact, yes, sir. 

But I would like to point out that as far as General Motors partici- 
pation in the market is concerned, and there was a chart presented by 
the staff this afternoon which clearly shows that with the exception 
of 2 years, 1920 and 1930, I think they were, that General Motors’ 
participation in the market from the late twenties right straight 
through has been something about 40 percent, reached 47 to 48 percent 
in 1940 to 1941. 

In the postwar years, I think we have enjoyed—attained the prewar 
level or slightly above it in 3 of the postwar years, is that correct? 

Mr. Donner. That is correct. 

Senator O’Manoney. I would like to make the fact clear 

Mr. Curtice. So I think that indicates that it is quite a chore for us 
to maintain even our prewar position. 

Senator O’Manoney. Oh, I think you do pretty well. 

Mr. Courtice. Thank you for the compliment. 

Senator O’Manoney. I want to make clear, Mr. Curtice, that I 
am not asking these questions in any sense as a prosecutor. I know 
that Mr. Barnes, the former head of the Antitrust Division of the 
Department of Justice, now a judge, and who was the principal 

aker at an antitrust dinner in New York last evening, once sug- 
gested publicly, while he was at the head of the Antitrust Division, 
that General Store ought to be required to spin off some of its car 
divisions like Oldsmobile. 

I did not agree with him on that point. I thought you ought to 
spin off GMAC, but neither Judge Barnes’ thinking nor my thinking 
ever came to any result. 

However, the fact is that the number of manufacturers engaged in 
the production of automobiles is steadily growing smaller, and on 
the whole, I would say General Motors’ share in the output has been 
generally growing larger. 

Does that mean, in your judgment, and I cite General Motors onl 
because you are the witness, there are many other industries in whic 
the number of corporate units that produce a majority of the output 
have been constantly growing fewer in number? 

This is what we call concentration of economic power. 

Do you think it is inevitable, do you think it is desirable? 

If we are to revise the antitrust laws so that you and other man- 
agements will have no doubt as to what they mean, should we revise 
them in a way calculated to maintain a certain degree of competition 
clearly and obviously competition or should we allow this system of 
eat — of fewer number of producers to dominate a particular 
indust 
Mr. Presson. Well, I think you should do everything to preserve 
the free-enterprise system. 
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ae O’Manoney. What do you mean by the free-enterprise 
system 

a Mr. Curticr. Well, that is, I mean by that, the system which has 
—— such magnificent results for this great country of ours over 
the years. 

Senator O’Manoney. The question is whether the results are mag- 
nificent. We have inflation, we have unemployment growing up; we 
have the Government suffering great difficulty in borrowing money 
to do the job that has to be done. 

In the New York Times, Mr. Curtice, last Monday morning, in the 
business section there was printed, as is the custom of the New York 
Times, the list of the obligations of the United States Government 
which must be either paid off or refinanced during the next 12 months, 

As I recall the figure, and I will ask permission to put the table 
into the record at this point so that there will be no doubt of the 
accuracy of my remarks—— 

Senator Kerauver. Without objection, it will be committee ex- 
hibit 10. 

(The table referred to follows :) 


[The New York Times, January 27, 1958} 
1-YearR Maturities ARE $82,569,260,552 


Direct obligations of the United States Government in the hands of the public 
that will mature within 12 months amount to $82,569,260,552. They consist of 
Treasury securities as follows: 


Jan, 30—Discount bills $1, 699, 189, 000 
Feb. 1—Series E savings bonds ! 2, 315, 662, 796 


Feb. 1—Series F savings bonds ! 198, 638, 449 
Feb. 1—Series G savings bonds ! 1, 502, 561, 500 
Feb. 6—Discount bills 1, 700, 448, 000 
PGu;), kay aemone ses SP eS ot A 1, 700, 087, 000 
Feb. 14—3% percent certificates of indebtedness 10, 850, 581, 000 


Feb. 20—Discount bills 

Feb. 27—Discount bills 

Mar. 6—Discount bills 

Mar. 13—Discount bills 

Mar. 15—2%4-percent Treasury bonds 1, 448, 744, 500 

Mar. 20—Discount bills 1, 700, 115, 000 

. 24—Tax anticipation bills 3, 001, 664, 000 

I no il leien see 1, 699, 852, 000 

1—1%-percent Treasury notes___._...._...-...---_--- 382, 795, 000 

. 8—Discount bills 1, 700, 438, 000 

, a TOOOMING MEEIRS 3. Las be di inl tis See e <b ness 1, 700, 147, 000 

. 15—3%-percent certificates of indebt dness 2, 351, 162, 000 

. 15—Discount bills 1, 751, 093, 000 

. 17—Discount bills 1, 700, 522, 000 

, we eOOUG DI SOG. as Soot la he 1, 700, 823, 000 

15—2%-percent Treasury notes 4, 391, 791, 000 

15—2%-percent Treasury bonds______..____-._______-- 4, 244, 811, 000 

1—4-percent certificates of indebtednmess______________-_ 11, 519, 077, 000 

Oct. 1—1%-percent Treasury notes 121, 269, 000 

Dec. 1—3%-percent certificates of indebtedness 9, 832, 719, 000 

Tee 15—234-percent Treasury bonds 2, 368, 365, 500 
1959— 

Jan. 1—Series E savings bonds : 2, 266, 368, 692 

Jan. 1—Series F savings bonds___.____________________. 205, 350, 115 

Jan. 1—Series G savings bonds________________._____-_- 1, 311, 371, 500 


1, 800, 427, 000 


i ce Se eee eel as ts cacis al os eo ew wi 0e kan ona an _..... 82, 569, 260, 552 

Week ago_________- eal seine shea aiid uundemiepeuetene: ewteu ed 82, 469, 185, 552 

Year ago 78, 739, 674, 074 
4 Maturing monthly within a year from this date forward. 








lic 
of 


s 


SSSESSSSSSSSSSSSSSSSSSSSSES 


ADMINISTERED PRICES 2531 


Senator O’Manonery. I recall that this was about $82 billion that 
the United States Treasury must refinance in the next 12 months. 

On the same day that the New York Times published this list of 
obligations, the Secretary of the Treasury, Mr. Anderson, appeared 
before the Senate Finance Committee and urged that the committee 
enact legislation to raise the debt ceiling by $5 billion. That would 
mean a debt ceiling of $280 billion instea of $275 billion. 

A few weeks before, the President had submitted his budget to the 
Congress, and in that budget he presented a plan for the expenditure 
of some $74 billion dollars during fiscal 1959. 

Now I call your attention to the fact that the $74 billion that was 
proposed to be expended is less than the total amount of the securities 
that must be refinanced in the next 12 months. 

As a member of this body, I am concerned about that because the 
Congress has got to do something about it. 

Last year, expenditures were held down, but the President, with 
6 months of the fiscal year 1958 still ahead of us, has asked Con- 

ress, and Congress is providing it, increased appropriations for 

efense. 
GREATEST TASK 


This leads to the conclusion that the greatest objective before the 
people of America, whether they are managers or workers in a labor 
union or Members of Congress or the purchasers of automobiles, the 

test talk of all of us is to find a way to increase the revenue of 
the United States by increasing its productivity. It is a job for 
everybody. 

Sometimes, I am afraid that in discussing these antitrust questions, 
witnesses come before us in the thought that perhaps the interrogators 
at the committee table are trying to trap them into some admission 
that might compel them to hire high-priced lawyers to save them 
from the antitrust laws. 

I am quite sincere when I say to you I have never been concerned, 
in these economic studies, to try to make a case against any corpora- 
tion or any individual. I am not trying to make a case against Gen- 
eral Motors. 

But I am trying to develop facts that will enable me to form my 
mind as to what we should do to prevent inflation, to prevent unem- 
ployment, to keep people employed and working at wages that will 
ey a market not only for cars but for every appliance and for 

ood. 

That is what I am after. 

Mr. Curtice. Senator O’Mahoney, I would make this observation 
on what you have been discussing : 

I stated earlier that the people today are somewhat cautious in their 
ee, that the degree of confidence isn’t quite as high as it 
need be. 

Now, it isn’t a shortage of disposable income. The disposable 
income in the year of 1957 reached the highest level, $297 billion, the 
highest in the history of our Nation, and $30 billion higher than in 
the boom year of 1955, when the people had great confidence, their 
income was substantial, and they were willing to buy. The willing- 
ness is a very important factor. 
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Now, as I look back on the situation, I think we were in @ very 
much similar situation in 1954, and I believe that one of the actions 
of the en early in 1954 contributed immeasurably to the re- 
surgence, the restoration of confidence, and the willingness of the 
people to buy, by enacting a very substantial tax reduction. I urge 
the Congress to consider such action in this present session—— 

Senator O’Manoney. That was the tax reduction bill that 
allowed—— 

Mr. Curtice (continuing). And I urge it on the basis of right 
across the board, a tax reduction to restore confidence, to stimulate 
confidence on the part of business, to stimulate confidence on the part 
of the consuming public. 

Senator O’Manoney. A very desirable objective, Mr. Curtice, but I 
desire to call your attention to the fact that one of the provisions of that 
tax reduction bill was the one that allowed the recipient of dividends 
to deduct a certain portion of those dividends from his net tax, so as to 
reduce the payment that he made to Uncle Sam, while the national 
debt was still mounting higher and higher. 

Mr. Courtice. But, Senator O'Mahoney, that was accomplished, the 
tax reduction bill was accomplished, and the budget, as I understand 
it, was balanced with somewhat of a surplus. 

Now, I think that such action by this Congress would result in the 
stimulation of confidence in both areas, business and the consumi 
public, and it would give a great stimulant to the buying of the prod- 
ucts which we have the ca acity to build. 

Senator O’Manoney. ea me give you another example, then, just to 
set up a comparison. 

Stockholders of the Studebaker Co. a year or two ago came to me, 
complaining that the Studebaker Co. was losing because it couldn’t 
exist in the automobile business any longer, and then, because there was 
a desire not to allow this old, pioneer company, which had merged with 
Packard, to go out of existence, the Department of Defense by an ar- 
rangement with Curtiss-Wright gave them some more contracts to keep 
them going. 

Is that a sound economy by which a great institution like Studebaker 
must be saved from failure by a Government subsidy ? 

Mr. Courtice. I think you have to determine the courses of their 
state, their condition. 

Senator OManoney. All right. 

What I am driving at is, are we to go along with the line which we 
have been following, which has resulted in fewer and fewer automobile 
manufacturers, and finally has brought about a situation in which 
three companies have more than 90 percent of the total market, and two 
of the companies are far behind the leaders ? 

Mr. Courtice. Is there any country in any place in the world where 
= stampiard of living for all the people approaches that of the United 

tates ¢ 


Senator O’Manoney. Nothing anywhere in the world to compare 
with it, no, Mr. Curtice. 

Mr. Curtice. That’s right. 

That is why I say this magnificent country of ours—— 

Senator O’Manonery. And we want to keep it that way. 

Mr. Courtice. That’s right. 


ee Fee 
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THE ECONOMIC WAR 


Senator O’Manoney. And we know this: that communism, through 
the Soviet Government, is engaged in an economic war against us, and 
they have been irene oe that econome war upon the see that 
through interior d the capitalistic system will destroy itself. 

I don’t believe the capitalistic system ought to be destroyed, or ought 
to let itself be destroyed, I think the economic system of free, open 
opportunity for all, which made this country the greatest producer in 
the world, ought to be preserved, and I hope that leaders in manage- 
ment and leaders in government and leaders among the people would 
cooperate to bring about this end. 

hat there is a problem is evident by the fact that when Mr. 
Brownell became Attorney General of this present Administration, 
he initiated immediately a study of the antitrust laws. The motor 
industry had some difficulties about it. Many automobile dealers, 
for example, as you well know, wanted to obtain territorial security 
from the manufacturers. The manufacturers went to the Department 
of Justice and said, “Can we give them territorial security?” And the 
Department of Justice said, “No; you can’t do it.” 

Only recently the new head of the Antitrust Division, Judge Han- 
sen, appeared in person before a convention of automobile dealers and 
told them that territorial security would be a violation of the anti- 
trust laws. 

What impresses me is that a situation which shows the concentration 
that the figures to which you agree exist is dangerous to our system. 
You see no danger ? 

Mr. Curtice. I see no danger in it; no, sir. 

Senator O’Mauoney. Do you see any possibility that Chrysler and 
Ford may eventually fall before General Motors? 

Mr. Curtice. No,no; I see no possibility of that. 

Senator O’Mauoney. It was frequently said over the past 4 or 5 
years that General Motors was profiting so successfully, that it could 
easily put any of the others out of business if it wanted to, and it just 
withheld its hand. Was there any basis for that? 

Mr. Curticr. I don’t think so. 

Senator O’Manonery. I noticed in the paper the other day—this is 
in the Wall Street Journal for January 28, on page 15—this article 
which I will read into the record. It is short. 

The heading is “Financing Business: GMAC to market 150 million 
issue of 21-year debentures.” 

By a Wall Street Journal staff reporter. 


New Yorx.—General Motors Acceptance Corp. announced it was filing a 150 
million issue of 21-year debentures with the Securities and Exchange Commission. 
Morgan, Stanley & Co. will head the nationwide group of underwriters offering 
the issue, which is due in 1957. 

The proceeds will be added to the company’s general fund, and will be available 
for maturing debt or for acquiring receivables. Initially, proceeds may be used 
for the reduction of short-term borrowings. 

GMAC, which is wholly owned by General Motors Corp., finances the distribu- 
tion of new GMC products to dealers and retail installment sales of new products 
and new units of all makes. GMAC’s last trip into the money market was on 
August 7, 1957, when it sold a $100 million issue of 20-year, 5 percent debentures. 
The yield to investors on that issue, which was nonredeemable for 10 years, was 
5.2 percent. 

However, since then there has been a marked upturn in the bond market and 
& corresponding reduction of yield. 
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_I began to check up on this after I saw it, had some of the staff 
dig up some information, and I find that this prospectus discloses 
that the lines of credit for use in the United States by GMAC are 
currently maintained with over 600 banks. That is your statement, 
Mr. Donner? 

Mr. Donner. It is not my statement, but I am sure it is right. 

Senator O’Manoney. As of December 31, 1957, such lines aggre- 
gated $676,136,000, and borrowings thereunder totaled $280,455,000. 

Short-term notes outstanding in the United States, December 31, 
1957, totaled $882,664,000. 

I stop there to remark, Mr. Chairman, that the Legislature of the 
State of Wyoming when last in session passed appropriation bills for 
the total amount, for the operation of the State, of something like $33 
million. Fiscally, many States of the Union are infinitely small as 
compared with General Motors and GMAC. 

I hear men talk about States rights here in Congress as though 
they believe that States had rights greater than the rights in the 
power of these big corporations. I doubt whether they do, and I 
think it is a question that requires very considerable thought by the 
leaders of business management, because I think we are changing our 
system, and I believe that if we want the system of private property 
and free enterprise to survive with an open door, we have got to do 
some thinking about these huge organizations. 

Under this preliminary prospectus, it is recited that the total bonus 
awards for 1956 to 694 employees of GMAC and its subsidiaries 
amounted to $4,312,171, consisting of 55,218 shares of General Motors 
Corp. stock, 134 par value common stock with an award value of 
$2,515,180, and $1,796,991 in cash. 

A portion of the total amount is allocated by the bonus and salary 
committee of General Motors. 

You are accompanied today by some of the officials of GMAC, are 
you not? 

Mr. Curtice. Yes; directors. 

Senator O’Manoney. Here I find some of the extraordinary figures 
that appear in this prospectus. In 1957 the total assets of GMAC 
were set down at $4,397,875,000. In 1953, they amounted to $2,452,- 
819,000, and they have been apparently growing steadily ever since. 

The gross income of GMAC in 1953 was $187,416,000; gross income 
in oo , $344,937,000; the net income, $28,626,000 in 1953 ; $46,037,000 
in 1957. 

I remember very well the testimony that we had during the hearin 
in 1955 about the methods of financing sales by GMAC, and the ef- 
fect of this finance subsidiary of General Motors in turning business 
a other corporations without that financial power toward General 

otors. 

I wondered today when we were talking about the manufacture of 
the Opel car in Europe, whether you have a similar financing opera- 
tion over there? 

Mr. Courtice. Yes; we do. 

Senator O’Manoney. Is it an independent company or is it part of 
the company of the GMAC? 

Mr. Courtice. It was part of the Opel Co. 

Senator O’Manoney. And the Opel Co. is chartered by what gov- 
ernment ? 
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Mr. Curtice. Germany. 

Senator O’Manoney. [ see. 

So that the financing system of the German Opel Corp. is also a 
German corporation ? 

Mr. Curtice. Yes. 

Senator O’Manoney. Well, now, I think you can see what thoughts 
go through my mind. I know that there are millions upon millions of 
people among the 170 million people in this country who have no 

wer to compete with this fiscal power that you exercise at General 

otors, that General Motors exercises through GMAC, and I know 
that the great task before us is to see that people shall continue to have 
an opportunity, because the greatest asset in the whole world is the 
minds and hearts of men, I think, and we should not allow economic 
concentration to make it difficult for those individuals in the small 
aggregations to succeed. 

I do not want to deliver a lecture here or make testimony, but I am 
just trying to tell you some of the considerations which really give 
me a great deal of distress. 

During the GMAC hearing, Mr. Bradley —— 

Senator Kerauver. Senator O’Mahoney, let us permit Mr. Curtice 
to comment on it. 

Mr. Curtice. I have no comment. 

Senator O’Manoney. Thank you. I would be very glad to have 
that. 

Mr. Courtice. I had no comment. 

Senator O’Manoney. Mr. Chairman, I think I have taken up a lot 
of time, and I think that maybe there are other member of the com- 
mittee who wish to ask questions. 

Senator Kerauver. I am sure Mr. Curtice will stay here with us 
tomorrow and give everybody a chance to get all his questions in. 

I have taken too much time myself. I want to yield now to Senator 
Wiley for questions. 

Senator Wirey. What is the plan of the Chairman? Are we to 
adjourn shortly, or what is it? 

Senator Keravuver. The plan is to go about 20 minutes longer and 
then to reconvene at 10 o’clock in the morning. 

Mr. Curtice said he would come back at that time. 

Mr. Curticer. Yes. 

Senator Keravver. And we appreciate it. 

Senator Wizey. If I may, I would be very happy to inquire of the 
witness in relation to what I think are the issues, as I stated this morn- 
ing before this group: 

One of the issues, I think, in view of the previous witness’ statements, 
I believe you should be permitted to state facts as you see them relating 
to whether or not you, as custodians of the net earnings of the 120,000 
stockholders—— 

Mr. Courtice. 720,000. 

Senator Witey. How many stockholders? 

Mr. Curtice. 720,000 stockholders. 

Senator Wirey. I am glad to get that, sir. I did not get it—720,000 
stockholders, practically all of them being Americans, I take it ? 

Mr. Curtice. I believe most of them are. 
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Senator Wixy. You figured that you made about 15 percent net 
on the average. 

If you did that in 1957, what did you distribute to them by way of 
percentage, of the 15 percent? Did you pay out half of it, or what did 


you pa out ? 
r. Curtice. About two-thirds, Senator Wiley. 

Senator Witey. About two-thirds? 

Mr. Curtice. Yes, sir. 

Senator Wier. In relation to wages, you stated, I believe, that the 
wages through the years that have been paid to the employees were 
higher than the national wage. 

Mr. Courtice. Very much higher; yes, sir. 

Senator Wirey. Very much higher. 

Does that mean in the cash paid or does it also include other items 
like for pensions and medical aid and other compensations; is that in 
addition ? 

Mr. Curtics. It isin both. 

Senator Witey. What is that? 

Mr. Courtice. It is in both, both wages and fringe benefits. 

Senator Wier. As you call it, fringe benefits. 

Mr. Curtice. Yes. 

As a matter of fact, our wages in 1947 were $1.39 an hour. They to- 
day are $2.87 an hour. 

Sanatee Wier. That is the cash they get? 

Mr. Curtics. That includes both the benefits —— 

Senator Wier. Fringe benefits? 

Mr. Currice. Fringe benefits as well as the hourly rate but ex- 
clusive of overtime. 

Senator Wizey. Can you tell us what the average is throughout the 
country ? 

Mr. Courtice. Just a minuté. 

We do not happen to have what it is in all the other, but these figures 
ou have which i have given you are higher than all other, whether 
roken down by durable goods or manufacturing. 

Senator Wirer. We listened, most of us did, and I trust some with 
profit, to Mr. Reuther, who is a very able fellow, and I might tell you 
that I heard no suggestion from him that there should be a disintegra- 
tion of the General Motors nor was there any suggestion that it was 
a monopoly. 

I am interested, from the standpoint of the people and, as I have 
said, Iam not a stockholder in any of the companies—sometimes I wish 
I had had the brains some years back to be, but that is water that has 
gone over the dam—— 

Mr. Courtice. We will still welcome you in as a stockholder. 
[Laughter. ] 

Senator Witzy. Then I would be criticized as a special pleader. I 
am not for labor or for General Motors. I am a special pleader for 
the American way of life. I want to come to this question of compe- 
tition. Years ago, I bought your cars. I found competition between 
the dealers of your various cars themselves. 

Mr. Courtice. Right. 

Senator Wrtey. In other words, Buick was trying to get me, where 
I bought Chevrolet or vice versa and I never could get into the Cad- 
illac class, you understand—— 
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Mr. Courtice. I see. 

Senator Wirry. But is there actual competition in the market place 
then between your various cars? 

Mr. Curtice. There very definitely is very intense competition in 
the market place by all dealers representing all makes of cars. 

Senator Wizzy. I think you did give us the information. How 
many employees have you got? 

Mr. Curtice. We have in this country 475,000. 

Senator Winey. 475,000. 

How many ee have your independent 26,000 suppliers? 

Mr. Courtice. I do not know how many they have, Senator Wiley. 

Senator Wixey. Can you give us an approximation ? 

Mr. Currice. It is very large because they not only supply us but 
they supply other members of the industry in many instances, so that 
their employment would be a very large number. 

Senator Wire. Isthere competition 

Mr. Curtics. I think we can give you the hourly rate figure now. 

Senator Wirzy. All right, let’s go. 

Mr. Donner. At the current—I will have to give you the hourly 
rate figure excluding fringes, because we do not know what the fringes 
are of other companies. 

Our current figure ex fringes is $2.62 an hour. 

All manufacturers are approximately $2.10 an hour. That is a 
sence of about 50 cents an hour, or about 24 percent over the 
others. 

Senator Wizxy. Do you know how those wages compare with your 
competitors ? 

Mr. Currtice. I think they are just about the same. 

Senator Wurey. I think Mr. Reuther indicated in some of the in- 
dustries that they were not, but I am not sure about that. 

Mr. Courtice. I think in the automobile industry there is very little 
difference between what the companies pay. 

The agreements are substantially the same as far as the economic 
benefits are concerned. 

Senator Wuey. The cost of your automobile, the primary ite 
what do you figure the wage of your automobile amount to in costs 

Mr. Curtice. Can you answer that for the Senator ? 

Mr. Donner. Well, the total payrolls, our overall figure which is 
applicable to automobiles, too, our total payrolls run around 28 or 29 
percent of total sales in value. 

Senator Witxy. And again what do you figure the material costs? 

Mr. Donner. About 50 cents per dollar. 

Senator Winey. Fifty cents? 

Mr. Donner. And that has been a very stable figure for 25 or 30 
years. 

Senator Witey. What do you figure the taxes average? 

Mr. Donner. Of course that fluctuates a good deal because of our 
fluctuation in volume, and our fluctuation in profit margin. 

Currently, the taxes would run about 8 percent of sales, I would 
guess. 

That is income taxes only. 

Senator Witey. Thank you. 
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Senator Kerauver. Will the Senator yield to get something clear? 
I think this is something that should be cleared up. I did not under- 
stand what he said about payeoll. 

Will you state that again ¢ 

Mr. Courtice. My statement, Senator, was that taking our overall 
sales of all of our products, payrolls would represent about 28 to 29 
cents per dollar of sales. 

Senator Kerauver. That means all the employees in the plant, ad- 
ministrative, executive and—— 

Mr. Courtice. That is correct. 

Senator Kerauver. Everybody. 

Is that workers, production workers, everybody ? 

Mr. Curtice. Yes. They are all workers. 

Senator Keravver. Is that set forth in your statement there that you 
have, in your report ? 

Mr. Curtice. Yes; itis in the annual report. 

Senator Keravuver. Does that include bonuses and—— 

Mr. Courtice. Yes. The figure I was quoting was total payrolls, 
Senator. It includes supplemental unemployment benefit costs em- 
ployee pension accruals, separation allowance, group insurance, em- 
ployee suggestion awards, employee bonus, and savings-stock purchase 
program, 

Senator Keravuver. Of the dealers, too, or just-—— 

Mr. Curtice. This is just General Motors Corp. I am quoting. 

eneter Keravver. Does that include workers like the Frigidaire 
plant? 

Mr. Courtice. That is correct; all divisions. 

Senator Keravuver. Everything, all divisions? 

Mr. Courtice. All divisions, yes. 

Senator Kerauver. What was the material figure again ? 

Mr. Curtice. About 50 cents per dollar of sales. 

Senator Keravver. Excuse my interruption, Senator Wiley. 

Senator Wizey. All right. 

Will you give an approximation on top of that of your other ex- 
penses that would be counted like taxes and, I suppose, insurance, any- 
thing else because what I am trying to get down to is this 15 percent 
of net worth. 

I want to get this so that we can see whether or not you fellows 
are treating your labor right. 

I want to know, because I think there is an impression given that 
you have been hogging the pie, and I want to know whether you are 
really acting as custodians, trustees of funds that have been earned 
by a great institution, recognizing your respsonibility to labor, to the 
public, and to your stockholders. 

I think the inference has been that you have not done it as far as 
dabor is concerned, and I have not any conclusion about it. I want to 

ow. 

Mr. Donner. Well, suppose I quote you just how the dollar of 
sales is divided up. It happens to be on page 5 of our annual report. 

Senator Wier. That is fine. 

Mr. Donner. When we take in a dollar of sales, 49.6 percent goes 
to suppliers. 

Now that includes everything we buy. 
In other words, advertising, and so on would be a supplier. 
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Twenty-eight and nine-tenths percent went to employees for pay- 
rolls; that is salaried and hourly workers. 

Three and two-tenths percent went for depreciation. 

Senator Wizey. Depreciation? 

Mr. Donner. Depreciation of plant. 

The figure on taxes I was a little low because I was only quoting in- 
come taxes. 

Total of taxes, State, local, income, everything, was 10.6 percent. 

The dividend—the two-thirds of income that went for dividends 
were 5.2 percent. 

And there was reinvested in the business 2.6 percent. 

We said, you know, that two-thirds went one way and one-third 
went the other. So the combined amount in dividends—— 

Senator Kerauver. What was that last figure? 

Mr. Donner. 2.6 percent. So that the combined percentage of 
sales that went for dividends and reinvested in the business was 7.8 

recent. 
P tanatée Keravver. Could you file that paper as an exhibit ? 

Does that show this for a number of years? 

Mr. Donner. Yes. I will file this. 

It shows it for the years 1926 through 1956. 

Senator Kerauver. That will be General Motors exhibit 4. 

(The table referred to follows:) 


General Motors Corp. sales dollar percentage breakdown for the years 1926 
through 1956 


[In percent] 
Distributed to— 


Employ-| Taxes Depre- 
ciation 
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Senator Wirry. I want you to turn to 1956, and I want you to take 
the formula that Mr. Reuther suggested he was going to suggest to 
you people when you get together and do some dealing. 

I am not telling you what you should or should not do. That is 
none of my business, but I do want to see how this formula would 
work out in relation to the public who pays the taxes, the stockholder 
who is entitled to his return, and I want to see whether or not from 
an equitable standpoint there is a fair treatment of labor. 

I am not talking about law. I am talking about the responsibility 
of people who handle great wealth, to their employees, to their gov- 
ernment and so forth. 

Can you do that for me very quickly? I have seen one of your 
figures. Now I want to see whether you agree, and I want you to 
work it out so that he who reads can understand it. What was your 
income in 1956? 

Mr. Donner. I think I can do this roughly and give an idea what 
this means for 1956. 

Senator Wier. All right. 

Mr. Donner. Earnings in excess of 10 percent on capital were 
$1,200 million. 

Senator Witey. $1,200 million? 

Mr. Donner. According to the proposed formula as you can inter- 
pret it from that proposal, approximately $300 million would go in 
rebates to customers. 

Senator Wier. Wait a minute, I want your gross or your net be- 
fore taxes. That is the figure I want. I want to start with that, your 
net before taxes. 

Mr. Donner. For 1956 our net before taxes would be $1,740 million. 

Senator Wizey. All right, now there was 10 percent there he 
wanted to set aside, didn’t he? 

Mr. Donner. That would be approximately $540 million before 
taxes, the amount that was set aside for the 10 percent. 

Senator Wizey. I don’t know how you get that. Ten percent would 
seem to me to be $174 million. 

Mr. Donner. No our capital, surplus, debentures—— 

Senator Wirxy. You are right; I made that mistake yesterday. 

Mr. Donner. $54 million. 

Senator Wizey. $54 million; you are right. 

Mr. Donner. So that would leave this figure I gave earlier as the 
earnings in excess of 10 percent, $1,200 million. 

Senator Writer. Now you have got to start to pay some taxes. 

Mr. Donner. Let’s divide it up first and then let’s pay the taxes. 

Senator Wizey. All right, let’s see what you can credit that you 
don’t have to pay taxes on. 

Mr. Donner. I was dividing it up roughly this way; $620 million 
would be the 50 percent that remained for the business. 

Senator Wirey. Six hundred and what? 

Mr. Donner. $600 million. That is half of the $1,200 million; 
$300 million would be set aside for rebates to customers. That is 25 
percent, a quarter; $300 million would go into the profit-sharing 
fund. 

Senator Wury. That would go to labor, wouldn’t it? 

Mr. Curtice. That’s right. 
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Mr. Donner. All employees, I assume from his statement. It is 


“a little difficult to follow. 


Senator Wuey. All right, carry on. 

Mr. Donner. Now, as a result of that, our taxes would be reduced 
from $900 million to $590 million, or ayernmeneiely $310 million. 

Senator Witey. Reduced $310 million 

Mr. Donner. By $310 million. The rebates to customers, since they 
are merely an application against the price you pay I would ———_ 
would not be taxable, so that we would pay no taxes. e $310 
million that went into this profit-sharing fund, would probably pay 
a tax of no more than 20 percent, or $60 million. 

Senator Witey. Who would pay that ? 

Mr. Donner. The employees receiving it. 

Senator Witzy. The employees would pay it, I see. 

Mr. Donner. Assuming they received it. 

wenoter Wuey. All right, now what have you got left to pay your 
taxes 

Mr. Donner. Because the proposal as I recall left it up to the union 
to decide whether the would put it in a fund, pay it out or what 
they would do, but let’s assume the employees received it, so that the 
net effect on taxes on this basis, we would pay $310 million less, the 
employees would pay $60 million, and the difference would be $250 
million. 

Senator Wirey. How much would that leave in the treasury? 

Mr. Donner. The treasury would get $250 million less on that cal- 
culation. 

Senator Wirrzy. I know. In figures, how much would you get out 
of your so-called net earnings after taxes? How much would 
there be? 

Mr. Donner. On that basis we would pay out $600 million to the 
2 funds. Our taxes would be reduced $310 million, so our earnings 
after taxes would be reduced $290 million, or the difference. 

Senator Witry. You haven’t answered my question. How much 
have you left in the jackpot after setting aside the original amount? 

Mr. Donner. I was just taking it step by step, Senator. We had 
in earnings last year $847 million. 

Senator Keravuver. This is related to 1956? 

Mr. Donner. This has all been 1956, Senator. It is only a hypo- 
thetical calculation anyway ; $847 million, this would reduce the earn- 
ings by $290 million, so there would be left $557 million. 

Benator Wry. In the treasury for that year’s earnings. 

Mr. Donner. That is correct, Senator, and that was the year that 
we paid $566 million in dividends, so I guess we wouldn’t have paid 
the dividends. 

Senator Wirtry. There would be nothing left for dividends. 

Mr. Donner. In that particular year the dividends that we paid 
= were higher than what would remain on this hypothetical calcu- 

ation. 

Senator Wixey. I want to reread your testimony. I think that you 
could make a statement and put it in the record that would be much 
clearer than what you have told us. Just start out at the beginning 
with your gross earnings or net earnings before taxes, and follow out 
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this plan so that he who reads can understand just what it is and how 
it ailects everyone concerned, if that were put into effect. 
Mr. Donner. I can summarize that very simply. Then we can put 


a statement in the record. I was just working it through with you 
step by step so we could see how it would operate. 
nator Kerauver. Suppose you write it up in more detail and 
furnish it to the committee and we will make that General Motors 
exhibit 5. 
The document referred to may be found on p. 2552.) 
nator Wizgy. You stated, Mr. Curtice, there has been absolutely 
no mene between you and your competitors. 
r. Curtice. That is correct, sir. 

Senator Witey. As to prices or on any other basis; is that right? 

Mr. Donner. That is correct. 

Senator Wier. If you were to reduce prices on your cars, and I 
think the evidence shows that you probably made about, what was it, 
$300 on a car, assuming the car sold from the factory —— 

Mr. Donner. Of course it would apply to all = a products. The 
300 million would have been a little less than 3 percent of sales. 

Senator Keravuver. The question was, and I think this is important, 
say in 1956, what was your profit per car, just taking the average. 
Isn’t that what you wanted, Senator Wiley ? 

Mr. Donner. I don’t know. I can tell you what our profit as a per- 
cent of sales was, but there is a lot in there besides cars, so I can’t tell 
you what our profit per car was. I don’t happen to have it. 

Senator Witey. My question was this, and I didn’t get a chance to 
finish it. Assuming that the car sold wholesale, say, at $2,000 from 
your factory, and I presume some of them did, then what would the 
peut ar on that basis on that car: 15 percent? Is that what you 

re 
Mr. Donner. I donot happen to have that figure. 

Are you talking —_ after taxes ? 

Senator Wimey. Yes. 

Mr. Donner. We only average 714 percent after taxes on sales. 

Senator Wizery. Then why do you not put it in figures? That is 
what I want. 

Mr. Donner. I do not happen to have that figure with me because 
I do not have the breakdown tebe 

Senator Wier. But I gave you a hypothetical question, that if you 
sold a car and the price that you sold if for was $2,000, that is part of 
the overall sales—— 

Mr. Donner. On that basis, $150. 

Senator WizEy. Yes. 

Mr. Donner. I am sorry, Senator, I misunderstood. 

Senator Wizey. Of course if you sold a car for $3,000 at the factory, 
why, it would be 714 percent on that, would itnot? _ : 

Mr. Donner. Except that that percentage varies with various 
products. ; . 

Senator Wire. I think we should have a little bit of philosophy 
from you, Mr. President of the company. You have been paying 
higher wages than the rest of labor throughout the country, and 
suppose you have one of the best working forces in the country, have 
you not? 

Mr. Courtice. I think so. 
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Senator Wumey. They are loyal as far as getting production—— 

Mr. Courtice. Yes. 

Senator Wier. And getting results is concerned. 

Mr. Courtice. They are employees that are a very loyal group of 
employees and I think the finest in the country. 

nator Wier. I asked your associate there, and I want to get 
it in the record in figures, on the hypothetical case, how much taxes 
would the Government lose on that? You can state that approxi- 
mately. You are supposed to be the pencil artist here, and I want to 
know. 

Mr. Donner. The Government lost, on that basis, $250 million. 
That was the figure. 

I wanted to be sure I gave you the same figure, $250 million. 

Senator Wixey. I did want to disagree with one of your conclu- 
sions, Mr. President, that you said about the bigness of cars. I think 
you have got to consider the cities, the highways in relation to your 
cars. You are going to make tremendous expenditures necessary if 
these cars keep growing bigger and bigger, and I think more and 
more people want medium-sized cars. That is only my conclusion. 

It is not for me to tell you what you should do, but to me it is a 
very serious problem. think that was outlined by Senator 
O’Mahoney in a little figure he gave this morning about cars parking 
here. But I have talked to municipal people who are very much con- 
cerned about this tremendous car business, what it means in the life of 
the community, what it means in parking not only on the thorough- 
fares, but parking places, what it means for the convenience of the 
other fellow. 

Mr, Curtice. Yes. 

Senator Witer. As well as the fellow that has got the car. Now I 
said I wanted a little of your philosophy as to how you feel toward 
your workers. 

Mr. Curtice. I think it is best indicated how we feel toward the 
workers by the statement I made before lunch to the effect that we 
developed this what we consider to be very fine method of determin- 
ing the wage for the employee for preserving the buying power of 
the hour of work in relation to the change, if any, in the cost of living, 
by providing the improvement factor to represent an increase in the 
standard of living of our employees. 

Now that went into effect in 1948. It was our development, our 
proposal to the UAW. It was accepted by them for a two-year 
re. Up until that time we had been on a 1-year contract basis. 

en in 1950 we perpetuated the same formula and with the proposal 
which included certain fringe benefits, and again our proposal was 
accepted by the UAW, and we entered into a 5-year agreement. 

It was quite a spectacular undertaking by both parties, and so con- 
sidered by the public. — 

Again in 1955 at the expiration of our 1955 year agreement we 
came up with a proposal to implement the cost of living, the improve- 
ment factor proposal which had been in effect to provide for other 
benefits. 

We offered at that time a savings stock purchase program as one of 
the elements in our total proposal. That was not accepted by the 
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Everything else in our proposal was accepted except that, and sever- 
ance pay I believe and 1 or 2 other items, and substituted for it was 
the supplemental unemployment compensation plan which the UAW 
had worked out jointly with the Ford Go. 

Senator Witey. You offered them—as I see from what has just been 
handed me, Ford Motor Co. likewise offered their workers a stock 
participation plan; is thatright ? 

Mr. Curtice. Yes, they did, but after we did. 

Senator Wizey. That was turned down? 

Mr. Curtics. That was turned down. 

Senator Wizey. I am sorry I have taken so much time on almost 
what I think is none of my business, on this subject. 

Mr. Courtice. I think this is of particular interest, and will be to you, 
that we worked out these agreements in 1948, 1950, and 1955 without 
strike, without propaganda campaign, and no publicity until the 
settlement, despite Reuther’s claim of a hundred million dollars 
public relations campaign, so I think that represents pretty clearly 
that we want our employees to be well paid, well treated. 

We provide the best conditions possible under which they work, 
and in every respect they, I think, have the finest treatment that can 
be afforded to workmen in the plants. 

Senator Wier. As you know, there are in this country, I think it 
was testified the other day, some 20,000 concerns that have profit 
sharing plans. Do you think that by your increase in the wages 
by providing the fringe profits, that that is profit sharing, or just what 
is ro hilosophy in relation to that? 

. CurTIcE. Renetie Wiley, I think on the profit sharing, I would 
like to avoid discussion pertaining to that for the very good reason 
that, according to the convention just recently completed by the UAW, 
that was one of the publicized demands which has not yet been made 
to us, but in due time we will receive from the UAW their proposal 
representing the demands which we should undertake at the bar evn. 
ing table, and I believe we should not discuss the subject here. 

enator Witry. I will not pursue this matter in relation to the 
subject we have been discussing. 

As you understand, I simply brought that up because while several 
of us felt that the committee did not have any jurisdiction on that sub- 
ject and I think it finally came to that conclusion according to the open- 
ing statement of the chairman, that the matter that we are to con- 
sider and which has been brought out by the dissertation this after- 
noon is this matter of whether or not you are a big dominating over- 
whelming force because of your tremendous money, whether you 
are engaged in monopoly, in monopolistic practice, whether you 
violate some of the antitrust laws. 

My only idea is that this is a big country with a national product 
of about 400 billion, as I understand, and the national income the 
last I saw, I think, was $346 billion. 

We want the tools in this age, the tools that can provide what you 
did in the war years. Without the big boys we would not have had 
the facilities. 1 would like to have you discuss what you think about 
— of vast sums of money in an organization like yours. 

r. Curtice. Well, Senator Wiley, I think that the interpretation 
of power is misplaced. 


act 


] 
t 


ed. aie ei, | el il 








= = ia fF fe 


Vax 


i 


CREE Sa, OO 


= ~~ 





| 
| 
| 


ADMINISTERED PRICES 2545 


We have only the amount of money necessary to maintain our 
activities on a sound basis. 

Senator Witry. You have not got that, have you ? 

I thought you are borrowing money. 

Mr. Currice. That is the GMAC is borrowing money. 

Senator Wirry. Well, they are part of you. 

Mr. Courtice. Yes. 

Senator Wirey. Yes. 

Mr. Currice. Because the services they render to their customers 
must be highly regarded, but I think we are operating in quite a good 
many communities where we are considered to be good citizens in 
those communities in which we operate. 

We provide good jobs. I think I said in my prepared statement 
this morning that during the past 10 years we have provided addi- 
tional 135,000 good jobs to American boys and girls in this country, 
and I think that is a very great contribution to the growth and 
development of this great country of ours. 

Senator Wmery. Of course you recognize it is the American market, 
the American way of life, that makes possible your great organiza- 
tion. You realize that. 

Mr. Courtice. I realize that, and that is why I suggested that every- 
thing be done to preserve the American way of life for all of us, 
because I know of no other system that approaches in the accom- 
plishments of this country. 

Senator Wirey. Are you glad to pay that 52 percent? 

Mr. Curtice. I beg your pardon ? 

Senator Wier. Are you glad to pay the 52 percent taxes? 

Mr. Curticr. Well, in my recommendation.a short time ago I 
included corporations as well as individuals in my proposal that the 
Congress seriously consider an across-the-board reduction program. 

We will as long as that is the rate and as the rate assessed we will 
try to pay it. 

Senator Wier. Just one other question: Supposing what some 
people have intimated, it might be advisable to try to disintegrate 
this great organization, what do you think would be the effect upon 
the economic conditions now ¢ 

Mr. Courtice. Well, I think that the disintegration would cause a 
worsening of the divisions that might be separated from the whole, 
because of the great services rendered to these divisions by our staff 
at General Motors central activity which includes the financial, the 
styling, the advanced engineering, the research, and the sales staff, 
all of those contribute importantly to all of our divisions. 

Senator Wizey. As I look at this vast classification of things that 
you make, what percentage of those in your judgment go into your 
own business ? 

Mr. Currice. Well, the ones that do not go into our business, I can 
identify quite readily. 

They are the locomotives, they are the household appliances, diesel 
engines we use to some extent, but they are sold in many places for 
many services. 

Outside of those most if not all of the remaining items are provided 
for use within the other divisions of the General Meters Corp. 

Senator Wixey. 90 percent? 
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Mr. Courtice. We sell some, perhaps from some of them to other 
members of the industry. 

Senator Wirey. I thank you, sir. 

Senator Keravuver. Senator Dirksen ? 

Senator Drrxsen. Mr. Chairman, I will reserve questions until 
tomorrow. But I thought one item in the record ought to be com- 
pleted. We were discussing that situation in 1945, and 1946. 

Senator Kerauver. Yes, about the Presidential commission. 

Senator Dixsen. Yes. I note that that Board was established by 
President Truman and that the members were Lloyd K. Garrison, 
Milton Eisenhower, and George M. Stacy. They made a report on 
January 10, 1946. 

There is an article in the Commercial and Financial Chronicle 
dated Thursday, January 17, 1946, which summarizes the recommen- 
dations of the Board, the response of UAW, and also the reply from 
Charles Wilson, the president of General Motors. 

The report itself, from what I understand here, is 20,000 words 
long. That would be quite an encumbrance on the record. It would 
occur to me that this article, which is about four columns in the 
Chronicle, sets forth the essence of it, and if it is agreeable with the 
chairman, I would suggest in the interest of clarity in the record, that 
we include it. 

Senator Keravver. I think it is well to include it. 

This will be the committee’s exhibit 11; the four-column summary 
in the Chronicle of January 17, 1946. 

(The document referred to may be found in the appendix on 

. 4168. 
r Sensior O’Manoney. Mr. Chairman, I wonder if I might ask if 
this exhibit which Senator Dirksen is presenting contains the text of 
the statement made by President Truman. 

Senator Dirksen. No, it does not. 

Senator O’Manonery. I think that statement really ought to be 
made a part of the record, because as I understood the testimony this 
morning, it contained the language which caused the representatives 
of General Motors to withdraw, and we ought to know just what the 
President said. 

Senator Dirksen. I might say before—— 

Senator Keravver. If there is no objection, we will ask the staff 
to locate the statement of President Truman and make that a part of 
the same exhibit. 

Senator Dirksen. So that a misimpression does not go forward, I 
would simply say at that time they were operating under a contract 
which contained a lot of provisions, evidently according to their own 
report, which were enforced upon them by the National War Labor 
Board as emergency provisions—that was the contract under which 
they operated. The contract was finally canceled. There was a re- 
quest by the UAW workers for X amount, and then an offer by General 
Motors and then the Board award. Just to be entirely objective and 
impartial in the matter, it does not set out what they asked for or 
what they wanted to get, but certainly the essential facts are here, but 
the statement by the President is not here. That would have to be pro- 
cured. This article was gotten from the Library of Congress. 

Senator Kerauver. Very well. The statement of the President will 
also be included. 

(The statement referred to follows: ) 
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[The New York Times, Tuesday, December 4, 1945] 
Text OF THE PRESIDENT’S MESSAGE FOR LEGISLATION ON INDUSTRIAL DISPUTES 


WASHINGTON, December 3.—The text of the President’s message to Con- 
gress today on labor problems follows: 

To the Congress of the United States: 

All who think seriously about the problem of reconversion—of changing our 
economy from war to peace—realize that the transition is a difficult and danger- 
ous task. There are some who would have the Government, during the recon- 
version period, continue telling our citizens what to do, as was so often neces- 
sary when the very life of our Nation was at stake during the period of world 
conflict. 

That, however, is not the policy of the Government. The policy is to remove 
wartime controls as rapidly as possible, and to return the free management of 
business to those concerned with it. 

It was the expressed purpose of getting away as soon as possible from some 
of the wartime powers and controls that the recent national labor-management 
conference was called in Washington. Instead of retaining in the Federal Gov- 
ernment the power over wages and labor agreements and industrial relations 
which a global war had made necessary, the top leaders of management and 
labor were invited to recommend a program under which labor relations would 
be turned back into the hands of those involved. 


PLACING OF BESPONSIBILITY 


It was decided that full responsibility for reaching agreement on such a pro- 
gram would be left with the representatives of labor and management. Accord- 
ingly, the conference was made up of leaders of labor and management only. 
Government representatives participated only as observers without vote. The 
agenda and the entire program were worked out by the leaders themselves. 

In opening the conference I said: 

“T want to make it clear that this is your conference—a management-labor 
conference—and not a Government conference. You have not been chosen by 
me or by any Government official. You have been selected by the leading labor 
and industrial organizations in the United States. There has been no interfer- 
ence by Government in that selection. 

“The time has come for labor and management to handle their own affairs in 
the traditional American, democratic way. I hope that I can give up the Presi- 
dent’s wartime powers as soon as possible so that management and labor can 
again have the full and undivided responsibility for providing the production 
that we must have to safeguard our domestic economy and our leadership in 
international affairs.” 

I am sure that it was the hope of the American people that out of this con- 
ference would come some recommendation for insuring industrial peace where 
collective bargaining and conciliation have broken down. 


SOME PROGRESS MADE 


The conference is now closed. The very fact that the top leaders of labor and 
management have met and worked together for more than 3 weeks is itself some 
progress. 

Some agreements on a few general principles were also reached. For example, 
agreement on the principles of collective bargaining and recommendations on the 
detailed procedure to be used, agreement on strengthening and enlarging govern- 
mental conciliation services, recognition of the necessity of eliminating discrimi- 
nation in employment, agreement on settling by voluntary arbitration grievances 
under labor contracts and disputes concerning their interpretation—these are 
all valuable. 

But on the all-important questions of how to avoid work stoppages when these 
expedients have failed, the conference arrived at no accord. Failing in that, 


the conference was unable to attain the objective most necessary to successful 
reconversion. 
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STRIFE ENDANGERS OUR ECONOMY 


If industrial strife continues, the quick reconversion which has been planned, 
and which is now proceeding on schedule or even ahead of schedule on many 
fronts, will fail. In that event, we shall face a period of low production, low 
consumption, and widespread unemployment—instead of the high production, 
high employment, good markets, and good wages that are within our grasp. 

The history of labor relations has proved that nearly all labor disputes can and 
should be settled by sincere and honest collective bargaining. The vast majority 
of those disputes which are not adjusted by collective bargaining are settled 
through Government conciliation. For example, during the month of October 
last, 354 strikes were settled by the Conciliation Service, and 1,282 labor con- 
troversies were adjusted before any work stoppages occurred. 

The American people commend the many instances where management and 
labor have settled their problems peacefully. Many of these were in critical in- 
dustries where work stoppages would have gained great prominence in the news- 
papers and over our radios. But when industrial disputes were settled. little 
notice was taken of them by press or radio. 
aie know, however, that there are always some disputes that cannot be settled 

S way. 

LOSS OF PURCHASING POWER 


Industrial strife in some key industries means not only loss of a great amount 
of wages and purchasing power; but it may have ramifications throughout the 
country affecting the whole reconversion process. In such industries, when 
labor and management cannot compose their differences, the public through the 
Federal Government has a duty to speak and to act. In the last analysis, labor, 
management and the public have the same interest. 

The reconversion effort is now going well. The people have a right to expect 
it to succeed. Specific obstacles that stand in its way must not be allowed to 
defeat that expectation. 

Good labor relations are just as important now as they were during the war. 
They should be based on justice, and not on tests of strength. Any industrial 
dispute which depends for settlement upon the respective strength of the parties 
results in loss to everyone; it causes the loss of wages to the worker and his 
family, loss of dividends to the stockholders and owners of the industry ; loss of 
goods to the public. 

I regret that labor and management have not been able to agree on machinery 
that would provide a solution for existing strikes in some of the major indus- 
tries and for the strikes which are threatened. Strikes already in effect may 
possibly cripple our reconversion program. Negotiations have broken down in 
other industries, and stoppages are threatened. 

The American people have been patient. They have waited long in the hope 
that those leaders in labor and management whose business it was to handle this 
problem would be able to do so in agreement. The Federal Government declined 
time and again to make any suggestion to the conference as to proper machinery. 
All that the Government did was to point out the objective which the American 
people expected it to attain. 


DUTY OF GOVERNMENT TO ACT 


Now that the conference has adjourned without any recommendation on the 
subject, it becomes the duty of the Government to act on its own initiative. 
Therefore, I now suggest to the Congress that well-reasoned and workable legis- 
lation be passed at the earliest possible moment to provide adequate means for 
settling industrial disputes and avoiding industrial strife. 

I recommend that for the settlement of industrial disputes in important nation- 
wide industries there be adopted the principles underlying the Railway Labor 
Act. The general pattern of that act is not applicable to small industries or to 
small local disputes in large industries. But it would be effective, as well as 
fair, in such widespread industries, for example, as steel, automobile, aviation, 
mining, oil, utilities, and communications. I do not intend to make this list 
exclusive. Nor do I think that local inconsequential strikes even within these 
industries should be included. The objective should be to cover by legislation 
only such stoppages of work as the Secretary of Labor would certify to the Presi- 
dent as vitally affecting the national public interest. 
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In industrial disputes in such industries, where collective bargaining has 
proken down and where the conciliation service of the Federal Government has 
een unable to bring the parties to agreement and where the Secretary of Labor 
has been unable to induce the parties voluntarily to submit the controversy to 
arbitration, I recommend the following procedure : 

Upon certification by the Secretary of Labor to the effect that a dispute con- 
tinues despite his efforts and that a stoppage of work in the affected industry 
~would vitally affect the public interest, the President or his duly authorized 
agent should be empowered to appoint within 5 days thereafter a factfinding 
oard similar to the emergency board provided for under the Railway Labor Act. 

I recommend that during these 5 days after the Secretary of Labor has made 
the above certificate it be unlawful to call a strike or lockout or to make any 
change in rates of pay, hours, or working conditions or in the established prac- 
tices in effect prior to the time the dispute arose. 

The Board should be composed of three or more outstanding citizens and should 
be directed to make a thorough investigation of all the facts which it deems 
relevant in the controversy. In its investigation it should have full power to 
subpena individuals and records and should be authorized to call upon any 
Government agency for information or assistance. It should make its report 
within 20 days unless the date is extended by agreement of the parties with the 
approval of the President. The report should include a finding of the facts and 
such recommendations as the Board deems appropriate. 

While the factfinding board is deliberating and for 5 days thereafter it should 
be made unlawful to call a strike or lockout, or to make any changes in rates of 
pay, hours, working conditions, or established practices, except by agreement. 

The parties would not be legally bound to accept the findings or follow the 
recommendations of the factfinding board, but the general public would know all 
the facts. The result, I am sure, would be that in most cases, both sides would 
accept the recommendations, as they have in most of the railway labor disputes. 

I believe that the procedure should be used sparingly, and only when the na- 
tional public interest requires it. 

The legislation should pay particular attention to the needs of seasonal in- 
‘dustries, so that the so-called cooling-off periods can be arranged in those indus- 
tries in a manner which will not subject labor to an undue disadvantage. 

There are other subjects which were on the agenda of the labor-management 
conference, on which no agreement was reached. The most immediate, the most 
pressing, however, is this one of machinery. I hope that the Congress will act 
upon this matter as quickly as possible—and certainly before its Christmas 
recess. 

ACTS IN MOTORS STRIKE 


In order to avoid any delay in the settlement of the most important existing 
strikes, I am appointing such a factfinding board for the present stoppage in the 
dispute between General Motors Corp. and the United Automobile Workers. 
While this board will not have the statutory powers which I hope the Congress 
will soon authorize, I am sure that the American people will expect the employer 
and the employees to cooperate with the board as fully as if appropriate legisla- 
tion had already been passed. 

In the meantime, I am asking both parties to the dispute to display the same 
kind of patriotism as they displayed during the war. I am asking all the workers 
to return to work immediately and I am asking the employers to proceed ener- 
getically with full production. I make this appeal on behalf of the American peo- 
ple to their fellow citizens who are now responsible for this major obstacle hold- 
ing up our reconversion program. 

In connection with the threatened strike involving the United States Steel Corp. 
and the United Steel Workers I am appointing a similar board. The public will 
expect full cooperation with the board by both sides. I am making the same ap- 
peal to the United Steel Workers to remain at work pending the report of the 
board’s findings and recommendations. 

I hope that the Congress will approve the steps which I am now taking. They 
are being taken in the interest of accelerating our production, promoting our 
reconversion program, and pushing forward to a higher standard of living. 

This is an immediate program which is fair to both sides. I hope that the Con- 
gress, naturally disappointed at the failure of labor and management to agree 
upon a solution for the prevention of industrial disputes, will not adopt repressive 
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or coercive measures against either side. A free American labor and a free 
American private enterprise are essential to our free democratic system. Legis- 
lation which would stifle full freedom of collective bargaining on either side would 
be a backward step which the American people would not tolerate. 

I am sure that the Congress will give its calm and careful consideration to 


this matter so essential to the progress of American life. 

Senator Kerauver. We will recess the public meeting until 10 
o’clock in the morning. We would like to have a consultation between 
Mr. Dixon and some of the counsel for General Motors. 

We will stand in recess until 10 o’clock in the morning. 

(Whereupon, at 5 p. m. the committee was recessed, to reconvene 
at 10a.m., Friday, January 31, 1958.) 
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FRIDAY, JANUARY 31, 1958 


Unrirep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoiy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Keliagver (chairman), O’Mahoney, Langer, 
Dirksen, Wiley, and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Dr. John M. Blair, chief economist; Peter N. 
Chumbris, minority counsel ; Carlile Bolton-Smith, counsel to Senator 
Wiley ; Horace L. Flurry, assistant counsel; Gareth Neville, assistant 
counsel ; Dr. E. Wayles Browne, Jr., economist ; Louis Rosenman, at- 
torney; Peter Posmantur, attorney; Marcy Brooks, assistant to Sen- 
ator Hennings; Thomas B. Collins, staff member, Committee on the 
Judiciary; Jerry O’Callaghan, assistant to Senator O’Mahoney; and 
Harry Schnibbe, assistant to Senator Carroll. 

Senator Krrauver. The committee will come to order. 

Senator Wiiey. Mr. Chairman. 

Senator Keravuver. Senator Wiley. 

Senator Wirey. I understand that Senator Dirksen was to carry on 
this morning, but before doing so, I have been informed that in reply 
to my question yesterday, there is some correction General Motors 
wants tomake. I think at this time we should permit that correction 
to go into the record. 

enator Kerauver. Very well, Senator Wiley. Is there any correc- 
tion or information that you want to present, Mr. Curtice, or Mr. Don- 
ner, or Mr. Power ? 


STATEMENT OF HARLOW H. CURTICE, PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, GENERAL MOTORS CORP.; ACCOMPANIED 
BY FREDERIC G. DONNER, EXECUTIVE VICE PRESIDENT AND 
CHAIRMAN OF FINANCIAL POLICY COMMITTEE; HENRY HOGAN, 
GENERAL COUNSEL; AND ALOYSIUS F. POWER, ASSISTANT GEN- 
ERAL COUNSEL—Resumed 


Mr. Donner. That correction was made in the record last night after 
the hearing. 

Senator Kerauver. Please explain the nature of the correction you 
are speaking of. 

Mr. Donner. That concerned the amount of net income that General 
Motors would have had if the profit-sharing plan had been in effect. 
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The amount was $557 million as compared with $847 million as re- 

rted. 
Penne Wuey. You made a tabulation, have you, and put it into 
the record ? 

Mr. Donner. That is correct. We have the tabulation and it will 
go in the record. 

Senator Wier. It had better be marked to go in if it has not already, 

Mr. Donner. The second page will be here in about 15 nivel 
That is why it has not been offered now. 

Senator AuvER. Yesterday I designated this as General Motors 
exhibit 5. 

(The document referred to follows :) 


Reuther’s “profit sharing” proposal (prepared by General Motors Corp.) 





1956 1955 1954 


Million dollars 





Taking General Motors’ reported results for the years 1954, 1955 and 1956, 
the hypothetical effect of Mr. Reuther’s proposal would be as follows: 
Before taxes General Motors earned.........-....-.-.-.----.---------- $1, 740 $2, 542 $1, 645 
An allowance for a 10 percent return on invested capital, and for an 
estimate of income outside the United States not subject to the 














EE WT OR cde enh tadeeuinetetoncacledeticosedes= 540 542 445 
There would be available for distribution about.................------ 1, 200 2, 000 1, 200 
il eae dl eines 
Mr. Reuther proposed that this be distributed: 
25 percent to customers as rebate on sales_..-...-......-....------ 300 500 300 
25 percent to employees as added compensation ---...........-..-- 300 500 300 
Or a total reduction in General Motors income before taxes of. .._-..-- 600 1, 000 600 
Based on the present corporate income-tax rate of 52 percent, the effect 
would be to reduce General Motors income taxes payable by--._---- 310 520 310 
This would mean a net reduction in General Motors income after 
RNs bh lei-utrpsiandniachinnciaaniensiabnabinsamnsenensladdatth beh acc 290 480 290 
General Motors actual reported net income totaled__............------ 847° 1, 189 806 
Reflecting the effect of this proposal, income would be reduced by---- 290 480 290 
This would have reduced GM’s income to___..-..--.-..----.---------- 557 7 516 
Dividends actually paid to the stockholders amounted to-.-.........--- 566 605 450 
Dollars 
Per share of $134 par value: 
Earnings: 
ee bio a 5 ined meockblenddinbes~ddidaedossess cesses 


in on eens D ednaad Raddbentarsimenintebabesh 
Dividends: Actual amount paid... Ses ediGetp heiuisanekaahaienwe 





From the Government’s standpoint, the proposal would result in a reduc- |" __ 
tion in tax revenues: 
As , eee above, General Motors taxes would be reduced by 





a a a Re ia ea eine mm Ones 310 520 310 
No additional revenue would accrue to the Government from rebates 
ee ee ee tas anabenresshseccaseseslagheseein 
Added taxes payable by employees on their additional income would 
yield at an assumed rate of 20 percent............-..-.-.-...--.-..-- 60 105 60 
Leaving a net reduction in Government revenues of 





The above does not consider a further possible loss to the Government } 
resulting from a reduction in dividends paid to General Motors stock- 
holders if GM income were reduced as shown in the preceding: 

For example, if General Motors dividends were reduced by approx- 
imately the same proportion as net income, the reduction would 
ae nenidecnndns 190 240 160 

It is difficult to estimate a tax rate for the stockholders as a group, but 
assuming a conservative rate of 25 percent, Government revenue 
rn I th wkdacboodumed 45 60 40 





Or a total reduction in Government revenue of__...........------ 295 | 475 
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Senator Kerauver. Let me announce that Mr. Curtice and his 
associates have expressed the hope that we could finish by noon, but 
whether we will be able to or not, I do not know. If not, we will do 
the best we can and come back very shortly after noon. You do have 
meetings in New York which you are anxious to attend, is that correct, 
Mr. Curtice? 

Mr. Curtice. That is right. 

Senator Keravuver. Are there any other statements that Mr. Cur- 
tice or any of you other gentlemen wish to make before we proceed ? 

Mr. Courtice. No, Mr. Chairman, I think we have none. 

Senator Kerauver. We have had some discussion with Mr. Curtice 
and his associates with reference to trying to separate the nonauto- 
motive part of their operation, in a general sort of way, on a com- 
posite basis over a period of some years from their other operations 
that have no direct connection with the automobile industry. After 
consultation, a satisfactory arrangement has been worked out which 
I believe will be followed by the other companies which will appear. 
Iam going to ask our counsel, Mr. Dixon, to explain what it is, This 
information will be furnished, I believe, within 3 weeks and we may 
have some written questions to submit in connection with it. 

Before calling on Mr. Dixon, we welcome Senator Carroll to the 
hearing. Senator Carroll yesterday afternoon was made a member 
of the 5 udiciary Committee and was designated a member of the Sub- 
committee on Antitrust and Monopoly. Weare glad to have you here 
to participate with us in these hearings, Senator Carroll. 

nator Carrott. Mr. Chairman, I am pleased to be able to join you 
officially. Both the distinguished Senator from Tennessee and my 
colleague from the West, Jenin O’Mahoney, were very gracious to 
me last year and invited me to participate unofficially in these hear- 


i that I am here officially, I am pleased to be with you. I will 
try to catch up with what you have a doing recently. Also my 
Republican colleagues have been gracious to me while I was not a 
member of the committee. I am glad to be with you. 

Senator Wier. Mr. Chairman, I have just been informed that the 
distinguished Senator who has made those gracious comments has 
now become an associate of ours on the Judiciary Committee. I too 
want to join in welcoming him. He will not only be the best looking 
Senator on the committee, but they say he adds a great deal of judicial 
temperament to our group. That being so, he is doubly welcome. 

Senator Carrot... I refuse to comment. 

Senator Keravuver. Mr. Dixon, will you explain what General 
Motors will furnish to us? 

Mr. Drxon. Yes, Mr. Chairman. 

As you know, prior to these hearings we have carried on some de- 
gree of negotiations with the four automotive manufacturers that are 
going to appear and testify here, requesting certain information per- 
taining to profits and other related matters. In order to preserve, 
Mr. Chairman, as much as possible, of the confidentiality of the figures 
we requested, we have had several meetings and have come to this 
understanding. 
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General Motors has agreed to furnish us information that will dis- 
close for the years 1954, 1955, 1956, and 1957 the net profits before 
taxes and net profits after taxes on their automobile manufacturing 
business, ekicky would include all passenger vehicles together with 
their trucks. This information will include unit and dollar sales rep- 
resenting the total sales of United States made vehicles with optional 
equipment to dealers, both to Canada and overseas. The profit figures 
are the corporation’s total consolidated profits from the cars, truck, 
body, assembly, and parts divisions, which are applicable to these sales. 

We will therefore get for these 4 years the sales and value, the total 
costs. We will have net profit before taxes, the amount with the per- 
centage of sales. We will have net profit after taxes with the amount 
and percentage of sales. We will have the units sold. Of the units 
sold, we will have the total cost, net profit before taxes, net profit after 
taxes. 

Mr. Chairman, I am hopeful to be able soon to report that this same 
agreement will be acceptable to both the Ford Motor Co. and the 

rysler Corp. Of course we will endeavor to see that this informa- 
tion received from all four of the companies is the same type of in- 
formation, in order that such information as we do get will be mean- 
ingful to the subcommittee. 

enator Kerauver. Very well. 

Summing up the understanding, we will get net profit before taxes 
in amount and then percentage of sales. Does that mean that you will 
give the net profit and the profit after taxes on that part of the capital 
allocated to automobile, truck, body and assembly divisions, or is that 
only the percent net profit, the percentage of sales? 

Mr. Donner. That is the net profit as a percentage of sales. In 
other words, it will be the net profit as shown by that tabulation di- 
vided by the sales as shown by that tabulation. 

Senator Keravuver. Would there be objection to giving it to us also 
on net worth so we can have it both ways? 

Mr. Currice. I think this information is in accordance with that 
which was discussed last evening. 

Senator Keravver. We will not insist on it. I thought if we could 
have it—I did not understand whether net profit after sales referred 
to net worth or—— 

Mr. Curtice. No, it refers to net sales. 

Senator Krerauver. Net sales? 

Mr. Courtice. Yes, sir. 

Senator O’Manoney. Mr. Chairman, may I remark in this connec- 
tion that the testimony yesterday from the witnesses was to the effect 
that the general objective of General Motors has been to earn a profit 
of from 15 to 20 percent on net worth. So that if you were to have the 
information you requested, it would furnish sound grounds for com- 
parison. 

Mr. Courtice. Senator O’Mahoney, that, as we understand it, was 
not the petgoes of the inquiry and the request. 

Senator Krravver. We appreciate your cooperation and we will 
discuss that other matter later. I don’t see that it would involve any 
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confidentiality but we can probably figure most of it ourselves. But 
we appreciate your giving us this much. 

Mr. Curtice. Mr. Chairman, it will require, as I told you, about 
three weeks to prepare the information on this basis. It would re- 
quire considerable additional work on our part to develop the other 
segment which you are now adding. 

would much prefer to leave it on the basis that we have agreed, 
following, and in line with the discussion which we have on the subject. 

Senator Kzuravuver. We will talk about that later. We appreciate 
this very much. I have some questions here from Senator Langer 
who unfortunately could not be here this morning. He requested 
that I ask these questions first, and then I will turn to Senator Dirk- 
sen who wished to ask some questions this morning. 

So we can understand it in the record, yesterday I read the net 
profits after taxes of General Motors from 1940 to the 9 months ending 
1957, excluding the war years. We put also into the record the net 

rofits, as reported by General Motors for a long period of time, I 

lieve from the beginning of the company, from 1929 on. The aver- 
age, excluding 1940 through the third quarter of 1957, has been 24.8 
percent during this period after taxes. 

We have a chart which will be made a part of the record, committee 
exhibit 12, which shows the trend of profits during these years. It is 
taken from General Motors figures. 

(The chart referred to follows :) 
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Senator Keravver. The other point is that I referred to an exhibit 
showing when prices were announced by the various companies, and 
showing the closeness of the various prices. I believe it is generally 
admitted by you, Mr. Curtice, that General Motors usually fixes the 
prices for the rest of the industry ? 

Mr. Courtice. No, sir, Mr. Chairman, I did not make any such 
statement. 

Senator Keravver. I did not mean you fix the prices. 

Mr. Courtice. Nor did I agree with any such statement made by us. 

Senator Kreravver. I withdraw the statement. I did not mean fix 
the prices. I meant that you led off with the prices and others fixed 
their prices based on yours. 

Mr. Courtice. The same reply I make goes for that also. I do not 
know what the other people do. We establish our prices in accord- 
ance with the formula and in accordance with the consideration of 
the competitive factors, costs and the market place as I discussed 
thoroughly yesterday. 

Senator Keravuver. From your records and from the records of the 
other companies, over a long period of time, we find generally every 
year, and with one exception in recent years, that you announced your 
prices first and then after that the other companies announced their 

rices. 
f I think this might be of interest: On November 1, 1954, Chevrolet 
announced its price. November 12, 1954, Ford announced its price. 
On November 16, Chrysler announced its prices on Plymouth, and the 
same followed with the other lines. 

1956 is the exception. Ford announced its price on September 
19. November 2, General Motors announced the price of the Chevro- 
let. October 20, Chrysler announced the price of the Chrysler. But 
we find that after you came out with your price, Ford, who had pre- 
viously announced its price, then revised its price and raised it ap- 
proximately to yours. 

Mr. Curtice. We announce our prices at the time our cars are avail- 
able in sufficient quantity with our dealers for a public announce- 
ment. That is the governing factor with respect to the time of 
announcing. 

Senator Krravuver. For 1957 models, the Ford custom announced its 
price as $1,861. You announced yours afterwards as $1,900. There- 
after Ford revised its price to $1,890. And similarly with the custom 
four-door sedan. Ford also revised its price upward. Do you know 
why Ford revised its price upward ? 

Mr. Curtice. I can only discuss the business of General Motors, I 
have no knowledge what impelled them to change their price. 

Senator Kerauver. Very well. I guess that is something we should 
ask Ford about. ; 

Mr. Curtice. I think that the Ford people will be much more able 
to discuss their affairs than I. 

Senator Kreravuver. But it would look like Ford would have a com- 
petitive advantage if it left its price downward where it originally 
set it. I wonder about its raising its price after yours came out. 

Mr. Curtice. I think so far as our prices are concerned, you will 
recall that I stated yesterday that we announced the prices at the 
time of introduction of 1957 cars, and despite the rise in materia] and 
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labor costs, which were continuous throughout the year of 1957, there 
was no change in 1957 car prices during the model year. 

Senator auver. Of course Ford figured its prices and announced 
a lower price and then when you announced yours, they revised theirs 
upward. They thought you should be the price leader, and that they 

ould have their prices in line with your prices. 

Mr. Courtice. ens not have the slightest opinion as to what 
might have gone on in their minds, 

nator AuveR. The questions submitted by Senator Langer will 
be asked first. 

One relates to the parts division of General Motors, the nature of 
profits and comparison of profits of the other divisions, I believe it 
was Senator Langer’s feeling that the parts division has made sub- 
stantially larger profits than other divisions. Can you give us any in- 
formation about that? 

Mr. Currtice. No; I cannot. We are not in a position to break 
down, that is related directly to the question which you asked and 
which we have resolved on a compromise basis. 

Senator Keravver. In other words, that is confidential informa- 
tion ? 

Mr. Currice. That would be confidential information which we 
would not be prepared to disclose. 

Senator Krrauver. Senator Langer dictated these questions that 
he wanted asked. 

Second, the number of shares of stock when you were organized 
as compared with the number of shares of stock today, the value of 
the shares, how many splits of shares of stock ? 

Mr. Courrice. Do we have that information available? I think 
we will have to supply that. I do not believe that we have such in- 
formation that we could give you and have it accurate. 

We can supply it later. 

Senator Kerauver. Can you give us any general information in re- 
sponse to this question and then supply the details later ¢ 

Mr. Donner. I would not have it in mind. 

Mr. Curtice. I do not know how many shares we had at the be- 
ginning of the corporation. 

Senator Keravver. Is it true that 1 share of stock in 1947 is equal 
in value to 7 shares now ? 

Mr. Donner. Six shares, Senator. 

Senator Keravuver. Six shares now ? 

Mr. Donner. That is correct. 

Senator Keravver. What is the comparison of the selling price on 
the stock exchange of one share in 1947 ? 

Mr. Donner. I would not recall. I would not have that with me. 

Senator Keravuver. There was a chart put in the record by Mr. 
Reuther showing what you may be familiar with. It attempted to 
show the value of that share of stock in 1947 compared to now. You 
might want to comment on that in connection with this question. 

Mr. Courtice. I do not think we have any comment to make. If 
the information is desired by the committee, we will be glad to de- 
velop the answers to both of your questions and submit them at a 
later date. 

Senator Keravver. All right, sir. 
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You will furnish this information ? 

Mr. Curtice. Yes; we will be glad to. 

Senator Keravver. The next question refers to salaries of the chair- 
man of the board, the president and major officers of the corporation. 

Mr. Curtice. We can supply those. 

Senator Keravuver. Can you give us the salaries of the chairman of 
the board? He is here, I believe. 

Mr. Curtice. His fee as chairman of the board is $100,000 a year. 

Senator Krerauver. Does he get a bonus? 

Mr. Curtice. He does not get a bonus; no, sir. 

Senator Keravver. Or stock option ? 

Mr. Curtice. No; he does not. 

Senator Keravver. Is that the same salary he received for some 
time ¢ 

Mr. Curtice. As chairman of the board, yes. Prior to that Mr. 
Bradley was executive vice president and chairman of the financial 
policy committee, at which time his salary was at a different rate, and 
at which time he was also eligible for bonus consideraion. 

Senator Keravuver. What is the salary of the president? 

Mr. Courtice. My salary is $200,000 a year. 

Senator Kerauver. You have a bonus of 5 percent after taxes, or 10 
percent before taxes ? 

Mr. Curtice. I have a bonus that is allotted to me on an annual 
basis by the bonus and salary committee, which is comprised of mem- 
bers of our board who are nonoperating people. 

Senator Keravver. We have had testimony here about what that 
is. Ihave forgotten exactly what the testimony was. So we can have 
it correct, will you tell us what the bonus was, for instance, for last 
year and the year before ? 

Mr. Currice. I do not have the exact figure of what it was last 

ear. 
r Senator Keravver. Can you give us an approximate figure 

Mr. Courtice. It was something under $500,000. I have forgotten 
the exact figure. 

Senator Kerrauver. Senator Langer also asked about the other 
major officers of the corporation. Will you furnish both the salary 
and bonuses for them ? 

Mr. Curtice. Yes; I think it would be better for us to furnish 
that information. 

I do not have it at the tip of my tongue. 

It has all been published anyhow. It is public information. 

Senator Kerauver. Yes. The next question is: How many vice 
presidents do you have? 

Mr. Curtice. 30 vice presidents and 2 executive vice presidents. 

Senator Keravuver. Senator Langer asks for the salaries of the vice 
presidents. 

Senator Wirzy. Do you not think, Mr. Chairman, if we get those 
salaries, that it ought to be before and also after taxes so that anyone 
reading it can see what the real compensation is? 

Mr. Courtice. I think, Senator Wiley, that the committee should 
recognize that we pay under the income tax up to 91 percent of the 
salary and other compensation benefits. 
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Mr. Keravver. I do not know whether all the vice presidents 
want to give the amount after taxes. I suppose it would vary. 

Mr. Curtice. We have not disclosed the salaries of vice presidents. 
We disclosed the salaries of those who are members of the board of 
directors, and I think we should confine it to that. 

Senator Keravuver. On salaries of vice presidents, you give what 
you can, and if you want to use the figure after taxes that is all right, 
too. 


Mr. Courtice. We will supply that which has been made public. 

Senator Keravuver. That will be General Motors exhibit 6 when 
it comes in. 

(The document referred to may be found in the appendix on p. 
3868. 

Becator Keravver. The chart we have shows in 1955 your bonus was 
$575,000, that the next highest bonus was $515,000 in addition to sal- 
ary, and the third highest in the company was $450,000. In 1956 the 
highest was yours, $495,000, the next highest was $420,000, the next 
highest, $385,000. This is from the report to the stockholders in the 
proxy statement, is that correct ? 

Mr. Courtice. It sounds to me that it is about right. Whatever we 
re d to the stockholders would be accurate information. 

nator Keravuver. So that, as of 1955, your salary would have 
been $200,000 plus $575,000; in 1956, $200,000 plus $495,000? Is there 
a stock option program for you officers also ? 

Mr. Curticn. There is a stock option program which was approved 
by the stockholders at the meeting in May of 1957, which became ef- 
fective applicable to the 1957 operations. 

Up to that time we had no stock option plan. 

Senator Keravver. Would you file for the record as General Motors 
exhibit 7 a copy of your stock option plan ? 

Mr. Curtics. Yes, and also of the bonus plan. 

Senator Keravver. And the bonus plan. 

Mr. Curtice. Yes; we will file both. 

(The documents referred to may be found in the appendix on p. 
3962. 

Seeabie Keravver. Generally, in a word or two if you can, how 
many shares are set aside for what officials and at what price? 

Mr. Courtice. Nothing has been done on that yet, and will not be 
done until the disposition pertaining to the 1957 operations. 

Senator Keravver. I think it is only fair to ask at this point, while 
we are on the subject, about one of Mr. Reuther’s contentions. If you 
do not want to discuss this, if it gets into the field of something you 
would rather not discuss, that is all right, but I felt in fairness it should 
be asked. He considers that you are an employee and there is a 
profit-sharing or bonus program for you and other officers, and even 
though you are management, that you are still an employee. There- 
fore, you might apply the same principle to other employees, to wit, 
workers in the factory, and that your bonus starts at the same place, 
that is, 10 percent before taxes and 5 percent after taxes, and that 
they are asking that the same principle be applied to them. Is there 
any comment you wish to make? 

Mr. tice. I think, Mr. Chairman, that gets into the area of 
collective bargaining. 

Senator Keravver. Very well; now Senator Dirksen. 
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Senator Dirxsen. Mr. Curtice, at the very outset since we are on 
this salary business, I would like to concur in Senator Wiley’s sug- 
gestion that you put down these income figures before and after taxes. 

Mr. Curtice. We will do so, 

Senator Dirksen. Then if you can procure the information, I wish 
ou would put in the income or remuneration or salary of Elvis 
resley, the celebrated torso shaker from Tennessee. 

Senator Keravuver. I want to assure the Senator from Illinois that 
nobody in Tennessee that I know about is making as much money as 
Elvis Presley. 

Senator Dirxsen. And let us add Red Skelton and Mickey Mantle, 
Frank Sinatra, Marlin Brando, Jane Russell, and Jayne Mansfield, 
and if you can think up any other oversized perfect 36’s, put those in 
too. [Laughter.] 

Senator Keravver. Senator Dirksen, may I ask also that we in- 
clude the salaries of Members of Congress in that comparison. 

Senator Dirksen. Oh, definitely. I think we will show up to ad- 
vantage in a comparison of that kind. But I just want to make the 
ot, since I think some of these things might be prejudicial, and I 

o not like to see them stand right that way, that when the salary and 
remuneration of company officials is put in the record and ventilated 
in the press, let’s get it in proper context. 

I do not know how many jobs Elvis Presley is responsible for, or 
Frank Sinatra or anybody else, but let us get the whole picture so that 
the proper conclusion can be derived. 

Mr. Curtice. We will endeavor to include as many of those as we 
can get reasonable information on. 

Senator Dirksen. And you can amplify the list if other names 
occur to you? 

Mr. Curtice. Yes. 

Senator Dirksen. Thank you. 

Senator WitEy. And show how many they employ. 

Senator O’Manonery. Mr. Chairman. 

Senator Keravver. Will the Senator from Illinois yield ? 

Senator O’Manoney. For just a moment, sir. 

Senator Drrxsen. I will yield only if you have got somebody to add 
to the list from Wyoming. 

Senator O’Manioney. 1 have nobody to add from Wyoming. I was 
just going to remark with respect to Elvis Presley, he is in the Army 
now. 

Senator Dirxsen. He is having some difficulty now, I understand. 
I was afraid Senator O’Mahoney was going to add some cowboys to 
the list. But you might put in Gene Autry and while you are about it, 
Sherman Billingsley of the Stork Club, and a few others. Let’s get a 
good picture. 

Now, Mr. Curtice, this hearing, as I understood it from the outset, 
was to concern itself with administered prices and with inflation. 
Frankly, I do not believe this committee has the jurisdiction over this 
question of inflation, and the question of monopoly, and then the ques- 
tion of necessary legislation by way of amendments to the antitrust 
legislation to cure a situation, if we regard it as evil, and not conducive 
to public benefit. At least that is my general concept of what this 
hearing was all about. 
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Frankly, we have gone all around Robin Hood’s barn and I am 
afraid after somebody took the lead in that respect I just followed suit. 
I know there are some questions that I asked of Mr. Reuther that prob- 
ably were not quite in line with this format, but they were all raised 
in conection with the directive, and so in trying to get the thing in 
context, I suppose we had no choice in the matter. 

It would appear, and I do not say it was made to appear expressly, 
but certainly by implication, when they refer to the heads of giant 
corporations and monopolistic enterprises, that you have no humanity 
in your people or that you have no general humanity in the community 
of the country. This is about the same question I asked Mr. Reuther. 
I think you can feel free to indicate to the committee what your in- 
terests are over and above the business of making some profit for the 
stockholders of General Motors. 

Mr. Curtice. Well, I think that I touched on that subject yesterday. 

Senator Diesen. I think you did. 

Mr. Currice. Our interests are very definitely for that which is 
best for our country and for the people who are the citizens of our 
country, and then we come to the employees of General Motors, and I 
pointed out yesterday that we have over the years provided them with 
the best facilities in which to function, to work. 

We have paid them the highest, among the highest wages and in- 
comes throughout that entire period. 

I mentioned specifically our method of determination of what is a 
fair way of arriving at what the compensation for our employees 
should be, and we came up with a program in 1948 which I think 
proved to be very successful, and that has continued in effect, both 
phases of it, the cost-of-living adjustment, keeping pace with any 
changes indicated by the BLS so as to preserve the buying power of 
an hour’s work. 

In addition to that, we provided what we labeled as an improve- 
ment factor, which was to provide the sneer’ with a continuing 
higher standard of living. That factor has been definitely related 
to what was expected to be a reasonable attainment in productivity. 

And so, I think it is fair to say that our interests are as great or 
ereeter in the welfare of our employees than anyone else’s could pos- 
sibly be. 

addition to that, we are equally interested in the welfare of the 
communities in which we operate. 

Likewise, the welfare of our Nation as a whole. 

And whether it be in the time of peace or war, whenever there is 
the need in the defense effort for our facilities or our—provision of 
additional facilities, we have never hesitated to move at the request 
of the Government to undertake any project that they considered we 
were equipped with our facilities to undertake or with the additional 
or new facilities to undertake. 

So I think I can say with all honesty, that our interests go far 
beyond that of operating a successful business. 

This country, in order to continue to be and continue to maintain 
a sound economy, must have industry maintained on a sound economic 
basis. And so that is a very important factor. 

Dealing with the soundness of our operations, dealing with the 
soundness of the national economy, is foremost in our minds at all 
times. 
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Certainly the people who have invested in our corporation and 
delegated the responsibility of management to me and my associates 
expect a reasonable return on investment however they may have 
acquired it, through the sweat of their brow or otherwise. 

They must have had to save the money before they could invest it 
in any enterprise. 

I think that is in tune with our American way of life, our free-enter- 
prise system. It is what has made this country, as I said yesterday, 
the magnificent country that it is today. 

Senator Dirksen. Mr. Curtice, one other chart that was exhibited 
was in the form of a birthday cake to indicate that this year General 
Motors was observing its 50th anniversary. 

Do you anticipate there will be a General Motors 25 years from now ? 

Mr. Currice. I certainly anticipate that there will be a General 
Motors 25 years from now, and 50 years from now. 

Senator Dirksen. That is the basis for the question I want to ask: 
How far and how long do you have to plan ahead to see down the 
road? I would say that the purpose of the question is simply this: 
when we talk about the profits of a company, you have to think of 
the financial needs of the company, either in terms of profit or the 
money it must borrow in the market place in making provision for 
raw materials, and other things as it looks down the road. 

Now, if you anticipate there will be a General Motors 25 years from 
now, and 50 years from now, you must do a certain amount of plan- 
ning, I assume, many years ahead, and doubtless that would involve 
some funds. 

How long do you have to plan ahead ? 

Mr. Curtice. We have to plan ahead—well we start planning ahead 
10 to 15 years, projecting what we think will be the growth and 
development of the country, the increase in population, the increased 
needs of the people for goods and services. 

Specifically, in the area of financial requirements in order to do 
what we have done since the war period indeed, as I stated yesterday, 
we have invested in new plants and new facilities, modernization, a 
total of $4 billion. 

We have to make plans several years ahead in order that we can 
carry out those plans on a sound basis, and have the necessary funds 
with which to carry them out. 

Senator Dirksen. In that connection, an interesting question came 
up in the steel hearings. They had made allowances for depreciation 
some years back, and then there was an appreciation or a rise in 
the cost of material and labor, and they discovered that the amount of 
depreciation money in the “kitty” for a given part of their program 
or pre instrumentality was far short of what was required. 

think the illustration they used was a rolling mill, where under 
the tax laws they charged it off, probably had $15 million with which 
to replace it, only to discover that a comparable replacement would 
cost them about fifty or sixty million dollars, 

Have you had an identical experience that has had some impact upon 
the distribution of your profits? 

Mr. Curtice. Yes, we have. 

The cost of the machine tool, which is a permanent tool, a permanent 
machine which is depreciated on an annual basis over a period of time, 
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has changed materially, and I think the index for all is—of course 
varies greatly, but it is at least 214 times the one, and going back 10 
or 15 years, it is considerably more than that. 

So that the depreciation on money which is set aside is far short of 
that which is necessary when you make the replacement of the worn- 
out machine or replace it with one that is more modern. 

Senator Dirxsen. I have a general question, and these are general 
questions. 

Mr. Courtice. Senator Dirksen, I think we can put the figures in 
the record. 

Mr. Donner. I can put them in right now, Senator. 

Senator Dirksen. Very well. 

Mr. Donner. For the 11 years, 1946, through 1956, that is the post- 
war period, our capital expenditures for plant, facilities, machine tools 
and so on, were $4,282 million. The depreciation we provided over 
that period was $1,776 million for about 40 percent of the total. 

The excess of expenditures over eee that we had to find in 
the way of new funds was $2,402 million or nearly 60 percent of the 
total. 

Senator Dimxsen. What was the percentage, then, that you got out 
of your depreciation account ? 

Mr. Donner. Approximately 40 percent. 

Senator Dirksen. Forty percent? 

Mr. Donner. $1,776 million out of $4,282 million. 

Senator Drrxsen. So the other 60 percent you derive from what 
source ? 

Mr. Donner. Borrowed money, sale of preferred and common stock, 
and reinvested earnings. 

Senator Drr«sen. Is it confidential information as to what your 
debt is, your outstanding debt ? 

Mr. Donner. No, our outstanding debt is about $300 million. 

Senator Keravver. Senator Dirksen, I wonder if you would ask 
if the witness could break down how much was capital and how much 
was reinvestment in the places where they got new money. 

Senator Dirksen. You mean the difference between—— 

Senator Kerauver. $2,402,000,000. 

Senator Dirksen. That would be $1.7 billion. 

You had the other 60 percent you either got in borrowed money 
or reinvestment of profits or—— 

Mr. Donner. Yes. 

Reading from the last year’s annual report which carries it through 
1956, the same period, I am talking about—— 

Senator Kerauver. What is the period, sir? 

Mr. Donner. 1946 through 1956, 11 years, and I am reading from 
page 35 of the 1956 annual report. The amount of new funds that we 
raised was 300 million of debentures in 1954, 100 million of preferred 
stock in 1946, and 377 million of newly issued common stock, most of 
which was 325 million derived from the offering to the stockholders 
in 1955. That would add up to $777 million. 

Now en the same period we reinvested $2,700 million, and out 
of those combined funds came the $21, billion that we needed for 
plant in addition to which of course we had added working capital 
requirements and other needs. s 
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I think that would give the background. 

Senator Keravver. I think that this report should be made a part 
of the record. 

Senator Dirxsen. Fine. 

Senator Keravver. It will be General Motors exhibit 8. How long 
is it, Mr. Donner? 

Mr. Donner. You mean the whole report ? 

Senator Kerauver. Yes, how many pages? 

Mr. Donner. 56. 

Senator Dirksen. Mr. Chairman, why not let the staff take a look, 
and if there are portions that are of no particular value for the record, 
but whatever is to be inserted, I am quite agreeable. 

Senator Kerauver. Yes, that will be done. 

(The document referred to may be found in the appendix on p. 
3551. 

Me Courtice. It is a very interesting report, and it might very well 
be in the record. 

Senator Dirksen, if I could, I would just like to add this thought 
that comes to me in connection with our participation in the welfare 
of the communities in which we operate. 

We make very large contributions for hospitals. We support the 
community chest funds in all of those communities to a very marked 
degree, and perhaps you are familiar with the program which we 
have which I think was introduced in 1954, financial aid to higher 
education, under which we provide for both scholarships for the in- 
dividual as well as support to the colleges and universities. In total, 
that program by itself amounts to about $5 million per year. 

Senator Dirksen. Five million? 

Mr. Currice. Five million dollars per year, which is very impor- 
tant. I think we took a very important step at the time in the sup- 
port of the educational program of our country, and it was accorded 
very highly and enthusiastically by the presidents of all of the col- 
leges and universities throughout the country, whether or not they 
were beneficiaries. Some of the colleges and universities in every 
State of the Union are beneficiaries of this program. 

Senator Dirksen. How long has that program been in effect? 

Mr, Curticr. On a broad scale it has been in effect since 1954,. 
and then of course in addition to this we have had the General Motors 
Institute for a great many years, which is a technical school primarily 
and graduates each year a large number of highly educated engineers 
and technicians, so that we have been in the educational field in a 
very significant way for a great many years. This other program 
is supplementary to that, and provides benefits, as I said, to both the 
young men and women as well as to the colleges and universities. 

Senator Dirksen. Mr. Curtice, this is a general question and is a 
bit of a departure from the line I do want to pursue, but I do want 

to make the record on it now. 

Dr. Ruby Norris of Connecticut College, of which you are a director 
or a trustee, as I understand it—— 

Mr. Curtice. I am a trustee, yes, sir. 

Senator Dirksen. Presented a rather long monograph to the com- 
mittee with respect to consumer taste in cars. She used a word which 
has not come to my attention, except generally, before. It is called 
fancification. That is, making cars fancy like they used to do the 
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old heating stoves; when they did not sell, you put a little chrome 
angel on top, or something. That question of fancification, which 
no doubt will involve gadgetry, size, weight, excess horsepower, and 
a ie many other things, has been commented on from time to time, 
I believe Mr. Reuther made some comment, and I think our distin- 
guished chairman made some comment, so I address this question to 
you and also to our chairman. I want to find out whether or not there 
is going to be an official move in the direction of the elimination of 
fancification or whether fancification is something that is a part of 
consumer demand, that the consumer finally dictates it or not? 

Mr. Currtice. Senator Dirksen, the term is a new one for me. I 
think you have given a good definition of what perhaps is meant by 
fancification. 

I would say that the application of fancification to our automobiles 
is the result of the demand on the part of the public. 

In other words, as I explained yesterday, the stripped down auto- 
mobile is not in favor and does not sell well. The buying public 
desires, according to our experience—and we conduct surveys con- 
stantly to find out what the people like and dislike about our products, 
and there is no indication that there will be a change in the trend in 
the near term. 

Senator Dirksen. The question probably has some pertinency here 
because it would involve the question of cost, the question of a labor 
component in a unit which would probably be diminished if all cars 
were stripped. 

Mr. Currticr. Yes, the labor content would diminish or decrease 
if we eliminated the complexity of the automatic transmission and 
many other items which the public has expressed the very keen desire 
to have and to own, and to build a car that represented, let us say, just 
transportation would have a much lower content of labor than the 
car, the average car that we sell to the public. 

Naturally our experience over the years indicates that you had 
better make your product appealing to the public if you want to sell it. 

Senator Dirksen. At this point maybe you had better let me ask 
my amiable and affable distinguished chairman whether the subcom- 
mittee is going to make any recommendations on future automobile 
design. If it is, I really want to address myself to it and start in on 
an engineering course. 

Senator Keracver. May I say in response to the question of the 
Senator from Illinois that the basic objection to monopoly is that 
prices are raised excessively above cost. That is the principal eco- 
nomic and legal objection to monopoly. It is to prevent prices being 
raised above cost that we have antitrust laws, and you cannot escape 
any discussion of monopoly, of lack of competition. The reason 
why the sale of cars are down, why people are unemployed, is the 
question of prices of automobiles, so that it is very relevant here to the 
fact that we do now have 4 million people unemployed, many in the 
automobile industry. The Secretary of Labor said unemployment was 
going up to 414 million. As to why the prices for automobiles are so 
high, what part gadgets have to do with it is an incidental part of 
this, and a very important one. 

I have here, for instance, an article from the New York Times of 
November 2, 1957, the headline being : Lenders Assail 1958 Car Prices. 
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It talks about the attitude of the lenders, the finance companies. This 
will be made committee exhibit 13. 

(The document referred to may be found in the appendix on p. 
3590. ) 

Senator Keravuver. Dr, Norris made an actual survey of 102 people, 
who pointed out what they wanted in an automobile. They wanted 
a good buy, they wanted service, they wanted dependability, and, she 
pointed out, good gas mileage. She pointed out also that if these 
style changes were not so drastic, in your case the $500 million which 
you say it cost to change the style of an automobile might be passed 
on to the consumer. A lot of it is economic waste. 

In connection with gadgets, you have furnished us information 
at our request in answer to question 8 in which you show the number 
of things that were added to automobiles as standard equipment in 
1958 which were not standard equipment in 1957. In 1957 the buyer 
had a chance to take or reject optional equipment, but in 1958 you 
made it standard equipment so the buyer could either take it or leave 
it. 

For instance, in the Bel Air series there is an option on the gen- 
erator, electric windshield wiper, fuel filter, and in the more expen- 
sive automobiles a great many things have been added as standard 
equipment, bringing up the prices, which were not standard equip- 
ment before, so the consumer has no choice. 

Dr. Norris points out in her survey that many of the consumers 
surveyed actually did not want some of these things, that while they 
did not want just a stripped car—she did say that—many of them did 
not want some of the things that they were compelled to take, all of 
which adds to the price. We are not going into the business of styl- 
ing, but I do think what is happening to the price here is an important 
part of this committee’s work. I do believe also that surveys like 
Dr. Norris’ might be of some benefit to you people. 

Mr. Curtice. It is a pretty small segment that she is basing her con- 
clusions on, 102. We make surveys in the thousands, and I am look- 
ing at the same report that you were reading from, and one of the 
items made standard is directional signals. These were made standard 
by the entire industry at the request of the enforcement officials of the 
various States throughout the country because it is regarded as a 
very important item on the automobile from a safety standpoint; 
likewise, windshield wipers. 

Senator Krerauver. That was made standard back in 1957 or 1956? 

Mr. Courtice. That is right. It is 1958 that I am talking about. 

Senator Dirksen. Mr. Curtice, I want the record to show that I 
do not believe Mr. Reuther argued for a stripped-down car. The 
matter was just generally discussed and I think he was also cognizant 
of the fact that if these extra items of equipment were not added, it 
certainly would reduce the labor content in an automobile. But I do 
not believe that he made any special point of a stripped-down car. 

Mr. Curtice. Well, we have the stripped-down car, although these 
particular items that the chairman was discussing are a part of that 
stripped-down car because they are a necessity and considered so by 
the enforcement authorities throughout the country, and as I pointed 
out yesterday, the volume of sales of our stripped-down car represents 
10 percent of the Chevrolet total volume. 

That is not a very large segment of our total automobiles. 
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Senator Dirksen. Now, Mr. Curtice, I want to introduce a little 
novelty into the hearing. Actually we are dealing with administered 
seine heh thus far it has not been discussed very much. So I thought 
we ought to go back and talk a little about administered prices. 

I want to read you a quotation from Dr. Gardiner Means who was 
the first economist before the committee. This appears in the printed 
hearings on page 75 and also page 119. 

Dr. Means says: 


When I speak of administered prices in no sense am I being derogatory to 
business. You can have administered prices when you do not have monopoly, 

So you see he makes a distinction between administered prices and 
monopoly. 

Then he continues: 


Administered prices represent a way of doing business that leads to greater 
efficiency and higher standards of living. We could not have our big efficient 
department stores and mail-order houses if prices were not administered. With- 
out this method of pricing being used, big efficient industry would find it al- 
most impossible to operate. Administered prices are an essential part of our 
modern economy. 


Then on page 119 this other excerpt : 


When you are down to the point of 200 companies in an industry, the adminis- 
tered price technique is so superior to the haggling over the price of each transac- 
tion anything that would approximate the classical market price that it seems 
to me just unthinkable. 

Dr. Means is a rather liberal economist, and I just want to ask you 
this one question: Is there any alternative to administered prices in 
the automobile industry and still maintain your efficiency and your 
methods and your techniques and to serve the public, as you know? 

Mr. Curtice. If our method of establishing prices is considered to 
be administered prices, then my answer is that there is no alternative. 

Senator Dirksen. And you could not consider monopoly and ad- 
ministered prices as synonymous ? 

Mr. Curtice. No, indeed ; we do not. 

Senator Dirxsen. I have been wondering about the point of compe- 
tition. A lot is said about the fact that the number of automobile com- 
panies has been reduced to a handful, so to speak, compared with what 
it was. What is the real point in competition? Is it finally in the 

rice that you make to the dealer or does the competition come at the 

ealer Galeien he goes out to get a customer ? 

Mr. Currice. Well, I think—we, of course, sell all of our product to 
the dealer or in some cases to the distributor. It then becomes his 
product on which he places the price that he is going to try to get from 
the public. And in that respect it varies. 

All we can do under the law is to provide a suggested list price for 
the automobile from which we compute a markup, a dealer dliscommle 
rather, and from that point on the price that the individual pays when 
he buys an automobile will depend very largely upon the competitive 
forces at that level and in most cases, as I aia yesterday, the dealers 
sell 2 used cars for 1 new car. 

And so almost all sales today are on a trading basis. It isa bargain 
between the customer, the potential customer, selling his product, and 
the dealer selling his new car. 

They finally arrive at a mutually agreeable net difference. 
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Senator Dirxsen. How much of that spectacular competition is 
there today? I look at TV and listen to radio, look at the ads now and 
then, and I see men come on TV and say “come down to our sales yard 
and buy an eight-cylinder Sputnik and we will give you a free trip to 
Miami Beach”—or “Come down and buy this and you get a 200-piece 
set of fine dinnerware.” There are just all sorts of gadgets being 
offered today. 

=e peneral and extensive is that addition to competition in the 
market ¢ 

Mr. Curticez. Well, as of today, there is considerably less of that type 
of advertising and selling than there was in the year of 1955. 

However, it still depends upon the individual dealer, the extent to 
which he may offer gimmicks in order to attract customers. 

Senator Dirksen. Now—— 

Senator O’Manoney. Mr. Chairman, would the Senator from IIli- 
nois yield for a question at this point ? 

Senator Dirksen. With pleasure. 

Eonater O’Manoney. Because it is in line with the questions you are 
asking. 

Mr. Curtice, you just said, in response to a question from Senator 
Dirksen, that the sale of automobiles now is a trading matter between 
the dealer and the purchaser. The purchaser comes up with his old 
end the two bargain to determine what the final terms of the sale 
will be. 

Mr. Courtice. I might say that that is not anew phenomenon. That 
has been going on over the years. 

Senator O’Manonry. The last time—— 

Mr. Curtice. It was true prewar as well as postwar. 


DEALER FINANCING 


Senator O’Manoney. The last time I looked at the Economic Indi- 
cators, a monthly publication of the Joint Economic Committee, pre- 
pared by the President’s Council of Economic Advisors, it showed 
that automobile paper, installment paper, is still rising. The last 
report showed, as I recall, that about $33 billion was represented. 

Mr. Donner. I do not believe that is automobile paper only. 

Senator O’Manoney. That is the total, is it? 

Mr. Donner. I think automobile paper is in the area of $15 billion, 
is my recollection. 

Senator O’Manoney. I may be thinking of the first column instead 
of the second. That is why I hesitated. 

Mr. Donner. Because that has been going up very slowly in recent 
months, automobile paper. 

Senator O’Manoney. I saw only one hesitation, one drop in October, 
I think it was, and then it went up again. But it is not as heavy as it 
was but it is still very high. 

The point that I emphasize is that the dealer has to give install- 
ment credit, but as Mr. Curtice testified yesterday, the manufacturer 
receives the wholesale price on every car when it is delivered to the 
dealer. In other words, the dealer has no time to make his adjust- 
ments with the manufacturer, but he must make installment sales with 
the purchaser. 
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Has the General Motors management given consideration to this 
problem in the light of the acknowledged difficult position in which 
local dealers now find themselves? Would you consider giving some 
time allowance to local dealers, for example, to pay ! 

Mr. Currics. That has not been a subject that we have given any 
consideration to. 

Senator O’Manonry. Would you give it some consideration ? 

Mr. Donner. There are very well-organized facilities with all 
finance companies for what is known as wholesaling by the dealers of 
cars that they carry in stock, both new cars and used cars. 

So that the dealers,.on the average, put up very little of their own 
money to carry these inventories of new cars. That is borrowed from 
the finance companies. 

Senator O’Manoney. It is still a big variance between the sales 
policy of the manufacturer—I am now talking of all manufacturers— 
and the sales policy of the dealer. The dealer is finding it necessary 
to surrender a larger and a larger portion of his margin upon which 
he has to depend for profit. This has a serious effect upon every local 
community in which a dealer operates. Yet the profits of the manu- 
facturers are not affected by that because the manufacturer receives 
the wholesale price, in full, at the time of delivery. 

I think it is a matter that ought to be given very serious considera- 
tion. 

Mr. Donner. I think it should be made clear that as far as the dealer 
is concerned, under the present method of merchandising automobiles, 
the dealer does not have the problem of carrying either the cost of 
inventories or the retail time credit on his books. Facilities are avail- 
able. Finance companies, banks, and so on. 

Senator O’Manoney. They have all sorts of difficulties with floor 
plans and so forth, as they reported to me. 

Mr. Curtice. But the dealer does get payment for the automobile 
when he sells it. 

Senator O’Manonry. And it must be remembered that the dealer 
also pays the wholesale financing cost. 

I am only trying to promote better relations between the manu- 
facturer and the dealer, you understand that. 

Thank you very much, Senator. 

Mr. Curtice. I may say that our relations with our dealers are very 

ood. 
¥ Senator O’Manonry. Yes, they have improved since 1955. 

Senator Drxsen. Mr. Curtice, at any given time in the last 60 
years what was the largest number of motor car makers actively and 
substantially operating in this country ? 

Mr. Courtice. At any given time, I don’t believe that I can tell you 
that. There have been 2,500 different companies, different products 
offered in market places. 

Senator Dirksen. Was there any time—— 

Mr. Curtice. Over that period of time, over the past 60 years. 

Senator Dirksen. I am thinking particularly now of automobiles 
that had some public acceptance, at least reasonably, substantially. 

Mr. Curtice. Yes. 

Senator Dirksen. Would it have been as many as 100 companies? 

Mr. Curricr. Not in any one time in my opinion, but that is my 
opinion. 
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Senator Dirksen. Mr. Curtice, they show me a chart here that goes 
back to 1900, which would indicate that roughly about 30 companies 
were operating at any given time. Now the reason for the question—— 

r. Curtice. I was going to guess 25, but I would have been low 
by 5 


Senator Dirksen. So many of these are familiar, of course, like the 
old Maxwell Briscoe. Once upon a time I drove a Maxwell. Packard, 
Studebaker, Pierce-Arrow, Overland, Thomas B. Jeffery, Locomobile, 
Franklin, Auburn, Peerless, Red Motor, Nordyke, Chandler, Hupp. I 
remember I once drove an old Hupp with a square hood on it. 

The reason for the question is just this. They each made 1 or 2 or 3 
models at a given time. 

Mr. Curtice. Yes. 

Senator Dirksen. Now General Motors has a number of automobile 
divisions. 

Mr. Curtice. That is right. 

Senator Dirksen. There is Pontiac, Oldsmobile, Cadillac, Chevro- 
let and all the rest. Is the competition any different today between 
your divisions and between these various companies that were oper- 
ating separately, say 30 odd number, at any given time over a period 
of years? 

Mr. Courtice. Not at all. It is just the same now as it wasthen. The 

competition within the corporation is just as keen as it is against the 
other manufacturers who present other products under their name, so 
that the competitive forces are just as keen if not keener today than 
ever in the history of our industry. 

Senator Dirksen. The reason for the overall question is the allusion 
Senator O’Mahoney made yesterday to the effect he attended a dinner 
in New York addressed by Judge Barnes, former head of the Antitrust 
Division, in which he said they ought to spin off some of their lines. 

It follows somewhat I think a line of inquiry made by Senator 
Kefauver as to whether or not we ought to put a lid on somewhere, 
because that is a question I want to raise now. If you did spin off 
some of your component automobile manufacturers, would we improve 
the competitive situation any actually in the country ? 

Mr. Curtice. Not at all. 

Senator Dirksen. In your judgment ? 

Mr. Curtice. Not at all, and the divisions that were separated from 
the corporation would, as I said yesterday, not have the benefit of 
our research, our advance engineering, our styling, our financial 
group, our sales staff group, our personnel group, our public relations. 

All of those add importantly and contribute importantly to all of 
our divisions, car divisions as well as others. 

Senator Dirxsen. The other part of that question is that you are in 
the Frigidaire business because you developed Freon. 

Mr. Courtice. That is correct. 

Senator Dirksen. By one device or another you got into other items, 
and the suggestion was made with utter courtesy and politeness, of 
course, that maybe you ought to divest yourself of those interests. 

I address this first of all to my distinguished and very amiable 
chairman, whether or not there has been any thinking in the com- 
mittee that we ought to be considering some proposal to whack up 
an enterprise or spin off, as they say, anything that is not related to 
the main line of endeavor like the manufacture of automobiles. Is 
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that within the thinking of any member of the committee, because I 
would like to sort of psychologically prepare myself for it if that 
is the case? 

Senator O’Manoney. Mr. Chairman, I have an answer for that 
question. 

Senator Keravuver. Senator O’Mahoney. 

Senator O’Manoney. It is apparently the thinking of the Depart- 
ment of Justice, because there is now pending in the Federal court in 
Detroit a case involving General Motors and its bus operations. I 
think one of the petitions of the Department of Justice is that General 
Motors should be ordered by the court to hold down the sales to 4 
specific purchasers of buses so that they will not amount to more than 
50 Rares of the requirements of the buses. 

f course this is all amiable, as the Senator from Illinois so well 
states. We are only seeking to find out what is best for the general 
economy. 

GMAC 


As I said yesterday, I am not trying to prosecute General Motors, but 
I do want to point out at this point that according to the figures I have 
on GMAC, the volume of receivables acquired by GMAC for 1957 on 
the wholesale sales amounts to $5,978,434,979, and on retail, 
$3,829,958,929, making a total, the total volume of receivables in one 
company, one finance company, one of the devices which General 
Motors—I use the word “device” by adopting it from the question of 
the Senator from Illinois—one of the devices used by General Motors 
to promote sales. That total is $9,808,393,908. 

have sent for the January Economic Indicator, and I find on 
page 28 a table entitled “Consumer Credit.” The figure that I gave a 
while ago from memory did refer to the total amount of installment 
credit, and for November it was $33,596 million. That was in excess of 
the amount in October, which was $33,504 million, an excess in Sep- 
tember which was $33,415 million. 

The point I make is that the receivables of GMAC, one company 
alone, was almost one-third of the total installment credit outstand- 
ing in the Nation. As for automobile paper, the figures—you were 
right, Mr. Donner—the figures there for November were $15,542 
million. In October it was slightly more, $15,579 million. In Septem- 
ber it was $15,556 million, but installment credit on automobile paper 
for November was greater than it was in August or any previous 
month back to 1939. 

Mr. Donner. Senator, could I comment on a relationship you 
expressed there ? 

You were quoting a figure of receivables purchased of, I think, $9 
billion. That has no relationship at all to the amount of credit out- 
standing or the amount of receivables on the books, because they may 
buy the wholesale paper of an individual new car, and that turns over 
once a month, so the proper figure to relate to the automobile paper 
outstanding is the total retail receivables outstanding of GMA at 
oes time. 

ow GMAC total assets, which are largely receivables, are in the 
area of $4 billion. Now to put that into proper perspective, if you take 
CIT with $2,200 million and Commercial Credit with $1,451 million, 
those 2 companies alone have practically the same amount outstanding. 
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Senator O’Manoney. You do not mean each. 

Mr. Donner. No; together. 

Senator O’Manoney. Together. 

Mr. Donner. Together. 

Senator O’Manonry. So the next two finance companies to which 
you refer have to merge their figures to be comparable to GMAC? 

Mr. Donner. Associates, for instance, has $905 million, the third. 
Well, in talking about that it was very interesting to me to find that 
while you quoted what seemed to be a very high amount of bank credit 
lines of $660 million, CIT has $635 million bank lines itself with 600 
banks. 

Commercial Credit has $600 million with 600 banks. 

So far as their borrowing capacity with the banks, individually they 
are as large as GMAC. 

Senator O’Manonry. GMAC had outstanding, Mr. Donner, on the 
81st of December 1957, 3,712,000 retail accounts; $3 billion, I meant. 

Mr. Donner. No; 3 million accounts is probably right. 

Senator O’Manoney. 3 million accounts. 

However we deal with the figures, the fact remains that General 
Motors is still the greatest manufacturing institution in the world. It 
engages in the production of many, many commodities. We had a list 
of them on the chart yesterday. It is engaged also in the financing 
operation, which I think can be demonstrated. It was demonstrated 
in our 1955 hearing that the ability of General Motors to use GMAC 
as a device for promoting sales and promoting business is one of the 
contributing factors to making it the largest in the country, so that all 
others engaged in the same business, whether it be in manufacturing 
or whether it be in installment financing, are small by comparison with 
General Motors and its subsidiaries. 


(At Senator O’Mahoney’s request, the following table was inserted 
at this point :) 


GENERAL Motors ACCEPTANCE CorRP. AND SUBSIDIARIES’ 


Stockholders’ investments, profits, and rates of return (after income tawes) for 
the years 1940, 1947-56, and the 9 months ending Sept. 30, 1957 








| Stockholders’| Net income | Rate of 
| average after taxes return 
| investment 2? 
eS. Ee eee meal 
Percent 
eI ie oe et . a ee $90, 807, 581 $10, 968, 538 12.1 
RERRTAt he . os libihi nnn Gannbnd nobeh ceubbhssenmacishs ohne adthiek | 87, 882, 545 3, 167, 799 | 3.6 
ne ee Ie are shone Gander oeer ar adit hniote tes abeeiodiae aie 89, 502, 895 5, 582, 890 6.2 
NR ie a OR eal in lh reste albioek n e sevineb 93, 130, 922 11, 673, 163 | 12.5 
ek. ‘ Siaidheikniatideninne dieabemaidenniin nano ahhcbieten elite dealt | 116,491, 454 22, 751, 027 19.5 
eerste ee tbuseeielaneesepan dhidqsblauceppyness coeahsaah in he . inn ee 20.2 
a ihre Toe Al iene ckdd SUES ILL VA ee .---| 133,321,586 | 21, 062, 683 | 15.8 
i en dette caaatia inte tinge ima ia eenas ----| 145,666,107 | 28,626,359 | 19.7 
RS a Ldn wide cde beset eee deh ee ble ee a Sonnebit Uecedese 159, 396, 172 33, 833, 771 21.2 
i gin att de wulninckdonneh id 965654353608 déde nee bine Sem 198, 701, 348 35, 276, 581 | 17.8 
oe, oe cual iptrcesnch Dir dhicaelia aig doled hinenegithin ns ticles Oe este 240, 442, 233 45, 705, 188 | 19.0 
9 months ending Sept. 30, 1957............-..---2LLLi ei rat 


| 
| 


249, 794, 827 31, 010, 541 12.4 





1 General Motors Corp. controls GMAC and does not include this subsidiary in its consolidated state- 
ments; as of Dec. 31, 1956, General Motors Corp. owned all of GMAC’s preferred stock ($50 million), com- 
mon stock ($100 million), and earned surplus ($99,794,827) amounting to $249,794,827, which was carried 
on its books as ‘‘Investment in subsidiary companies not consolidated.” 


2 Beginning and end of year for the years 1940, 1947-56, and for the-9 months ending Sept. 30, 1957, the 
“ate was computed on investment at the beginning of the year. 


—<———$——__— 


non nee 






2574 ADMINISTERED PRICES 


_Mr. Donner. I do not think that is a fair statement when a compan 
like CIT has $2,200 million of assets, you can say that that is a small 
company. I do not think it is fair to say that when the banks of the 
country are financing a great deal of paper. 

Senator O’Manoney. When I say small, I mean in relation to Gen- 
eral Motors and its subsidiaries. 

Mr. Donner. Well, over 50 percent—— 

Mr. Currtice. If you are implying that credit is not available to all 
“other dealers, then I have to correct you on that. 

Senator O’Manoney. I did not make any such implication at all. 

Mr. Courtice. It is just as available—— 

Senator O’Manoney. I want to get into an area of agreement on 
fact. General Motors is the biggest, is it not ? 

Mr. Curtice. Yes, sir. 

Senator O’Manonty. GMAC is the biggest financing company, is 
it not ! 

Mr. Curtice. I believe so. 

Senator O’Manoney. Now, I say in connection with what Senator 
Dirksen said in his question, I did point out yesterday that Judge 
Barnes when he was head of the Antitrust Division of the Department 
of Justice, under Attorney General Brownell, urged that it might be 
a good idea for GM to spin off some of its manufacturing activities, like 
dropping Oldsmobile. But I also said that I disagreed with that. 

Mr. Curtice. That is right. 

Senator O’Manoney. My suggestion to Judge Barnes was that 
GMAC be spun off, and I still believe that to be the fact. 

If I may trespass just another moment on the time of the Senator 
from Illinois, I would like to ask Mr. Curtice if he knows anything 
about the El-Mo Leasing Corp. 

Mr. Curtice. Yes, sir. 

Senator O’Manoner. Would you tell us what it is? 

Senator Dirxsen. Is this a collateral line that is going to take a 
half hour? 

Senator O’Manoney. No; it will not. That depends on Mr. Curtice. 

Senator Keravuver. Very well. Will you answer the question as 
briefly as possible ? 

Mr. Courtice. I will ask Mr. Donner to answer that question. 

Mr. Donner. The El-Mo Leasing Corp. was a oe organized 
to handle the particular lease of locomotives to the Pennsylvania Rail- 
road. 

Senator O’Manoney. May I interrupt you to ask, Mr. Donner, or- 
ganized by whom? 

Mr. Donner. By General Motors. 

Senator O’Manoney. Is it wholly owned? 

Mr. Donner. It is wholly owned, and the funds required to finance 
that particular lease were acquired through borrowings from institu- 
tions, banks, and insurance companies. 

Senator O’Manoney. Is it a subsidiary of General Motors or 
GMAC? 

Mr. Donner. It has no connection in any way with GMAC, sir. 

Senator O’Manoney. But it is a new financing operation by Gen- 
eral Motors? 

Mr. Donner. It is a new subsidiary ; yes. 
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Senator O’Manonry. I understand that it will lease 175 locomo- 
tives to the Pennsylvania Railroad for a term of about 15 years. 

Mr. Donner. I believe that is correct in the amount. 

That was a transaction that—a lease that was secured, under open 
bidding under the ICC regulations. 

The railroad required that the bidding be both on a cash basis and 
the terms of a lease, and I think the other companies as well did. 

Senator O’Manonery. I only wish to point this out, Senator Dirk- 
sen, and then I will release all the time back to you: It is very un- 
likely, I think, that any other producer of diesel locomotives could 
begin to compete with this new gigantic operation that General Motors 
has set up to promote the sales of its diesel products. 

Mr. Curtice. On the contrary, other companies did gain, through 
the competitive route, a certain number of units which were likewise 
leased to the Pennsylvania Railroad. 

Senator O’Manoney. Mr. Curtice, I will not take any more of Sen- 
ator Dirksen’s time, but I ask you to have your staff prepare a memo- 
randum on the competition in the diesel motor field, showing it in all 
detail that you can, and I will ask the staff of our committee to do 
likewise, and we will put the two together at a more convenient time. 

Senator Kerauver. We will call that General Motors exhibit 9. 

(The document referred to may be found in the appendix on p. 
39435. ) 

Mr. Donner. I think, I do not know whether Mr. Curtice’s answer 
was clear, Senator. 

There were other bids by other manufacturers of locomotives on the 
same leasing basis as that arranged by us, and there was no indication 
that they could not make such arrangements through securing the 
funds in the market just as El-Mo Leasing Corp. did. 

Senator O’Manonery. Would you give us the terms offered by 
El-Mo Leasing Corp. and the terms offered by others ? 


Mr. Curtice. Surely, they are a matter of record and we will give 
them to you. 


Senator O’Manoney. Thank you. 
(The information referred to may be found in the appendix on 
. 3943.) 

f Senator Keravuver. Since Senator Dirksen asked a question about 
what some other members of the committee were thinking about, on 
the matter of spinoffs, I would just like to take half a minute to 
summarize my feeling about it. 

I have no conclusion as to what can or should be done about the 
situation at this time. I do feel that, and I hope that, these hearings 
and others will help the thinking of Members of Congress and of the 
American public and of the business community. 

I do think that in this country we have got to face up to the prob- 
lem of conglomerate mergers, conglomerate ownership, where some 
companies are in various and sundry kinds of businesses, otherwise 
unrelated. 

General Motors is not in as many businesses as some other cornora- 
tions that I know of, but it is in a great many. Some of the e‘fect 
might be shown by the fact that according to Fortune, General Motors 
in terms of net profit was the highest of all corporations in 1955 and 
1956. Ford went from 3d place in 1955 to 9th in 1956; Chrysler 
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from 16th to 112th. General Motors in 1955 had 10 percent of the 
profits of all American manufacturing corporations. 

The reason I think we have to face up to this fact is that if a 
corporation can have 10 or 15 different types of unrelated businesses, 
they can shift funds and losses from one to the other, with lower 
prices in one division, for example, thereby putting people out of 
competition, and they make it up in the profits of other divisions, 

It is a very difficult type of situation to compete with. I do not 
think the present: antitrust laws cover it. I think we are going to 
have to examine the problem, and find some remedy. That is the same 
situation that led the Supreme Court to break up the meat trust 
and other trusts in the past. 

I have no preconceived idea of just what we can do about this, 
but I think Senator Dirksen will agree that it is a problem that we 
are faced with. 

Senator Dirksen. Mr. Chairman, I think there has been a tendency 
to let the impression stand, and sometimes I think it comes from this 
committee, that just because a company is big that it is bad, or that 
if there are only a few in the industry who produce most of the com- 
modity, that it is automatically a monopoly and competition is wiped 
out, 

That was the reason for the questions I asked, whether or not the 
competition is just as intense today as it was when a maximum number 
of automobile manufacturers were operating, some 30 in number, 
making the Auburn, the Velie, the iconv itulahs. the Dort, the 
Pierce-Arrow, the Maxwell, and all the rest. 

I remember those days very well and personally, even though there 
are only 4 or 5 companies operating, is the competition as keen and 
the incentive as great today as it was in those other days? 

Mr. Currice. The competition has always been intense in the auto- 
mobile industry. 

It is even more intense today than any other time in the history of 
our industry. 

Senator cies. You commented yesterday, briefly, Mr. Curtice, 
on why motor companies failed and perhaps there ought to be a littie 
amplification. I will pin it to a very specific question and maybe 
you would care not to answer it. But one of the latest entries in the 
field was Henry J. Kaiser. 

Mr. Courtice. That is right. 

Senator Dirksen. Why did they have difficulty? Was it that they 
could not get the money? They did not have the organization? Was 
it the unacceptability of their product by the people or was it an 
inferior product or what was the reason why it is not here today 
manufacturing automobiles ? 

Mr. Curtice. I think that is a very difficult question, Senator Dirk- 
sen. 

Senator Drrxsen. I am sure it is. 

Mr. Curtice. And I might just make this observation, that the 
Kaiser Co. entered the business immediately postwar, and for 1 or 2 
years did quite well in a pent-up market. 

When the market became more competitive, they seemed to be unable 
to compete successfully, and it resulted in a decline in their participa- 
tion in the market. 
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Now the reasons for that are very difficult for me because I was 
not close to their operation. 

I think I would not want to try to express an opinion. 

Senator Kerauver. Senator Dirksen, I think it is an important 
question and perhaps we can ask Mr. Kaiser some time if he would like 
to give us his reasons. 

enator Dirksen. I would be delighted to ask him because he pro- 
cured a very substantial RFC loan at one time. 

Now, whether that meant that he had difficulties in the capital 
market, or whether he had difficulty intruding upon dealerships in 
the country and getting acceptable Soles or just what the reason is, 
I do not know. But it might be very interesting and illuminating if 
Mr. Kaiser did undertake to come and enlighten the committee on 
that subject. 

My next question is this: Let’s assume that there were more auto- 
mobile companies than we have today. In your judgment, would it 
mean an increase in the manufacture of cars and the number of cars 
conveyed to the public? 

Mr. Curtice. No, I think not. I think all the companies are sell- 
ing as many cars today as can be sold to the public. 

indicated yesterday that the market is somewhat less so far this 
year as compared to 1957, because the people are more cautious. 

Their willingness to buy is not quite up to the standard that it 
was in 1957. 

Senator Dirksen. You are of the opinion then that conditions will 
indicate how elastic the market really is. 

Mr. Curtice. Exactly. 

Senator Dirksen. Between a top and a lower figure. 

Mr. Curtice. That is right. 

Senator Dirksen. And whether you had more companies or fewer 
companies manufacturing automobiles, that figure would not change 
very materially. 

Mr. Curtice. In my opinion, it would not change. 

Senator Dir«sen. If it did not change, it would not materially 
increase the number of jobs in the country, would it ? 

Mr. Curtice. Not at all. We would have to increase production 
in order to increase the jobs. 

Senator Dirxsen. I think at this point, Mr. Curtice, I want to ask 
you this and I have some other questions I want to ask: 

Have you any suggestions about energizing the economy of the 
country ? 

I think we are all pretty well agreed that there has been a rather 
recessive note in our economy, that there are soft spots one place and 
another. Everybody has come to us with suggestions as to what we 
must do: lower the Federal reserve rate, do this, to do that; lower 
the price of commodities. Maybe you have a suggestion about ener- 
gizing our economy generally. 

Mr. Curticr. The suggestion I have I think I outlined yesterday. 
I said it was not the lack of purchasing power that was causing the 
decline which has occurred, because the purchasing power in the 
terms of disposable income for 1957 was the highest of any year in 
the history of our country, 297 billion dollars. That compares—that 
is about $30 billion higher than the year of 1955, during which our 
industry in particular had its greatest production and sales year. 
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I said I felt that the degree of confidence, the willingness on the 
part of the consumer to buy, and likewise the degree of confidence 
on the part of the business people throughout the country was some- 
what less, lower, than was the case in 1955 certainly, and perhaps 
declined from the levels of 1956 and 1957. 

I compare this situation in which we find ourselves with that in 
which we found ourselves in 1954, and I said yesterday, and I believe 
that it would make a very great contribution, I recommended serious- 
ly for the consideration of the Congress that a tax relief program 
providing relief right across the board, be enacted by this Congress. 

I think it weeld have the psychological effect of energizing and 
stimulating confidence, and confidence would be spelled out in the 
willingness on the part of the public to buy. It would likewise apply 
to the business people throughout the country, and they in turn— 
it would increase their expenditures for new machine tools, new facili- 
ties of all kinds to continue their modernization of their plants and 
expansion, if you will, for the future, so that that it seems to me might 
produce, might be expected to produce, the very same result that I 
think the tax relief program enacted in the year of 1954, and rather 
early in that year, had on the 12-month period beginning October 
1 of 1954 up to October 1 of 1955. 

There was a great willingness on the part of people to spend the 
money that they had or that they felt disposed to spend for the prod- 
ucts that they desired because they had a very high degree of con- 
fidence, I think the highest degree of confidence in my years of ex- 
perience dealing with the public. 

Senator Dirksen. Mr. Chairman, you will recall the emphasis 
that was placed on increasing purchasing power. Certainly I did 
not agree with the logic that was advanced heretofore because I think 
of the whole in terms of output. There has to be output. That is 
probably the reason we took so many years from 1933 to 1941 to get 
back on our feet, and at Pearl Harbor time we had roughly 9 million 
people out of work, and it was not until bullets began to fly that output 
started. 

Mr. Courtice. That is right. 

Senator Dirksen. But that is not a very happy way to solve our 
economic difficulties. 

In that connection, Mr. Chairman, I think the tables on pages 4, 
5, and 6 of the Economic Indicators for January 1958, prepared for 
the Joint Economic Committee by the Council of Economic Advisers, 
might well be inserted at this point in the record, because it does show 
that sources of income, it shows the taxes and then it shows the dis- 
posable personal income. The interesting thing about it is, in my 
judgment, that disposable income is so high, and yet you can have 
aggravated soft spots in your economy. 

Mr. Curtice. Asa result of postponement. 

Senator Dixsen. That is right. 

Mr. Courtice. That is what the public is doing today—is postponing 
its purchases of the good and services. 

7 ond Keravuver. These will be made committee exhibits 14, 15, 
and 16, 

(The documents referred to follow :) 
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[Billions of dollars] 












| Labor Proprietors’ 





income income Less: 
Per- Non- 
sonal agri- 


Per- | Trans- | contri- |cultura} 




























Period per- Divi- | sonal fer {butions} per- 
sonal dends |interest| pay- for sonal 
income income} ments | social in- 
| insur- | come ? 
ance 
el oe 
BR inccovcuttenscts 72.9 . 4.3 2.7 3.8 5.8 3.0 0.6 67.1 
ta cumnnateleetiinaiiies 206.8 | 137.4 12.7 21.4 7.9 7.5 9.8 12.4 2.2 190.8 
cies wnnchtcb-eedpaviees 227.0 | 150.3 13.3 22.9 8.5 9.2 10.6} 3215.1 2.9 210.5 
icc hcninediiveiy ecctiegs he 255.3 175. 6 16.0 24.8 9.1 9.1 11.6 12.6 3.4 235. 7 
i cdc ccebincpebe 271.8 190. 3 15.1 25.7 9.9 9.0 12.3 13.2 3.8 253. 1 
Be sccboseneiggiinbie 286.0 | 203.4 13.3 25.9 10.2 9.2 13.7 14.3 3.9 269. 2 
Ss catiosecscentsgesiedptiieds 287.4 201.7 12.7 25.9 10.6 9.9 15.0 16.2 4.6 271.3 
Si sdiiendnnulpnats dies 305. 9 217.3 11.9 27.3 10.2 11.0 16.1 17.4 5.2 290. 6 
Pe Dcnipwemitednantitianions 326. 9 234. 8 11.6 28.0 10.3 1.9 17.6 18.5 5.7 311.7 
Seasonally adjusted annual rates 
1956—November...| 334.9] 240.8} 120| 283] 104] 122] 182] 189| 5.9/ 3193 
December....| 334.8 243.0 11.5 28.3 10.4 10.1 18.3 | 19.0 5.9} 319.6 
1957—January-...-.. 335. 9 242.2 11.5 28.3 10.4 12.3 18.4 19. 5 | 6.7 320.7 
February ....-. 337.9 243.7} 11.5 28. 5 10.4 12.4 18.4 | 19.7 6.7 322. 7 
March. .....- 339.5 | 245.0 11.4 28. 6 10.4 12.4 18.5 | 20.0 6.8 324. 5 
BGS hw tebce 340. 6 244.9 | 11.5 28. 6 10. 4 12.5; 18.6 20.8 6.7 325.3 
OG «diane 342.9 | 246.1 11.7 28.7 10.4 12.5 18. 6 21.6 6.8 | 327.5 
POD. dnc ceped 344.8 248. 0 | a 28. 8 10.4 12.5 18.7 21.5 6.8 329. 3 
PS crt’ 346. 2 248. 8 12.0 29.1 10.4 12.5; 18.9 21.3 6.9! 330.5 
August....... 346.8 | 249.7 | 11.7| 291] 104] 126] 19.0] 212) 69) 3313 
September...| 346.6 249.5 11.7 29.0 10.4 12. 5 | 19.1 21.2 | 6.8 331.3 
October...... 345.9 | 248.1 11.4 29.1 10.4 12.5 19.2 22.1 6.8 | 331.0 
November 4..| 345.4 | 247.2 | 1.4 0 9.3 22.6 6.8 330.5 


. | 10.4) 124] 1 


ee te od 
ere 


1 Compensation of employees excluding employer contributions for social insurance and the excess of 
wage accruals over disbursements. 
2 Personal income exclusive of net income of unincorporated farm enterprises, farm wages, agricultural} 
net interest, and net dividends paid by agricultural corporations. 
a $2.7 billion national service life insurance dividend, most of which was paid in the Ist half of 
year. 
4 Preliminary estimates. 


Nore.—Detail will not necessarily add to total because of rounding. 
Source: Department of Commerce. 
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Equals:| Less: Personal consumption Saving 
Less: | Dispos- expenditures |Equals:| as per- 
Per- able | Per- 
sonal per- sonal 
taxes! | sonal Dur- | Non- | Serv- saving 
income} Total | able | durable] ices 
goods goods | 


Billions of dollars 
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267.2 


Billions of dollars, seasonally adjusted annual rates 


| | 





1956—1st quarter 
2d quarter 
3d quarter 
4th quarter 
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262. 8 
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132.7 99. 
134.4 | 101. 
135.3 | 102. 
137.3 | 103. 
139, 1 104. 
142.5 | 106. 


130.9 | 97. 
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1 Includes such items as fines, penalties, and donations. 


Note.—Detail will not necessarily add to totals because of rounding. 
Source: Department of Commerce. 
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Total disposable per- | Per capita disposable 
sonal income (bil- personal income 
lions of dollars) ! (dollars) ! 


Current 1956 Current 1956 


prices 2 prices # 


159, 
162, 417 
165, 

168, 174 


SSESeSBsee 


BSEsSse 
veacowescs 


70.4 
187.6 
188. 2 
206. 1 
226, 1 
237.4 
250. 2 
254. 5 
270. 2 
287.2 


Seasonally adjusted annual rates 


1956—Ist quarter 
2d quarter 
3d quarter. 
4th quarter 

1957—1st quarter 


RESEERS 
couowmnn 
BESEIER 
Swmenne 


3d quarter 


1 Income less taxes. 

? Dollar estimates in current prices divided by consumer price index on a 1956 base. 

3 Includes Armed Forces overseas. Annual data as of July 1; quarterly data centered in the middle of 
the period, interpolated from monthly figures. 


Sources: Department of Commerce, Department of Labor, and Council of Economic Advisors. 


Senator Kerauver. Will the Senator yield for a question? 

Senator Dirksen. Yes. 

Senator Kerauver. You said because of postponement. Why are 
they postponing purchases? Why is there less purchases this year 
than last year? Do you think high prices have anything to do with 
it, Mr. Curtice ? 

Mr. Curtice. I think not. I think it is a matter of caution. 

Senator Kerauver. Why is there caution ? 

Mr. Curtice. The people are quite interested in looking, but they 
are slow to make the final commitment. 

Senator Keravver. Will you continue, Senator Dirksen. 
Senator O’Manoney. Mr. Chairman, would the Senator yield to 
me? 

Senator Dirksen. Yes. 

Senator O’Manoney. Mr. Curtice, with respect to your suggestion, 
which is summarized, I think, that a tax reduction all across the board 
would stimulate the confidence among the public and increase the 
purchase of the industrial products of the Nation and make it possible 
for manufacturers of those products to buy new tools and new ma- 
terials and the like—that was your answer ? 

Mr. Courtice. Not make it possible. It would raise their—— 

Senator O’Manoney. It would bring it about ? 

Mr. Courtice. I think it would stimulate greater confidence than 
exists today among a segment of business people as well as the public 
generally. 

Senator O’Manoney. Do you think that it would also promote the 
income of the Treasury to apply upon the growing interest on the na- 
tional debt, in reference to which the Secretary of the Treasury only 
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Monday of this week asked Congress, in his testimony before the Fi- 
nance Soosaithin, to raise the debt ceiling by about $5 billion ? 

Mr. Courtice. I think, Senator O’Mahoney, that I would leave that 
as a matter of determination by the Congress, The Congress appro- 

riates, and I think that the effort should be made to bring about a 
Se mcod budget. I said yesterday that—— 

Senator O’Manoney. But must we not meet the expenses of the 
world program on which we are engaged, if we want to engage in it? 

Mr. Courtice. I think that you have those very real problems to 
deal with, but I say again that is a matter for this pn of the 
Congress to deal with. 

Senator O’Manoney. Of course the Congress, through these com- 
mittees, this committee and many others, is always trying to get the 
thinking of the people, and the only reason I am questioning you is 
because you are the president of the greatest, the largest, and I might 
say perhaps the most efficient and successful industrial enterprise in 
the world. I am sure that you want the defense program to go for- 
ward; I think perhaps you may want economic aid to go forward. 
Therefore, my question to you is, Does this suggestion that you make 
to us take into consideration this new field, this most important field 
» which we must give attention, the foreign policy of the United 

tates 

Mr. Courtice. If the suggestion that I make had the result that I 
would hope for, and based upon the experience that we had resulting 
from the action that was taken by Congress in 1954, I think it is reason- 
able to assume that there would be greater industrial activity result- 
ng in the higher level of purchasing on the part of the public. 

enator O’Manoney. Secretary Anderson of the Treasury will ap- 
pear before the Joint Economic Committee sometime next week, and I 
will present your suggestion to him in the words in which you have 
given it. 

Mr. Curtice. And consequently, with greater industrial activity, of 
course, greater revenue to the Treasury. 

Senator Keravver. Very well. Senator Dirksen. 

Senator Dirksen. Mr. Curtice, I think when somebody asked you 
about the so-called profit-sharing proposal yesterday, you felt in- 
hibited from testifying on the ground that that was a bargaining de- 
mand and you could not very well testify on that. 

Mr. Curtice. I think that is the position that I would have to take, 
Senator Dirksen. 

Senator Dirksen. That is perfectly all right. 

I asked Mr. Reuther quite a number of questions generally about the 
1958 package, and up to a point he could answer. He could not give 
specifics, and so I would rather not take the time with that line of 
questioning unless—— — 

Mr. Curtice. I would just make this comment. That in April at the 
conclusion of their convention, the announcement was made publicly 
that this year they would seek the biggest wage increase in the history 
of their union, which would have two parts, basic wage and a shorter 
workweek, which interpreted would only be still further wage in- 
creases. 

As I read in the paper the result of this special convention, the 
first part of the program has not changed. It still represents the big- 
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gest wage demand in the history of their union, and added to it is the 
profit-sharing plan. 

Now as I said yesterday to Senator Wiley, we will expect those de- 
mands when they reduce them to writing to be presented to us at the 
appropriate time, and are subjects for collective bargaining, and there- 
fore, I think it would be inappropriate for me to discuss them at this 
time. 

Senator Dimxsen. Very well, because I do not believe it is our func- 
tion to embarrass the freedom of bargaining policies. 

Mr. Courtice. That is right. 

Senator Dirksen. Between the producer and the labor organization. 

I have two other questions. I do not believe this committee has a 
clear concept as of now of actual productivity in its relationship to 
requests for increased wages to match that productivity. There seems 
to be a difference so far as the figures are concerned. I have cited a 
number of people, and exception is taken to them on the ground that 
that represents the dollar amount of wages, but not the real value of 
the wages as interpreted in terms of its purchasing power as of a given 
time. 

There seems to be a disparity in the figures, and somewhere along 
the line I think if we are going to get a clear concept and determine 
whether or not the wage is geared to the productivity factor, that we 
are sure of the facts on both sides of that equation. 

I understand the joint economic report carries a figure for the whole 
country. I have seen no real report for the automobile industry. 
I understand that historically it is 214 percent or has been for quite 
some time. But is there any comment now that you care to make 
on this question of productivity, because that is the essence of the in- 
flationary problem that the committee has taken unto itself? 

Mr. Courtice. Well, I would make this brief statement, that in com- 
parison with 107 percent increase in wage and benefit costs, the Con- 
sumer Price Index of the Bureau of Labor Statistics rose 46 percent 
between 1946 and 1957. 

Thus General Motors workers have enjoyed a substantial increase 
in real purchasing power during the postwar period equal to 86 cents 
per hour or 3.3 percent compounded. 

Senator Dirksen. I gather from that it is your contention that the 
wage has actually exceeded the appreciation in the cost-of-living index. 

Mr. Curticr. Yes, sir; and it has not only exceeded the cost-of- 
living index, but the increase compounded is 3.3 percent per year 
which we are not able to identify as productivity. 

Senator Drrxsen. Mr. Weinberg, who accompanied Mr. Reuther, 
when I questioned him on this point, pointed out to me that I was 
taking only a dollar figure and not a figure that represented the cost- 
of-living index. Somewhere along the line we are going to have to 
get that matter clear, I think, for the information of the committee. 

I have only one other question with respect thereto. I wonder 
why a bargaining organization uses a national factor covering all in- 
dustry rather than their own particular industry. 

I think if I were bargaining in an industry where productivity had 
sharply advanced, I think I would like to have advantage of that 
productivity, if I could get it, and would let the productivity factor 
in that particular industry govern rather than the national factor. 
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Mr. Curtice. The unfortunate part of that, Senator Dirksen, is that 
the productivity factor in our company is not possible—I mean we 
cannot arrive at it because our product is such a changing product 
from year to year, that it is impossible to develop figures that will 
specifically say that the productivity is 1 percent or 2 percent a year. 

Senator Dirksen. Mr. Chairman, I think that is the crux of the in- 
flation problem that we have been dealing with, and I do not believe 
we will ever get to a reasoned answer unless we are sure of the premise 
from which we start. 

In that connection, I would just make the suggestion that if you 
can supply some amplification for the record on that point, certainly 
we will be glad to have Mr. Reuther supply some also if he can do it, 
so that we can get an adequate basis for it. 

Mr. Currice. I am unable to get the figures of our own corporation 
for myself. 

Senator Keravver. Will the Senator yie:d? 

While we are talking about the production, and the increase, I do 
agree this is tremendously important. 

It was stated by Mr. Reuther on page 47 of his statement, that highly 
significant is the fact that the auto industry for years has been resist- 
ing publication by the Bureau of Labor Statistics of productivity 
hate in motor vehicles comparable to the indexes the Bureau has 
published for steel and other industries. 

Is that correct ? 

Mr. Curtice. To my knowledge we have had no direct requests 
from the BLS for such information. 

Senator Dirxsen. Do you furnish it or would you furnish it? 

Mr. Curtice. I do not think that I could furnish it because I cannot 
get it for myself. 

Senator Kerauver. Steel and other industries furnish it. 

Mr. Curtice. In a product that is unchanging it is possible to 
identify it but our products change so materially each year that it is 
difficult, if not impossible, to get reliable figures on it. 

Senator Kerauver. I have seen a list at one time of the companies 
that do furnish it, and some of them are very complex, such as yours. 

The President, in his economic report, said that the productivity 
increase was, as I remember, 3.9 percent a year. Do you have any 
comment on that? 

Mr. Curticr. I have not seen the report. 

T have been told that there are several figures indicated there all the 
way from 2 percent to 3.9, but I have not seen the report. 

Senator Kerauver. In that connection, do you feel that your pro- 
ductivity increase is higher or lower than the national average ? 

Mr. Curticer. I do not know. 

Senator Kerauver. The figures show that, as of today, the same 
number of people are producing twice as many vehicles as they were 
in 1947 in the automobile industry. 

Mr. Curtice. I do not think that is exactly true, but—— 

Senator Keravuver. Well, the statement 





Mr. Curtice. In the past 10 years, I testified yesterday that we have 
provided the 135,000 additional good jobs during that period. 

Senator Kreravver. The facts submitted are supposed to be from the 
automotive manufacturers association publication, automobile facts 
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and figures, which was published in the Detroit Free Press, January 
5, 1958. It shows that in 1947 they made 3% million passenger ca 
and in 1957 6 million or 6,127,000 and taking trucks and Seas all 
together, 4,798,000 as against 7.2 million. There was a percentage 
increase of 50.5 percent, and yet the number of production workers 
showed a one-half of 1 percent increase. 

Mr. Currice. Those are not our figures. And of course the hours 
would have to be taken into consideration. 

Senator Keravver. It is supposed to be from your industry asso- 


ciation. Will you examine this and give us a statement about it, Mr. 
Curtice? 


Mr. Curtice. Yes. 

Senator Keravuver. Then the other one was—— 

Mr. Curtice. What is the date of that, please? 

Senator Keravuver. January 5, 1958, based on automobile facts and 
figures of 1957. Now I refer to a chart, on page 877 of volume 2, 
taken from the Bureau of Labor Statistics, which shows the price 
change generally to be higher, leading upward the labor payments 
per dollar of real product. Do you see that there? 

Mr. Courtice. I do not have it, no. 

Senator Keravuver. Suppose you take this volume. 

Senator O’Manoney. Mr. laienem during the interim may I 
ask a question ? 

Senator Keravuver. Excuse me, Senator O’Mahoney. I believe Mr. 
Power has the chart there now. Do you wish to make any brief com- 
ment about it? 

Mr. Courtice. I would have to study it, so I would not have any 
comment at this time. 

Senator Keravver. Will you study this chart and give us a comment 
about it? 

Mr. Courtice. Yes. 

Senator Keravuver. Have you ever refused to give information to 
the Bureau of Labor Statistics on your productivity increase? 

Mr. Courtice. To my knowledge we have had no direct requests 
from the BLS for such information, and we have not refused one. 

Senator Kreravver. Very well, if you will give us your information 
about that chart and also the employment figure that I referred to 
earlier. 

Mr. Curtice. Yes. 

Senator Kerauver. Senator Dirksen wanted to complete his ques- 
tioning. 

Sientar Dirxsen. I have completed. If you are going to sit this 
afternoon, I may have other questions. é 

Senator O’Manoney. Mr. Chairman, may I ask a question at this 

oint ? 

7 Senator Keravver. All right, Senator O’Mahoney. 

Senator O’Manoney. I quite agree with Senator Dirksen that in- 
flation is a very serious problem which we must do something about, 
and that productivity is a very important question too, and that 
any suggestions which we may receive to help correct inflation, keep 
it down, and to increase productivity that will promote income to 
the Government to carry on its essential program in the world tur- 
bulence—these are most important and the contributions that can be 
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made by business management, by labor management, by the public 
at large, from all sources, is highly important. I know many people 
find it an easy answer to say balance the budget. In your response 
to Senator Dirksen you spoke of balancing the budget, and I was 
reminded of a conversation that we had in the famous hearing of 1955. 
We were talking about the acquisition of Euclid by General Motors 
at the time, Euclid being the company that was engaged in the manu- 
facture of earth moving machinery, so the question was asked you: 


What about the program for road building? 


Your testimony, which I am reading from page 4039, was in re- 
sponse to Mr. Burns, who had asked this question: 


Well, now, with respect to earth moving equipment, in what way would the 
efficient use of resources be impaired if the earth moving equipment division 
was separated from General Motors and operated independently ? 

Mr. Currice. Mr, Burns, we just acquired it. We have had it but a short 
time. As I said, we had been working in that direction. We had under design 
a crawler tractor. It was moved over to Euclid after the acquisition and the 
development completed there. 

The crawler tractor is a new earth-moving unit which is being added to the 
Buclid line, and it is such an outstanding development that where they are in 
use today the contractors who are using them are very free to tell us that it 
is cutting in half the cost of earth moving. What a great contribution that is 
to this tremendous highway program of $100 billion over the next 10 years, 
and I hope, Senator O’Mahoney, and I am sure you are for it, I hope that it will 


be one of the first pieces of legislation that the Congress will undertake when it 
is assembled. 


To which I responded: 


We need more and better roads. 

Mr. Curtice. Yes. 

Senator O’MAaHoNEY. It might be interesting since you brought that subject 
up for me to tell you that as I recall them the latest figures from the National 
Park Service indicate that 47 million people visited the national parks of the 
United States during the year 1955 and a lot of them traveled by automobile. 

Mr. Curtice. Yes, indeed. The estimate is made that the deficiency of our 
highways is costing $5 billion annually. That is the tremendous toll on our 
total economy, and I do not happen to be interested in how you decide to finance 
it. Iam definitely for adequate highways. 

Senator O’ManHoney. You want the roads however they are financed? 

Mr. Curtice. Yes, because I think, Senator— 


and I interrupted: 


Whether the budget is balanced or not? 

Mr. Curtice. It represents the same kind of an investment as the million dol- 
lar machine we were talking about in the hall, representing technological advance- 
ment in the production of very intricate parts for complicated mechanism like 
an automobile transmission. That is an important investment for industry, for 
our corporation, but the roads are just as important an investment for the 
people of this country, and I hope that the way will be found, as a matter of 
fact, I have not found any dissension anywhere as to the need for it, the desir- 
ability. It seems that the only problem is how they are to be financed. 

Senator O’Manoney. That is the basic question, I think. 

Mr. Curtice. I say I am not making any suggestion as to how, but let’s do it. 


With respect to balancing the budget now, do you think that we 
should go on with the large appropriations for the big road program ¢ 

Mr. Currice. Yes, sir; I do. 

Senator O’Manoney. And it would offer a market for the Euclid 
earth-moving machinery, no doubt. 
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Mr. Curtice. It would offer a market for those, but it would also 
offer a market for all products of that kind offered by many other 
companies. 

Senator O’Manoney. What would it do about enabling the people 
of the United States to pay the interest on the national debt to nea 
the new missiles the President wants and to engage in the economic aid 
that he has recommended ? 

Mr. Curtice. I think that my position has not changed at all from 
1955 with respect to the need, the great need for these highways. 

I congratulate the Congress on having passed the necessary and 
enabling legislation to accomplish the highway program. I think you 
also have the necessity for providing for what the requirement is in 
the defense of our Nation. 

Senator O’Manonry. We do indeed. 

Mr. Curtice. And I said with respect to balancing the budget that 
the results were from the action taken by the Congress in 1954 that 
my recollection is the budget was balanced, with some surplus, and it 
would be my hope that a similar action on the part of the Congress 
today would generate greater activity throughout the Nation, brin 
back, put back more of the people, the 4 million I think you mentional 
who are unemployed, provide them with jobs, and that the revenues for 
the Treasury would thereby increase substantially. 

Senator O’Manoney. I must say there is really a substantial ques- 
tion as to whether or not the budget was balanced. There were a lot 
of gimmicks that operation had which we will not go into now. But 
since we were talking about complicated machinery I am reminded of 
a little discussion we had in 1955 about a simple machine, namely, the 
automobile clock. 

Mr. Courtice. Yes. 

Senator O’Manoney. You testified at that time that General Mo- 
tors had not succeeded in making a clock that would keep time in an 
automobile. Has your progress in the last 3 years accomplished 
that end? 

Mr.Cvurrticre. Senator, I am very happy to tell you that the clocks 
in our cars today are very much better than they were at that time. 

They are not manufactured by General Motors. We only at one 
time manufactured a few clocks, but the clocks 

Senator O’Manonry. But do they keep time ? 

Mr. Curtice. They keep time pretty well. 

Senator O’Manoney. A qualified answer, Mr. Curtice. 

Mr. Curtice. Very much better than 2 years ago. 

So the quality has moved up very well. 

All you need to do is see that they are adjusted occasionally just as 
you may have to adjust your watch on your wrist. 

Senator O’Manoney. Your reputation as a great salesman loses 
nothing by your testimony. 

Mr. Courtice. Thank you. [Laughter.] 

Senator Keravuver. We had hoped to finish by noon but we are not 
able to, gentlemen. We assure you that we will finish shortly after 
noon, Mr. Curtice, because this—— 

Mr. Currice. Mr. Chairman, could we continue until we are 
finished ? 
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Senator Kreravuver. Senator Dirksen and Senator Wiley both had 
some questions and they had to go to the floor and I know Senator Car- 
roll has some and I have some brief questions. 

Senator Carroll, do you wish to ask some questions now ? 

Senator Carrotu. I think, Mr. Chairman, that—— 

Senator Krerauver. Why don’t you proceed at this time? 

Senator Carro.u. I have only a very few. 

Mr. Curtice, as you know I am a new member of this committee. I 
did participate in the so-called oil hearings and the steel hearings, and 
I want to make my questions very simple and tell you what I learned 
at home just a few weeks ago. I stopped in at one of the large dealers 
of General Motors, one of your distributors. He showed me his fi- 
nancial statement, including the losses that he had taken so far this 
year. He was really sustained in the profit picture by the sale of these 
small foreign cars, and this is what I want to direct my question to: 
I said to him, “Why are they buying small cars?” He said, “Because 
they have not got the money. We have priced ourselves out of the 
field.” I am not going to tell you his name, because I am not going to 
get him in trouble. 

Mr. Curtice. You would not get him into any trouble. 

Senator Carroty. Well, I am not so sure. 

Mr. Curtice. I am sorry to hear you reply that way. 

Senator Carroty. I say that for this reason: he is a man with a 
substantial investment and Senator O’Mahoney has so clearly pointed 
out the question of financing, and I will not go into that now, but as I 
conceive this hearing, Mr. Chairman, we are on the same track that 
we were talking about, as to what are we going to do about inflation. 

Last year we saw the effect of a price increase on crude oil. We saw 
the effect of price increases on steel. Would you not say if there was 
another price increase by steel in the middle of this year, as is pre- 
dicted, that it will seriously affect the price of automobiles? 

Mr. Curtice. Senator, you were not here yesterday, and probably 
you have not had an opportunity to read the prepared statement which 
I presented. 


Senator Carroty. I have not. I intend to do that through the 
lunch hour. 

Mr. Curtice. I recommend that you do, and I think if you do you 
will get the answer to the question which I think you have in your 
mind, 

Senator Carrotu. In a short way, if there is a price increase in 
midyear it will affect, will it not, the price—— 

Mr. Curtice. It will affect our costs. 

Senator Carroty. Yes. 

Mr. Curtice. It will affect our costs, but I stated yesterday that 
we announced our 1957 prices with the introduction of the 1957 lines 
of cars; that despite the fact that there was a continuing increase in 
the cost of labor and materials, throughout the model run, that we 
made no price adjustment to reflect those increases. 

And that included the price, the increase, the 2 price increases on 
steel, which totaled about $10 a ton rather than the $6 a ton. 

Senator Carroti. Mr. Curtice, I think I ought to say from at least 
my own area which may not be an indication nationally, but here is 
what I find in my own State, my own area: I find people in the post 
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office trying to hold two jobs, working in the post office, driving a 
taxicab at night. I find police officers and firemen and some teachers 
holding two jobs. Because of inflation they cannot get along. I think 
it is a serious mistake, if what is going on in Galen is what is going 
on in the Nation, to assume that the consumer has money to spend but 
is merely cautious. That is not what I find in my area. 

I have not had a chance, Mr. Chairman, to study this nationally, 
I — this is one of the issues that we raised last year with oil and 
steel. 

Mr. Courtice. I think I have to point out to you that the disposable 
income for the calendar year of 1957 was the highest in the history 
of our Nation. 

Senator Carrotu. I heard your testimony on that. 

Mr. Currice. Yes. 

Senator Carroii. But again I tell you I sense, not only sense but 
what I learned from the people themselves, and as a result of that 
last year I offered a suggestion; while I was not a member of this 
committee, I happened to be presiding at the time that Mr. Blough 
of United States Steel was before this committee. Without any au- 
thority really from this committee, I mentioned I thought it would 
be a . se idea to have the steel companies—with their great brains, 
their lawyers, their economists—join with the steel union, sit around 
a table, one at one end of the table and one at the other end. This was 
not for the purpose of interfering with collective bargaining but the 
idea was to try to find out what is the truth of the situation. 

As I read this morning for the first time, I understand Mr. Reuther 
has made such an offer to really discuss these issues, not for the pur- 
pose of interfering with the aladtion bargaining process, but perhaps 
to find out—and I am impressed by his statement, I had not read it 
before—that in the national interest, in the public interest, we find out 
what are the the causes of inflation, since this is most serious. 

Mr. Currice. Well, I again recommend that you read the prepared 
statement which I presented yesterday morning at the opening of this 
committee. 

Senator Carroti. Did you volunteer to meet with Mr. Reuther and 
talk across the table with him about this matter ? 

Mr. Currice. No, indeed. We met with him for collective bar- 
gaining. 

Senator Carrotz. That is collective bargaining. 

Mr. Curtice. That is correct. 

Senator Carro.u. But this isa different process. 

Mr. Curtice. No; I think it would be quite the same. 

Senator Carroti. Do you think that the Congress or the national 
interest is to be served in this matter by a full disclosure, for example, 
of the measurement of productivity? As I understood your testimony, 
you have never been asked by the Bureau of Labor Statistics to give 
such a report. 

Mr. Curtice. We have never refused to give such a report. 

Senator Carrot. Will you give one? 

Mr. Curtice. We have not been asked to give one. 

Senator Carrot. If you are asked, will you give one? 

Mr. Curtice. We have not the determination. 

I said that our product is so changeable from year to year it is 4 
very difficult problem to identify. 
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Senator Carrotu. I understood you to say that you had not been 
asked and I am saying if you are asked will you respond and give one? 
Other industries do. 

Mr. Courtice. We would not refuse to give one if we had it to give 
but we have not been able to identify it for our own purposes. 

Senator Carrott. You mean that General Motors is so large? 

Mr. Curtice. No; I don’t mean that, Senator. 

Senator Carrot. Its activity is so diverse that it is unable to draw 
those figures together ? 

Mr. Curtice. No; you apparently did not hear what I said. 

I said that our product is so changeable from year to year that it 
makes the problem very difficult. 

Senator Carrouu. I think that is all for now, Mr. Chairman. 

Senator Kerauver. Senator O’Mahoney asked that a table be in- 
serted at the place where he was talking about General Motors Ac- 
ceptance Corp. 

Senator O’Manoney. This is a table from the Federal Trade Com- 
mission, Mr. Chairman, which shows the profits. 

Senator Kerauver. Without objection that will be committee ex- 
hibit 17. 

(The document referred to may be found on p. 3913.) 

Senator Krrauver. On the subject of small cars, there is a very in- 
teresting article in the latest issue, January 31, of U.S. News & World 
Report, which without objection will be made committee exhibit 18. 
The document referred to may be found in the appendix on p. 
3591.) 

Senator Kerauver. I do not know if you have had a chance to read 
it, Mr. Curtice. It includes this statement : 

The Volkswagen, German made, is in such demand in this country that de- 
liveries are falling 6 months behind orders. 

It states that 1957 sales were 260,000 of foreign made cars, 1958 
estimated is 400,000. It says: 


The small economy models of foreign cars are the ones making the biggest hit 
with American buyers. 


, If you want to comment about that after lunch, or now, you may 
0 so. 

Mr. Curtice. No; I do not believe I have any comment further than 
that which I made yesterday. 

Senator Krerauver. Then there is a very interesting article in the 
Wall Street Journal of January 19 by Mr. George Romney, of 
American Motors, in which he speaks very optimistically of the sales 
of the little Rambler. He says that they are currently going at an an- 
nual rate of 165,000 vehicles, which is very much above last year. We 
will make that committee exhibit 19. 

(The document referred to may be found in the appendix on p. 
3593. ) 

Senator Kerauver. We will stand in recess until 1: 45. 

(Whereupon, at 12:45 p. m., the committee was recessed to recon- 
vene at 1:45 p. m., the same day.) 


AFTERNOON SESSION 


Senator Keravuver. The committee will come to order. Senator 
Dirksen has some more questions he wants to ask at this time. 
Senator Dirksen. Mr. Curtice, actually I had only one other ques- 
tion to ask. There are a lot of questions but I do not want to expand 
22805—58—pt. 6——31 
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this record any more than is necessary. This refers to the proposal 
which appeared at the end of the long printed presentation which Mr, 
Reuther submitted to the committee, and deals with the suggestion 
of a so-called special Federal agency to deal with price increases in 
those industries where a very large proportion of a given commodity 
is manufactured by one or a very few industries. 

I do not know whether you are familiar with it or not. We venti- 
lated it at considerable length the other day, and, Mr. Chairman, in 
connection with it there was an editorial this morning in the Washing- 
ton Post under the caption, “How Much Jam?” It is a discussion of 
that very thing, and I thought it was a well-reasoned editorial, and I 
suggest that it be included in the record. 

Senator Kerauver. Without objection it will be placed in the 
record. 

(The document referred to may be found in the appendix on p. 
3593. ) 

Senator Dirxsen. But in general, Mr. Curtice, the proposal was to 
set up an agency ostensibly in Washington. Then in case of an in- 
tended price increase in this top bracket of industries that are large 
and productive now, before a price increase could become effective, 
they would have to notify that agency of its intention to increase the 

rice. 

. One might interpolate on the basis of other experiences and simply 
say doubtless if it were handled by legislation it would require a certain 
period of time before an intended price increase could go into effect. 

This agency would then take testimony. The industry in question 
would have to appear with its books and records and justify that price. 
Those who are opposed would be privileged to come and testify in 
opposition to price. The customers of the industry buying its prod- 
uct would be privileged tocome. I tried to spell out with Mr. Reuther 
some of its implications, namely, the almost seeming necessity for com- 
pulsive power to bring an industry here in the first instance, the pres- 
sures that would then get underway on the part of individuals and 
organizations opposed to such a price, the creation of a pretty large 
bureaucratic device before we got through, and then the ultimate end 
would be modification over a period of years until what you finally 
had was a species of compulsive price control even though it did not 
begin that way. 

hat was pretty nearly the end of Mr. Reuther’s submission. It 
followed out the suggestion in the bill which was introduced in July 
of 1948 by Senator O’Mahoney, Senate 2900 as I recall. 

I did not know whether you had some comment to make on that 
proposal or not, but I should, in fairness to Mr. Reuther, say that this 
was just the core of their thinking at the moment, some sort of an 
agency of that kind that might be necessary. 

For myself, I see great dangers in it. I see an augmentation of 
governmental power so that finally the economic decisions which are, 
after all, the lifeblood of our whole free-enterprise system, decisions 
that are made by individuals, by groups, by boards of directors in 
little business, in big business, in every line of economic endeavor, 
that authority wakid finally be transferred to Government either 
directly or indirectly. And when you take the powers to make those 
economic decisions, which are the essence of our whole system, and 
transfer them to Government, then you have spelled pretty nearly 
the doom of our free enterprise system, or you have so impaired its 
flexibility that for practical purposes it ceases to exist. 
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That is the suggestion. That was my own thinking on the subject, 
and now you are free to comment. 


Mr. Currice. Senator Dirksen, my thinking concurs 100 percent 
with yours. 

I think it would be the beginning of the end of the free enterprise 
system. ‘Those decisions would be taken away from the people who 
are held responsible for making those decisions under our present 
American system of industry and free enterprise, and I think, also, 
if I understood it correctly, it would apply only to those limited 
number who might have a substantial participation in the market and 
not to others, which certain] would’ ba the disclosure of very confi- 
dential information to the benefit of competition, and thereby I 
think it would be ruinous as far as the free enterprise system is 
concerned. 

Senator Dirksen. One comment I did not make yesterday, and per- 
haps I can make it here as I terminate my own interpretation, and 
that'is that if I were an influence in a labor organization, I believe 
I would back off of that proposal pretty quickly, because you cannot 
set up a price board but what you will surely have a collateral Federal 
wage board before you get through. 

The best experience Pinas is our economic experience under OPA. 
Congress was beset with all these proposals, some of them only to 
control prices, others to control across the board, including all wages, 
all salaries, and in fact, nearly every fluctuating value in our entire 
economy. We did not get that far in 1942, but I fancy that if some 
such proposal were seriously entertained again, it would be across 
the eel and if you were to give the Congress an opportunity to 
take action of that kind, you would be along the way to a real eco- 
nomic straightjacket, and I do not see how any segment of our whole 
industrial economy could ever escape. I have no further comment to 
offer except I did not want that suggestion, since it was formerly 
made to this committee, as an instrumentality for keeping prices in 
line, to go by the by without some reflection of my own feelings in the 
matter. 


Senator Krerauver. Will the Senator yield for one comment? 

Senator Dirksen. Yes. 

Senator Keravuver. I think in fairness to the proposition as stated 
here by Mr. Reuther, he said it would not be contemplated that con- 
fidential business information would be made public or given to com- 

titors, that only the board would have an opportunity of seeing in- 

ormation, and that it could be seen in confidence 

Senator Dirksen. But Mr. Chairman, may I submit in connection 
therewith, because I examined Mr. Reuther’s language rather care- 
fully, the industry, intending to raise the price, would have to serve 
notice in this period of time for everybody to prepare their case. Then 
they must appear before this special Federal agency. 

They have to come with their books and records, such as they are, 
and justify the increase. Now I am not at all sure how you would 
justify a price increase unless you laid out virtually every cost factor 
that is involved, and since open hearings are contemplated, no matter 
what confidences might be involved, al] this could become public infor- 
mation. 

In addition, it is fair to assume that the record of the hearings would 
be printed and would become available to everybody, so I think the 
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whole thing would have to be laid out. It would certainly involve in 
the nature of things whether anyone liked it or not, information of a 
competitive nature that under normal circumstances you might be un- 
willing to disclose or permit to fall into the hands of your competitors, 
I do not see how you could escape it. 

Senator Kerauver. Anything else ? 

Senator Dirksen. Mr. Chairman, that is all. 

Senator Kerauver. Senator Wiley ? 

Senator Wuzy. I do not want to prolong this any, but as I have 
listened to the factual and the philosophical discussion around this 
table, I wondered just how big is big. Isn’t it a relative term? And 
what effect upon the economy and upon the wage-earning potential 
would there be if we should fall out, if the Government should insist 
that there be done here what was done to the Standard Oil back years 
ago? Then I am wondering also what effect there would be in relation 
to affecting the potential ability of the Government in case of a crisis. 

There were supposed to be before the last World War some very big 
concerns, of which you were one, but when we found ourselves in a 
pickle we turned to the bigness in America, to get results. My eye is 
not placed entirely upon the sole question here, which is whether 
there is such an association of power in terms of dollars that it might 
be said that 50 percent of the potential of the automobile industry is 
such a concentration of wealth that it interferes with others going into 
the business. Some might reach that conclusion. 

I think we cannot stop there. 

I feel that we have got to look at the horizon and we have got to 
look at what is on the horizon tomorrow. 


I was ine an article just last night about someone saying, you 
a 


know, that the laws that man has recently discovered and the laws of 
electricity and the laws applicable to television, and the laws applicable 
to radio, to the flying machine, and all these things, were all there at 
the time that the Master walked the earth but undiscovered. 

Now in this country, we have discovered, as a result of our system, 
not that it is all good, the highest degree of wealth for the individual, 
the greatest integration of wealth, the highest standard of living, all 
those things, and now we have got to be careful when we pursue our 
course that we do not, in seeking to find a remedy for a potential ill, 
make the remedy worse than the sickness. Those are my ideas that I 
am happy to express. 

I was particularly pleased with Mr. Reuther’s statement when he 
did not insinuate that we ought to disintegrate this business. I was 
trying to find out what was his conclusion, and if we do, what the 
effect upon wages might be. 

In other words, would it affect the overall earning capacity? What 
is your idea about that ? 

Mr. Curtice. Well 

Senator Wizey. In relation to return to the stockholder, the return 
to the laborer and the return to the Government. 

Mr. Curtice. I think the best way that I can answer that question, 
Senator Wiley, is to again say that over the past 10 years, we have 
provided in General Motors 135,000 additional jobs in the United 
States, bringing our force to 475,000 employees. 
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Also, that during the period under consideration, that same 10-year 
period, our wage structure has risen from $1.39 an hour to $2.88 an 


our. 

So, I think that the contribution to the economy of our Nation is 
very obvious as illustrated by those figures. 

ou have posed a hypothetical question, whether disintegration 

would result with less wage structure, less wages for the workers, less 
earnings which would—the remainder, whatever portion would be for 
the stockholders, I think that is a hypothetical question which is diffi- 
cult to answer. 
Senator Wirry. It is in one sense. You have other corporations 
certainly that were in the business and when they went haywire the 
laborers did not get much either, did they ? 

Mr. Courtice. That is right. Those that went out of business no 
longer had jobs with those companies. 

I think that the security that our employees have, as a result of 
our efforts to design and develop products which are acceptable to 
the public, makes for a good sound operation which is contributing 
much to our overall economy. 

Senator Wizey. Mr. Curtice, I have just one other question. 

Mr. Courtice. I think I might say that those figures which I used, 
include fringe benefits. The $1.39 in 1946, the $2.88 in 1957. 

Senator Winey. Your ability to do that, and pay the dividends 
and grow was due to the fact that the people of this country chose 
to buy about, let us say, roughly 45 to 50 percent of the automobiles 
from you, is that right? 

Mr. Courtice. That is right. 

Senator Witery. One question is: Have you used any illegal, im- 
proper methods in your salesmanship to get that 45 to 50 percent? 
Mr. Curtice. Not—no, sir. 

Senator Wirey. Have you heard of any allegation to that effect 
by labor ? 

Mr. Curtice. No, sir. 

Senator Wirey. Or is there any suggestion by any of your com- 
petitors that you have done anything except engaged in real sales- 
manship ? 

Mr. Courtice. No, sir, Senator Wiley, I think the results have been 
accomplished, as I stated earlier, by the public preference for the 
products which we have developed, designed and produced and offered 
to represent an outstanding value for the dollar. 

Senator Wier. I suspect that out of these hearings will come some 
recommenations. 

Do you want to suggest what we recommend ? 

Mr. Curtice. I recommend that you do everything in your rec- 
ommendations to preserve the American way of life, the free enter- 
prise system, leaving these important decisions where they belong. 
Senator Wixey. I have no further questions. 

Senator Krrauver. Mr. Dixon has some questions on the direct 
monopoly problems he wants to ask. 

Mr. Drxon. Mr. Curtice, I suppose with a corporation as large as 
General Motors, you can buy a great deal of material from your vari- 
ous suppliers, is that not correct ? 

Mr. Courtice. We use a great deal of material. 
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Mr. Dixon. You buy from various suppliers? 

Mr. Curtice. Yes, we buy to the extent of about 50 cents of every 
dollar that we take in in sales. 

Mr. Dixon. Has not General Motors made loans to suppliers of 
raw materials to General Motors? 

Mr. Curtice. I beg your pardon ? 

Mr. Drxon. Has not General Motors made loans to various sup- 
pliers from whom you buy materials? 

Mr. Courtice. Yes, we have made some loans to some steel com- 
panies. 

Mr. Drxon. I believe in 1951 you made such a loan to Jones & 
Laughlin, did you not? 

Mr. Curtice. That is correct. 

Mr. Drxon. And also to Republic Steel ? 

Mr. Curtis. That is correct. 

Mr. Drxon. I believe that was $28 million to Jones & Laughlin and 
$40 million to Republic Steel ; is that correct ? 

Mr. Courtice. That is correct. 

Mr. Drxon. As a result of these loans, did you not obtain increased 
supplies of steel when steel was short ? 

r. Curtice. I think that we received the supply of material from 
the facilities resulting from the increased capacity when, as, and if 
that increased capacity came into being. 

Mr. Dixon. When steel was short, did you not get favorable treat- 
ment from these two sources ? 

Mr. Curtrice. No. On the contrary, we thought we got very un- 
favorable treatment. 

Mr. Drxon. What was the purpose of your loan then? 

Mr. Currice. To encourage the steel companies to expand. We 
thought the steel capacity at that time was lower than it should be, 
and they felt that they were unable to provide the necessary finances, 
and it was a mutually satisfactory arrangement under which they 
would pay back on a per ton basis against those loans. 

Mr. Drxon. Were you to get the increased capacity ? 

Mr. Curtice. We were to get a certain percentage of the increased 
capacity when it came into being. 

fr. Dixon. That was part of that agreement? 

Mr. Curtice. That was part of the understanding. 

Mr. Drxon. Also as a part of that agreement, were you able to sell 
them your products? 

Mr. Curtice. No, sir. 

Mr. Drxon. Was that a part of the agreement ? 

Mr. Curtice. No, sir. 

Mr. Drxon. In 1949, did you subsidize the Pittsburgh Coke & 
Chemical Co. ? 

Mr. Curtice. I would not say we subsidized anyone, ever. 

Mr. Drxon. Did you loan them money ? 

Mr. Curtice. We loaned them some money to provide some coke 
ovens, I believe it was. 

Mr. Dixon. What were you to get from that? 

Mr. Curtice. We were to get, I think, additional coke as the capacity 
came into being. 

Mr. Drxon. You furnished capital, I believe, to the National City 
Lines, did you not? 
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Mr. Curtice. You are getting away into an area that I am not 
conversant with. 

Mr. Dixon. Isanyone at the table familiar with it? 

Mr. Curtice. That is pretty ancient history. Does that have a 
bearing on the purpose of this hearing? 

I think that is way back. 

Senator Kreravuver. Mr. Dixon, tell us the information you have. 

Mr. Donner. I think that is back in the days when Yellow Truck & 
Coach was only a partially owned company. 

Mr. Drxon. Did you loan them money ? 

Mr. Curtice. I do not remember. I do not believe General Motors 
ever loaned them any money. 

Mr. Drxon. Did you furnish this subcommittee with a statement of 
the raw material companies, or companies which General Motors has 
made loans to ? 

Mr. Curtice. Yes, sir. 

Mr. Drxon. And the amounts that were made? 

Mr. Curtice. Yes. 

Mr. Dixon. And the agreements or conditions which you would get 
in exchange for the money that was loaned ? 

Mr. Curtice. Yes, yes. 

Senator Kerauver. That will be made General Motors exhibit 10. 
(The document referred to may be found in the appendix 

. 3869.) 

r. Drxon. Mr. Curtice, between the years 1946 and to date, has 
General Motors operated any of its automotive divisions at a loss? 

Mr. Courtice. No, sir. 

Mr. Drxon. Any division, any one of its automotive divisions? 

Mr. Currice. Not to my knowledge. 

' Mr. Dixon. Have you operated any nonautomotive division at a 
oss ¢ 

Mr. Curtrice. Two. 

Mr. Drxon. What were those ? 

Mr. Curtice. I do not wish to disclose, for competitive reasons. 

Mr. Drxon. Will you examine your books and records and furnish 
this committee with the year and the name? 

Mr. Curtice. I think that is in the area of the question which we 
have declined to provide the information on, the breakdown of the 
divisional operations on a separate basis. 

Mr. Drxon. I beg to differ with you. That is merely calling for 
the name of a division, not how much you operated at, how much 

rofits, what it cost, just the fact did you operate any automotive 
ivision 

Mr. Currice. That is confidential information. 

Mr. Dixon. You consider that confidential information ? 

Mr. Courtice. Yes, sir. 

Senator Krravver. I think the name of the company might not be 
confidential if it did not reveal the figures. Were these divisions in a 
competitive war at that time within their industry ? 

Mr. Curtice. They were in competition; yes, sir. 

Senator Kerauver. Was that the reason you operated at a loss? 

Mr. Curtice. No. 


Senator Krerauver. Because there was severe competition at that 
time? 
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Mr. Courtice. Not necessarily, no. 
Senator Keravver. Was it part of the reason? In other words, 
what Mr. Dixon is trying to get at, as I understand, is whether in a 
type of industry there would be the situation where you cut your prices 
or operated at a loss because of a situation, and then made up that 
loss through the financing of your other divisions ? 

Mr. Curtice. No, that is not true. 

Senator Kerauver. Proceed, Mr. Dixon. 

Mr. Drxon. Mr. Curtice, it is very important in the automotive 
business to have a very strong and vigorous dealership throughout 
the country, is it not? 

Mr. Curtice. Oh, yes. 

Mr. Drxon. I assume you are very proud of your dealership? You 
think you have the best dealers that you can obtain ¢ 

Mr. Courtice. I think we have the finest group of automobile dealers 
in the country. 

Mr. Drxon. What has been the policy of General Motors in the past 
as well as the present with respect to General Motors dealers hentia 
cars of other manufacturers in the same field? What is your policy 
there? 

Mr. Currice. The policy that we have is the determination by the 
dealer as to whether or not he has the capacity in the terms of capital, 
ability, and resourcefulness to handle our line of merchandise. 

Mr. Drxon. Do you have any objection to any one of your dealers, 
for example, Chevrolet dealers that would like to handle the Ford car? 

Mr. Curtice. I think the answer to that is that some of our dealers 
handle cars not made by General Motors, in addition to the cars made 
by General Motors. 

Mr. Drxon. Are they in the same competitive field ? 

Mr. Courtice. I think in some instances; yes and no. 

Mr. Drxon. Do you mean by that that Lo handle American auto- 
mobiles? 

Mr. Courtice. They may handle some American made, they may 
handle some imported cars. 

Some of our dealers handle the Rambler, which is produced by 
American Motors. 

Mr. Drxon. What is the total number of dealers ? 

Mr. Curtice. I do not know. 

Mr. Drxown. Is it in excess of 20,000? 

Mr. Currice. The total number? We have approximately 18,000 
dealers handling General Motors products. 

Mr. Drxon. And approximately how many of them are handling— 

Mr. Curtice. I do not know. 

Mr. Drxon. Could you find out ? 

Mr. Courtice. Yes. 

Mr. Drxon. Would you furnish the committee with that infor- 
mation ? 

Mr. Currice. Yes, surely. 

Mr. Drxon. Would you have an opinion as to whether it would 
be of assistance to small manufacturers or new companies entering 
the industry if your dealers were allowed the freedom of handling 
another line? 

Mr. Courtice. They have that freedom. 
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Mr. Drxon. You state clearly that any one of your dealers can have 
that freedom without you cutting him off? 

Mr. Currice. That is right. 

Senator Kerauver. You mean there is nothing exclusive in your 
contract that your dealers have to handle only the Chevrolet line, 
that they cannot handle, for instance, Ford or Plymouth? 

Mr. Curtice. No, sir. 

Senator Dixsen. May I interpose? 

Senator Kerauver. Senator Dirksen. 

Senator Dirksen. It would just occur to me that a dealer himself 
would be in a terribly awkward position if he were trying to advertise 
and sell two competitive lines in the same area at the same time. I 
just cannot quite imagine a situation of that kind. I suppose it 
could be done. 

Mr. Curtice. There are some instances, Senator Dirksen, where 
that is done. 

Senator Dirksen. But not a very happy undertaking, I am sure. 

Mr. Curtice. As I said before, I think the dealer has to determine 
for himself by a thorough searching as to whether he has the — 
whether he has the facilities, the ability to take on an additional line 
and serve our line satisfactorily. 

Senator Kerauver. May I suggest, Senator Dirksen, that perhaps 
a dealer might do it through divisions, like General Motors has a 
division for the manufacture of automobiles. Maybe a dealer would 
have division Red, division X, division Black. 

Mr. Curricr. Yes. 

Senator Krravuver. The customer might not know they are all 
owned by the same dealer. 

Mr. Currice. We have some dealers who handle all five lines be- 
cause of the smallness of the location and the limitation of the gross 
that is available to them if they were handling just one. 

Senator Dirksen. You mean your lines, GM lines? 

Mr. Currice. I beg your pardon ? 

Senator Dirksen. When you say five lines, you mean five GM lines? 

Mr. Curtice. Five General Motors lines, yes, and we have dealers 
also with branches that handle different lines from the General Motors 
lines. 

Senator Keravuver. Mr. Dixon. 

Mr. Drxon. Just one more question, Mr. Curtice. 

You have in the past, have you not, assisted dealers financially in 
their undertakings? I mean by that, have you furnished capital ? 

Mr. Curtice. We have a division, the Motors Holding Division, 
which was organized for the sole purpose of providing assistance 
financially to you, for instance, if you were qualified to become a 
dealer representing a line of cars for General Motors but did not 
have adequate capital to finance the operation. 

Through this Motor Holdings Division, the difference under a cer- 
tain formula would be provided which would be paid back to the 
Motor Holding organization in line with the profits from the operation. 

Mr. Dixon. If you considered me a Sead risk as a dealer, would 


you loan me money without insisting, or with the clear understanding 
that I could use that money, for instance, to sell Buick automobiles 
for you and at the same time sell Ford automobiles? Would you 
loan me money ? 
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Mr. Curtice. I presume at the outset if you did not have capital 
enough to finance the operation, that you would be making the deci- 
sion yourself that one line was all you would be able to undertake. 

Mr. Drxon. I might have big ideas, and I might decide—— 

Mr. Courtice. I think you would probably grow into the big ideas 
if you decided to go into the retail automobile business. 

r. Drxon. It might be helpful if I were growing to have some 
money such as you furnish. 

Mr. Curtice. You are posing a hypothetical question. We have 
never had an application of the kind that you suggest. 

Mr. Dixon. Have you not 

Senator Kerauver. Let’s see if I understand. You mean that when 
the subsidiary loans money to dealers to get started, they never have 
had a situation where they wanted to handle anybody else’s line other 
than yours? 

Mr. Curticr. No; they were eager to handle the line which they 
had arranged with a particular division of General Motors to handle. 

Mr. Drxon. You have on occasions, have you not, Mr. Curtice, 
either by choice or by necessity had to operate for a given time dealer- 
ships until you could find someone who was quite adequate to take it 
over; is that correct ? 

Mr. Curtice. I would not say that is so. 

Mr. Drxon. You know of no such occasion # 

Mr. Curtice. No; I know of none. 

Mr. Drxon. That is all, Mr. Chairman. 

Senator Witey. Mr. Chairman, can I ask a couple of questions? 

Senator Kerauver. Senator Wiley. 

Senator Witey. Your testimony motes that last year you imported 
about 1,200 Opel cars. Did you mean 1,200 a month ? 

Mr. Curtice. No. The 1,200 is due to the fact that the car, the 
Opel car, was just put into production, the 1958 model in August or 
September of last year. 

aerctes Wier. The 1,200 is for the whole year ? 

Mr. Currice. No; the first receipts into this country came in the 
month of either September or October of last year. 

Senator Wizey. I have been asked—— 

Mr. Curtice. So that there was no opportunity to import them 
prior to that time. 

Senator Wizy. And you estimate possibly this year it would be 
twelve to fifteen thousand ? 

Mr. Courtice. Yes, sir; depending upon the ability of our dealers 
to sell them. 

Senator Wixy. In view of the fact that we are having you expose 
knowledge to the public of your business, and we have heard a lot of 
talk about changeover, and it costs a lot of money—do you want to 
give us an example as to changeover from one model to another, as 
to how much it costs? 

Mr. Currice. Well, I think we estimated yesterday that it is about 
$500 million to change, for tools, to change from the 1957 to the 1958 
models, or passenger cars in General Motors. 

Senator Wier. $500 million? 

Mr. Courtice. $500 million; yes, sir. 

Senator Witey. Then you have answered the next question, because 
the question was how much do you think it would cost for an inde- 
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pendent to start up and get into production of a reasonable amount 
of new cars in this country, counting labor costs, factory costs, every- 


ng. 

Mr. Curricre. It would be impossible to determine that unless you 
said what size. 

Is he going to produce 50,000 cars a year, 100,000 cars a year, or 
500,000 cars a year, or a million cars a year ? 

The tools, the facilities would be—would have to be directly related 
to an exact example of capacity which he would elect to establish in 
the belief that he could market that many automobiles. 

Senator Witey. Let’s take your judgment as to, say, what it would 
be to set up a factory with modern tools that could produce 100,000 
carsa year. What is your judgment? 

Mr. Courtice. I would like to be responsive to that question but it 
would be very difficult to place a figure on it, because the question 
would have to be decided, was he going to make his bodies, how inte- 
grated would he be. 

Would he buy or make his engines, his automatic transmissions 
which I think he would have to have if he were going to get in the 
market today, so that you would have to have a definition of the kind 
of a car and the extent to which he expected to produce the components 
of that automobile. 

He might be able to set up an assembly. 

Many of those 2,500 companies, that from time to time were in the 
business, were only assemblers of components which they purchased 
from various sources. 

Senator Witey. If it was an assembly plant, you probably could 
do it for a few millions. If you were a manufacturer, it would run 
up into the hundreds of millions. 

Mr. Currice. Yes; it would be a tremendous sum; that is why I 
hesitate to make any estimate of it. 

Senator Witry. Thank you. That is all. 

Senator Keravuver. Mr. Curtice, I have some questions about various 
subjects and I will try to ask you as rapidly as possible, so we can 
try to get through shortly. 

This morning when I was asking questions about salaries and size 
of staff submitted by Senator Langer I should have asked you, because 
the same question was asked of Mr. Reuther—and he gave us some in- 
formation and said he would furnish other information, and I think 
there is a public interest in this subject—how many people do you 
have on the General Motors public-relations staff. 

Mr. Curtice. Well, in the public-relations staff we have, I would 
say 12 to 15 men who are dealing with the press relations. 

e have in the field locations, offices in our plant—city where we 
have plants that are operating—we have a staff which is coming to the 
time when we will be publishing our annual report for the operations of 
1957. 

We have quite a substantial staff who have that work to handle. 

We have many who through the mailing—I should think in total we 
have about 60 or 75 people who are participating in all types of sales 


and distribution activities under the guise of the public-relations activ- 
it 


Senator Krravver. Does that include all of the employees or just 
the top people? 
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Mr. Curtice. We have then of course the stenographic people and 
the people in the mailing departments. 

We have quite a heavy mailing. I do not know whether you are 
on our list or not, but I am going to make inquiry to see whether you 
are. 

Senator Kerauver. I do not believe I get your literature. 

Mr. Currice. But it is quite extensive, and I think all the material 
we send out is very constructive. 

Senator Krerauver. Do you have in addition public-relations firms 
which handle public relations ? 

Mr. Curticr. No, sir; we do not have any public-relations firms. 

We have advertising agencies who handle advertising but not any 
public-relations firms. 

Senator Keravuver. How many public-relations people do you have 
here at the hearing today, or do you have any ? 

Mr. Courtice. I think we have about four here. 

Senator Keravuver. Can you give us, as Mr. Reuther said he would 
give us, the number that you have in your public-relations and infor- 
mation departments, and also how much that costs in your budget, 
how much that makes up in your annual expenditures ? 

Mr. Currice. Yes. 

Senator Keravver. We will make that General Motors exhibit No. 
11. 

(The information referred to may be found in the Appendix on 
p. 3916.) 

Senator Kreravver. Mr. Curtice, I understood you correctly, I be- 
lieve, that you and three other people fixed the prices of various lines 
of automobiles that you sell ? 

Mr. Courtice. Well, we determine the price. 

Senator Kerauver. I mean you determine the prices. 

Mr. Currice. Based on the data which is developed at the divisional 
level and submitted and finally arrived at the recommended prices, 

Senator Kerauver. That is for Chevrolet, Cadillac, Oldsmobile, 
Buick and so forth? 

Mr. Courtice. That is right. 

Senator Keravuver. Do you not feel that price is an important 
element in competition ? 

Mr. Curtice. I beg pardon? 

Senator Kreravver. Do you feel that price is an important element 
in competition ? 

Mr. Currice. Yes, indeed. 

Senator Keravuver. I was interested, if that be true, if the four 
of you arrive at the price of all of your divisions, and price is an 
important element in competition, how can they really compete? 

Mr. Currice. Well, they do. 

Senator Kerauver. They compete on gadgets and salesmanship, but 
not on price? 

Mr. Courtice. Well, we have three divisions whose prices are not 
greatly different. 

Senator Keravver. Price is an element and you fix all the prices. 
I wonder how you figure that there is real price competition then 
between the divisions? 

Mr. Courtice. Oh, entirely so, as well as price competition outside 
of General Motors with the other competing companies. 
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Senator Kerauver. That is a little hard for me to understand. 

Mr. Courtice. It is quite so. 

Senator Kerauver. In the Wall Street Journal of December 7, 
1957, Mr. Daniel Cordtz, the Wall Street Journal correspondent 
in Detroit, wrote an article which has been made an exhibit here, in 
which he estimated the average automobile took from 120 to 125 man- 
hours to produce. We asked Mr. Reuther about that and he said 
he agreed with it, that was about in line with their calculations. Can 
you tell us whether you agree or whether that is in line with your 
calculations? 

Mr. Currice. I cannot tell you whether that is or not. It would 
depend entirely upon the car and the equipment that was on it. 

Senator Kerrauver. I am talking about the average so-called 
model—just the average automobile. 

Mr. Currice. No, I do not have that information in my head. 

Senator Kerauver. You do not agree or disagree ? 

Mr. Currice. No. That is his statement. 

Senator Kerauver. Do you know the writer of the article? 

Mr. Curtice. No, I do not know him. 

Senator Kerauver. I may say the figure of from 120 to 125 hours 
for an automobile is a little less than what our economic staff under 
the direction of Dr. Blair figured it to be. He figured, I believe, on 
one basis 130 hours and on another basis, 140, which is the method of 
figuring set forth in exhibit 22. 

What number of hours did you arrive at, Dr. Blair? 

Mr. Buarr. Very briefly, I used two different methods. In one 
method, I arrived at an estimated figure of 130 man-hours, and in 
the other I arrived at an estimate of 141 man-hours. These figures 
refer to production workers, and the estimates are as of 1957. They 
are all based on published information. Because of that fact, they are 
of course in the nature of rough approximations. 

Senator Krerauver. Anyway, they are not based upon any con- 
fidential information. 

Mr. Buarr. They are all based upon public information. 

(The document containing the information referred to may be found 
in the appendix on p. 3594.) 

Mr. Curtice. Yes, I would consider our information as confidential, 
however. 

Mr. Buatr. These figures are for the industry. 

Mr. Curtice. I am not saying that your figures are anything other 
than from public information. So far as I know, we have never made 
public the man-hours in General Motors cars. I would consider it 
confidential information. 

Senator Kerauver. These figures are for the industry generally, 
and Mr. Cordtz’ figures were for the industry generally. 

Mr. Curtice. Yes. 

Senator Krerauver. In any event, we will try to get at the matter 
of the cost of an automobile. 

You stated that your 1958 automobile cost $125 more than the 1957 
automobile, 1958 over 1957, but you increased the price by only $74. 
We have taken 135 as being a median between the calculations here 
and multiplied that by $3 an hour, whereas the average wage you 
said was $2.87. ; 
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Mr. Curtice. Yes. 

Senator Kerauver. And that comes out at $400, the labor costs in 
an automobile. That is in 1957. In 1957 the labor cost was a little 
less. It comes out at $392. Are you in a position to agree or disagree 
with that ? 

Mr. Courtice. No; I would not want to agree or discuss the subject 
because I think that the labor content in the car is a confidential 
matter within General Motors. 

Senator Kerauver. This is taken on the assumption of 135 hours, 
Then the wage is $2.58. If that is the basic wage, it figures 40 cents 
fringe benefit, which is more than you figure, making it about $3 an 
hour per worker, which, multiplied by 135, is $400 in 1958, and the 
same thing for 1957. You have made an estimate of your material 
cost and the increases that made up this $125. 

Our information is that lead, copper, tin, asbestos, air, rubber, 
wool, cadmium, and a good many things have gone down, whereas 
the cost of steel has gone up some. Is that correct? 

Mr. Curtice. I do not know whether all the items you listed have, 
but we accounted for a decline—— 

Mr. Donner. $9 acar. It is at the top of page 10 of our statement, 

Senator Kerauver. What, the cost of steel 

Mr. Donner. No; in our cost there was an allowance for reduced 
prices of $9 a car, and the figure you saw was the net of all of the 
increases less a reduction of &9, so we took into account the reduced 
prices where they were in effect. 

Senator Kerauver. Anyway, you arrived at a $125 increase in a 
car. I would like to give you to examine, and you may comment 
about it now or later, a calculation that comes to a different result, 
which we will make committee exhibit 20, and then have your com- 
ment either now or later about it. 

(The document referred to may be found in the appendix on p. 
3596. 

eS Keravver. Dr. Blair, will you explain for the record so 
we all can understand how the calculation is made and what the 
result is? 

Mr. Buatr. As the memorandum says, the basic source of informa- 
tion used in this memorandum is a bill of materials for a “typical 
passenger car published by the Automobile Manufacturers Associ- 
ation in its 25th edition of Automobile Facts and Figures.” This 
bill of materials gives the amount in terms of pounds of various raw 
materials consumed in the production of a typical motor vehicle. 

If you turn to the table accompanying my memorandum, you will 
see in the first column the gross pounds, which indicates the amount in 
terms of each of these various materials, which according to the Auto- 
mobile Manufacturers Association were used at that time in the pro- 
duction of a typical car. We of course realize that since that time 
the amount of various raw materials used has changed, and we have 
increased the amount of steel accordingly by the percentage increase 
in the deadweight of the car. 

We have made what we hope are appropriate allowances for the 
increase in chrome, and for the change in glass from straight glass 
to curved glass. A few other modifications are shown in the attached 
memorandum. 
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The significance or usefulness of these quantity weights become 
apparent when they are multiplied by the price of each of these raw 
materials. 

The price that we used is the market price as published by the 
Bureau of Labor Statistics or by other published sources. 

Multiplying for each of the years 1953 through 1958 the quantity 
of each of the materials given, as based originally upon the bill of 
materials furnished by the Automobile Manufacturers Association 
price, published above, published by the BLS or the Mining Journal, 
gives the dollar amount of raw material represented by each of the 
materials. 

The procedure, of course, has several limitations. One of them is 
the fact that the automobile companies paid probably something less 
than the market price for the various materials that they utilize, and 
in that regard these totals arrived at by aggregating these various 
dollar amounts probably understate the cost of the materials con- 
sumed in the typical passenger car. 

At the same time there are deficiencies in the other direction. 
There are a number of raw materials for which we could not find any 
price information, and there are a number of other shortcomings 
which are noted in my memorandum. 

The principal value of the calculation is not so much in showing 
how much the materials cost that go into a car, that is, what their 
actual level is as of a given time; but rather the change from one 
year to the next, because with the exception of the changes made for 
the increasing amount of steel consumed, the quantities remain fairly 
constant throughout the 5-year period examined. 

With the quantities remaining reasonably constant, the multipli- 
cation thereof by the prices should give, in the aggregate, the reason- 
able indication of the actual total change in the aggregate amount 
of raw materials consumed in the production of the car. 

It is, I again want to emphasize, in throwing light on the change 
rather than the level as of a given time, that the memorandum— 
that the analysis has its particular value. 

Insofar as the comparison from 1957 to 1958 is concerned, we find 
that although the dollar figure for steel rose from $253.73 to $256.90, 
that is the multiplication of the quantity times the applicable price, 
and although there were a number of other increases, the decreases 
between 1957 and 1958 more than offset these increases with the re- 
sult that the overall showing is of a price—is of a reduction of $3 
in estimated value of raw materials consumed in the production of a 
typical car. 

That is the comparison between 1957 and 1958. 

The 1958 figure, of course, are the latest which we are able to obtain, 
being various days within January of this year. 

The showing between 1954 and 1958 is of an aggregate decrease— 
an aggregate increase of $70 in these raw material costs. 

I will be glad to answer any questions. 

Senator Kerauver. How does that compare with the breakdown 
that Mr. Power gave us? 

Of course, I understand Mr. Power is talking about material costs, 
which include things other than that material that goes into an 
automobile, as I understood it. I was not sure about it. 
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Senator Wier. Was that a Kaiser car, or a Ford, or what car 
were you building there? 

Mr. Buatrr. Excuse me, sir. I am building the car that was built 
by the Automobile Manufacturers Association when they published 
these figures. They labeled it a “Typical passenger car.” Beyond 
that they did not elucidate. 

Senator Witey. Some of them built cars and went broke. Some 
built cars and make a profit and I was just wondering which one you 
are building. 

Mr. Buair. Being an economist, I would undoubtedly have built it 
of the latter type, sir. 

Senator Kerauver. Anyway, can you compare the typical car, 
with the additions from the time the manufacturers’ association gave 
this breakdown, with the statement given by Mr. Power? 

Mr. Donner. No. 

Senator Kerauver. Mr. Donner? 

Mr. Donner. Might I comment for a moment. 

Of course this is a very complicated and long bill of materials. We 
have to study it at some length. Two items interest me, however. 
I think we are going to have some very unhappy purchasing agents 
when we get back to Detroit. Because while you have allowed for 
36 pounds additional from 1957 to the 1958 model, you are assuming 
that steel was identical in price, and I understood you had a hearing 
down here in which you went into the fact that steel went up in price. 

So this makes absolutely no allowance for increased steel prices. 

I do not know what steel we buy in the cars, but I imagine it is 
more expensive steel, being sheets, than this average which would be 
$130 a ton, but in any event, this makes no allowance for steel in- 
crease, and our statement was very clear that steel prices accounted 
for $18 of the increase, and the total cost of the steel accounted for 
$27 of the increase. 

Now another point: You mentioned that you took into account, 
I think your statement says curved glass in place of plain glass, but 
I note you have got an allowance right straight across of $50 for glass. 

Now on our schedule which we aaletatlc going from 48 to 58, the 
amount of glass we used etiaeul from 2,230 square inches to 3,576 
square inches. 

Now it costs money to put more glass in a car. 

So I would say—of course we would like to examine it further, but 
I would say that this did not have much relation to the cost of our 
materials. 

Our materials run around 50 percent, all of our supplies and mate- 
rials. For a $2,000 priced car—that is a thousand dollars. This 
schedule of yours accounts for $494 of so-called raw materials which 
we are buying in the form of parts, and other areas where there is a 
good deal of labor. 

There may be other items but I thought I would mention these two 
items that do not appear very realistic so far as showing the trend 
which I assume Dr. Blair is interested in showing. 

Senator Kerauver. Dr. Blair, do you want to make a comment? 

Mr. Briar. Taking up first the question of glass, the adjustment 
that we made for glass is not contained in the table. It is contained in 
the text. 
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Mr. Donner. You said you adjusted from flat to curve, not for 
amount, did you ? 

Did you adjust for amount of glass? 

I was not talking about type. I talked about amount. 

Mr. Buarr. It is based on a current estimate for flat and curved 
glass combined. 

Mr. Donner. Yes, but you have the same amount each year appar- 
ently, don’t you ? 

Mr. Buatr. We made an overall adjustment to indicate in the text. 

Mr. Donner. Where does that show ? 

I can’t find it. 

Mr. Buatr. There are no quotations on glass whatever from any 
existing source. 

We had to base our information from data that we were able to 
secure locally from glass dealers. 

Mr. Donner. I mean where is it in here ? 

I cannot find any amounts. 

Mr. Buarr. Our estimate was that the glass cost to you was $50. 

Mr. Donner. But that is every year. But we have increased our 
glass 50 percent, the amount of glass. 

Mr. Buartr. That is the price as of now. 

Mr. Donner. Yes, but you say 

Mr. Buarre. That is the estimate as of now to the extent—— 

Mr. Donner. You say that is showing a trend and that goes all the 
way back and that ruins your trend. 

Mr. Buarr. That is true for that item. 

The alternative was to try to make an adjustment for the increase 
in the amount of glass that you had utilized and there is no informa- 
tion of that type. 

Mr. Donner. I am just pointing out on two major items it has no 
relation to reality. 

Mr. Buarr. The price for steel, as you will see, shows an increase 
from $0.0513 per pound in 1953 to $0.0533 in 1954, to $0.0561 in 1955, 
to $0.0600 in 1956, to $0.0655 in 1957, and to $0.067, according to the 
most recent information which has come out subsequent to the prep- 
aration of this table, and I am glad you called that to our attention 
because that would raise $0.0655 to $0.0677 of a cent. 

Mr. Donner. That is not the steel increase we got. I say we should 
get new purchasing agents. 

Mr. Buarr. This is from the published figures given. 

Mr. Donner. But that is not the way you purchase steel. You 
purchase specific kinds of steel for a car. 

You do not purchase the steel that they may quote in the BLS for 
some average. 

These are assumptions. We show in our statement what the cost 
of steel increased. 

Mr. Bua. As I indicated before, the particular value of this is an 
attempt to show the change. 

Mr. Donner. Yes, but in two main items you show no trend from 
1957 to 1958, two principal items. 

_ Mr. Buarr. I imagine that by the time the later issues are available 
in 1958, the trend will be reflected in the published data with which 
we have to work. We asked for this information from you. You de- 
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clined to give it. We had to work with published information, and 
some of the published information is lagging behind reality. 

Mr. Donner. What information on steel did we decline to give? 

Mr. Buatr. The breakdown of costs in question 6. 

Mr. Donner. We answered question 6. 

Senator Keravuver. Dr. Blair, you have taken this from the survey 
of current trends by the Department of Commerce. Is that where 
you got the cost? 

Mr. Briar. That is right, sir. This is a composite figure for all 
wo of steel. We realize that many types of steel go into an auto- 
mobile. 

Mr. Donner. Dr. Blair, I think there is a misunderstanding and I 
do not want it left in the record. 

You said we refused to give you the effect of the increase in steel 
costs. 

Mr. Briar. This is an attempt, as was the memorandum on labor 
costs, to try to get some idea of the change in the cost of producing 
a car. 

Mr. Donner. Yes. 

Mr. Briar. Now, it is to that question, to that issue, that question 
7 was directed, and you, as you know, have declined to answer ques- 
tion 6. 

Mr. Donner. But under 6 you addressed yourself to the increase 
in the cost of steel, and you said we gave you nothing that indicated 
what the effect of the steel increase was, and my statement was that 
in answer to question 6 we pointed out the steel price increases 
amounted to $19 a ton, or $100 million at an annual rate, so I consider 
we answered the question. 

I just wanted the record straight. 

Mr. Buarr. We had the alternative of either using that figure for 
1 year or to try to use a comparable series back for over a period of 
years, and from a published source. Now there is no question but 
what for particular items certain items could be increased and certain 
items could be decreased. 

Mr. Donner. And in our statement we told you that certain items 
went down in a total of $9. 

We told you that steel went up $27. We told you that labor went 
up a certain amount. 

It seems to me that we answered the question that the committee was 
interested in in our statement. 

Mr. Bua. In conclusion, all that I can say is that the difference 
between the figures that we arrived at here using published sources 
and the figure that you presented for materials costs of $35 increase 
is so great that there is room for quite a range of variation between 
a $3 decrease and a $35 increase. There is room for quite a degree of 
variation within particular products and particular prices without 
changing significantly the conclusion that the published data, as far 
as one can learn from published data, the materials cost for producing 
a typical car has not risen between 1957 and 1958 anything in the 
magnitude of $35 per car. 

Mr. Donner. We will comment on your question. 

As I see it, you are attacking the accuracy of our figures, but we 
will comment on this when we can examine it at length. 
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Senator Keravver. All right, you do so and make any comment 
about it that you want to. 

As I understand it, the breakdown that you did give us as to what 
went into the increases, you had $24 for a special tool for a new line. 
Is that what that $500 million represents or is that part of the cost of 
a new line ? 

Mr. Donner. This is what the increase per unit cost was on the aver- 
age of all lines, the increase in 1958 from 1957. 

Senator Krerauver. What I mean is, that represents the cost of 
changing the design or the style? 

Mr. Donner. No; it does not, sir. It represents the increase in the 
per unit over the previous year. 

We havea cost every year for tools. 

Senator Kerauver. Then, sir, where do you reflect in your state- 
ment what it costs to change the design of. your automobile in this 
increased cost ? 

Mr. Donner. This does not attempt to reflect the basic cost of a car. 
It does reflect the increase in the per unit cost of a car between 1958 
and 1957, since what you were interested in was the increase in our 
prices from 1958 to 1957. 

Senator Kreravuver. Can you tell us, sir, how much the $500 million 
that you have to use to change your design influences the price of the 
average General Motors automobile? 

Mr. Donner. No; I could not tell you offhand; no. 

Senator Keravuver. Could you give us any approximation ? 


Mr. Donner. The increase in our tooling costs in 1958 or 1957 was 
$24 a car. 


Senator Kerauver. I know. 

There must be something in here though because you did change 
your design and that cost $500 million. 

T am just trying to find out where in this list that $500 million is 
reflected. 

Mr. Donner. I do not think I made myself clear. 

We had an allowance for tools in the 1957 model of so much 
oo: The allowance for tools in the 1958 model was $24 per unit 

igher. 

Senator Keravuver. Is that by virtue of the change of model to any 
extent ! 

Mr. Donner. Certainly, because changing models affects the cost 
of o> You cannot chahiae models without affecting the cost of 
tools. 

The point I want to make is there is an allowance for changing 
models in every unit cost of a car, but it fluctuates from year to year, 
depending on the extent of the change. 

Sater Keravver. Can you give us any idea percentagewise, or if 
it is not something that you can divulge I will not press the question, 
of the increase in man-hours or the percentage of work increase that 
it took to make the average 1958 model or the 1957 model ? 

Mr. Donner. I do not think in terms of man-hours, but we gave 
you a figure that I think means something at the bottom of page 10 
m which we said if the increases in wage and salary rates and fringe 


benefit costs had not occurred, payroll costs would have increased 
$7 per composite car. 
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We think in terms of what it costs to do something. 

That is what means something to us. 

Now if wage rates, salary rates had been identical, the influence of 
the change in the cars, the larger cars and so on would have amounted 
to $7 per car. 

I think that is a meaningful figure. That is the labor content, 
salary and wage workers. 

Senator Kerauver. I wanted to ask Mr. Curtice about this. I 
had a copy of the survey from the University of Michigan which I 
think you automobile people got up or had made or maybe you are 
contributors to it. Were you a contributor to this University of 
Michigan survey that came out in June of 1957 and December 1957? 
It is entitled: “Consumers attitudes and inclination to buy, Survey 
Research Center, University of Michigan.” 

Mr. Courtice. I do not know. I don’t have any knowledge of it. 

Senator Keravuver. Do you know of this report ? 

Mr. Currice. I may have known about it when it came out but I 
am not familiar with it now. 

Mr. Donner. I believe it is a survey prepared for the Federal 
Reserve Board. 

Senator Kerauver. What was that? 

Mr. Donner. I believe it is a survey prepared for the Federal Re- 
serve Board. 

Senator Witey. By whom? 

Mr. Donner. The University of Michigan Survey Research Center, 
a part of the university. 

Senator Kerauver. Yes. It says “made for the Federal Reserve 
Board.” 

Mr. Donner. That is my recollection. 

Senator Keravuver. The findings are written up in Business Week 
of July 27, 1957. 

I will not put the entire report in the record, but certain parts of it 
are pertinent, and the Business Week article of July 27, 1957, describes 
it. The summary of the report and the article will be made committee 
exhibit 21. 

(The material referred to may be found in the appendix on p. 3597.) 

Senator Keravver. It says there is going to be a great deal more 
income groups expressing themselves less favorably than a year ago, 
and that they will be more cautious. The recession is not the only 
thing that worries the consumers. They complain about high prices 
and high expenses, and showing that, they argued their prices are 
too high, and so forth. 

I am sure that this and other information must have gotten to you 
and I just wondered why in this light, with indications as early as 
June 1957, that you would make your car longer and heavier and more 
expensive because undoubtedly some expense is added for that reason. 

I drove to work this morning in a 1955 Chevrolet and I was just 
thinking that this is a wonderful car; it is economical, it does not 
have all these tail fins on it and so forth. 

If we stayed with this and reduced the price, we would continue to 
have a lot of people have them. Maybe there could be some little 
change on them. But what was the decision on getting the higher 
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prices in view of this information you must have had way back in 
June 1957? 


Mr, Currice. The time that it takes to bring about the change is 
considerably longer than that. 

The cars went into production in October of 1957, but they had to 
be released, well from the original concept it is about a 2-year period 
of planning. 

Senator Kerauver. You mean that even right now you cannot change 
your plans for the cars, say, in 1959? 

Mr. Curtice. No, sir. 

Senator Keravuver. It would be impossible to do so? 

Mr. Currice. Yes, sir. You can take chrome off or you can put 
more chrome on, but not basic change. 

The basic changes are frozen already, have been for some time. 
They have to be. It takes a long time to build the dies, the tools that 
are necessary to bring out the changes. 

Senator Drexsen. Mr. Curtice, you think a Senate committee on 
automotive design might be helpful? [Laughter. ] 

Mr. Currice. ‘No, Ido not, Senator Dirksen. 

I think our contact with the public is probably from the stand- 
point of the users of automobiles who influence the trend, is perhaps 
a bit closer than would be the case of the committee of the Senate. 

Senator Kerauver. I do want to say that I think, of course, while 
we may go afield some, I do think the matter of prices, the matter of 
selling more automobiles, and kee ing more competition, more people 
employed and perhaps healthier business conditions generally, is of 
great importance to the Senate and to this committee and these are 
things that people are thinking about. 

In that connection, I had understood that traditionally there used 
to be major changes every 3 years. That would give the companies a 
chance to get the bugs out, and people would not have to feel they 
had to trade in every year, ‘and would help keep the price down, be- 
cause you were not changing designs annually. 

When did that 3-year style change cycle come to an end? 

Mr. Curtice. We have indulged in very substantial change each 
year. 

Sometimes it is greater than in other years. 

And that change, as I said yesterday, the demand on the part of 
the public, is for more change. They want their car to look attrac- 
tive, but they also want it to look new. 

Senator Keravuver. In November you issued a statement about the 
amount of automobiles your study showed would be sold in 1958, did 
you not, Mr. Curtice? 

Mr. Courtice. Do you have a copy of the statement there? 

Senator Krerauver. I think I have a copy of your statement. Any- 
way, you did decrease your estimate of salen for 1958 under 1957? 

Mr. Courtice. I do not think I made an estimate of 1958. I said 
the market was very difficult to appraise and that currently the mar- 
ket at the retail level was at the rate of 514 million cars. 

Is that the statement you have? 

Senator Krrauver. Yes, that is inthe Wall Street Journal. 
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Mr. Courtice. Yes, that was not a projection, not an estimate of 
what 1958 would be. It was merely according to our calculations 
the rate at which the retail demand existed at that particular time. 

Senator Kerauver. The Wall Street Journal of December 30, 1957, 
said “New car sales are now at an annual rate of 5,500,000”—quoting 
you—“exclusive of imports.” 

Mr. Courtice. That is right. 

Senator Keravuver. And “It appears likely that 1958 domestic re- 
tail sales will be somewhat lower than 1957 total of approximately 
5,800,000.” 

Mr. Courtice. That is right, but no estimate of what they would be. 

Senator Keravuver. You went on to talk about a study. I will put 
the whole article in the record as committee exhibit 22. 

(The article may be found in the appendix on p. 3605.) 

Senator Keravuver. What was that study that you were talking 
about ? 

Mr. Courtice. Perhaps if you would read it, that portion of it, I 
would understand it. 

My memory would be refreshed. 

Senator Keravver. In your statements you also referred to studies. 
I wonder if there is any official agency that makes the studies, or what 
studies do you refer to in your statement ? 

Mr. Currice. I say I do not quite remember that section of the 
statement. 

Senator Keravver. I do not mean this statement. I mean your 
statement before this committee. 

Senator Witey. Study on what subject, Mr. Chairman? 

Senator Keravuver. On page 3 of your statement you told us: 

Our studies over many years prove conclusively that the size of the new cars 
is importantly influenced by the general level of consumer income. 

Mr. Curtice. Yes, we have a customer research. We have a market 
research which studies the trends current and as far into the future as it 
is eeu for us to make any determinations, but this is for our own 
information only on which we predicate our plans for the future. 

Senator Kerauver. That is your own information and factfinding 
board, is that correct ? 

Mr. Curticre. Thatisright. We do not call it that. 

Senator Kerauver. What do you call it? 

Mr. Curtice. Market research. 

Senator Kreravuver. Market research ? 

Mr. Currice. Yes. 

Senator Keravuver. Now Mr. Curtice, there is only one final matter 
I wanted to ask you about that directly relates to competition. 

I am a member of the Armed Services Committee, and we were hold- 
ing hearings about a year and a half or two years ago in connection 
with competition between General Motors and Chrysler over the build- 
ing of a certain number of medium tanks for the United States Gov- 
ernment. Mr. Slezak, an Assistant Secretary of Defense, testified 
before the committee. He is in charge of tank production, as I re- 
member it. He said in connection with these tanks that Chrysler had 
the lowest overhead, the lowest profit, lowest wage cost, that is, lower 
than General Motors, but General Motors was able to underbid Chrys- 
ler $18 million on the tanks. I have forgotten the total amount. I 
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think it must have been 100 million or perhaps more than that, maybe 
900 million. The testimony presented was that the difference was in 
the material cost, and that Chrysler had to buy 12 or 1214 to 13 percent 
of its parts from you in order to make a tank! and that on the list of 
the cost of materials, the automatic transmission being one of them 
which would be the kind of transmission you would have, you sold to 
yourself naturally lower than you sold to Chrysler, and therefore, 
you were able to underbid Chrysler on this very large tank contract. 
Do you recall that? 
Mr. Curtice. Yes, I recall that we supplied Chrysler. 
Senator Wier. Did the Government get the benefit ? 
Mr. Courtice. I beg your pardon ? 
Senator Wizzy. Did the Government get the benefit of that lower 
rice? 
F Mr. Currice. Yes, the Government got the benefit of the price, but 
the price of the transmission which we were making I believe at the 
Allison division was determined by the Government. 
Senator Keravver. It was not only the transmission. It was quite 
a number of other items, but the important point is that Chrysler had 
to use 1214 percent of your products in order to be able to make the 
tank according to the specifications set forth. I do not want to ask 
you in detail, but on what major applicances do you have licenses which 
other companies must use in order to really be in a competitive situa- 
tion, that is, on patents? Do you hold a patent on automatic trans- 
mission ? 
Mr. Currice. Yes, we have some patents on automatic transmissions, 
but others have automatic transmissions. 
Senator Kerauver. But how many other companies use your auto- 
matic transmission ? 
Mr. Currice. No others. We did sell Kaiser first and we sold 
Lincoln and Nash and Hudson. 
Senator Keravver. Did you not start a 1955 infringement pro- 
ceeding against Ford and others for the use of automatic transmission ? 
Mr. Curtice. No, I think not. 
We had discussions with them and entered into a license agreement. 
Senator Keravuver. Then you have a patent on the automatic choke; 
is that also true? 
Mr. Currice. Yes, we have the patent on automatic choke . 
penator Keravver. Do other companies use your automatic choke 
patent ¢ 
Mr. Curtice. I think not, but I would have to look at the record. 
preetor Keravuver. Can you tell us now or will you furnish for the 
recor 
Mr. Courtice. I will say this, that any other company desiring 
would have no difficulty in acquiring a license for the automatic choke. 
Senator Kerauver. What is your provision for granting a license 
and for withdrawing a license ? 
Mr. Currice. Provision for withdrawing a license? 
_ Senator Kerauver. I mean, on what conditions do you grant a 
license ? , 
Mr. Currice. On very favorable conditions. 
Senator Kerauver. You do of course charge something for the use 
of your product ? 
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Mr. Courtice. The product and know-how, yes. 

Senator Keravuver. Then what are the conditions on which you 
can withdraw it? 

‘ Mr. Courtice. After we enter into a license, it is for the term of the 
cense. 

Senator Keravver. Is it 1 year, 5 years, in these agreements? 

Mr. Courtice. Usually it is a continuing license. 

Senator Keravuver. Is it renewable from year to year? 

Mr. Curtice. No, it is usually a continuing license. 

Senator KerAuver. Do you havea 

Mr. Curtice. So long as they desire to use, and if they do not desire 
to use, why then the license is meaningless. 

Senator Keravuver. Do you have a right to cancel? Do the com- 
panies have a right to cancel ? 

Mr. Curtice. Not after we grant a license; no, sir. 

Senator Keravuver. Would you furnish us, Mr. Curtice, a list of the 
basic patents you have that other companies use by virtue of a license? 
Take in connection with automatic transmission or choke, the list of 
companies and the names of companies that might use or do use any 
of your licenses, and what information you can give us about the 
license agreement between yourself and those companies ? 

Mr. Curtice. Yes. 

Senator Keravuver. Perhaps if you would file a typical license agree- 
ment, that would be of benefit to the committee. 

Mr. Courtice. I would think so. Otherwise your record would be 
quite voluminous. 

Senator Keravver. I do not want any lengthy agreement, but if 
you would, file a typical one. But the point is, Mr. Curtice, does the 
ownership of the license over some of the very fine improvements like 
automatic choke and automatic transmission—do you feel that that 
— any part in the big position that you have gained in the automo- 

ile industry ? 

Mr. Curtice. Only insofar as our developments have come early. 

We were the first to have automatic transmissions, which were de- 
veloped by General Motors and used by General Motors prior to any 
others in the industry. 

When they became popular others developed or bought from us and 
used automatic transmissions. 

The automatic choke is just something we happen to have. There 
are other automatic chokes available. I think every car produced 
today has an automatic choke. I do not know of any license in exist- 
ence between General Motors and any other company. 

Senator Kerauver. You referred to the license pool. Hasn’t the 
license pool practically passed out of existence ? 

Mr. Curtice. Yes, it has. 

Senator Keravver. In 1955? 

Mr. Courtice. That is right. 

Senator Keravuver. Did you cooperate with the license pool ? 

Mr. Courtice. Oh, yes. 

Senator Kerauver. What happened to it? Why did it pass out 
of existence? 

Mr. Curtice. I think the need for it ceased to exist. 
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Senator Keravver. Did the Antitrust Division of the Justice De- 
partment move into that field ? 

Mr. Curtice. Not to my knowledge; no, sir. 

Senator Keravver. Then, finally, Mr. Curtice, you testified that you 
created 135,000 new jobs in the last 10 years, as Seseshaber: Where 
were those new jobs created ? 

I have been Conia a hard time reconciling that statement with a 
statement from Automobile Facts and Figures for January 1957, 
which gives the production workers in 1947 as 684,000, production 
workers in 1957, 652,000. So was that 135,000 in the automobile in- 
dustry in some subsidiary industry ? 

Mr. Courtice. It is all of General Motors in the United States. 

Senator Keravver. You mean you have gone into Euclid and other 
business, and that has created the increase ? 

Mr. Courtice. No, I do not mean that. I mean that I have no 
record before me as to how many in each division, but the increase in 
the jobs has taken place throughout the corporation. 

Senator Keravuver. This would indicate that it is largely outside of 
the automobile industry proper, and some of the other companies; 
would it not ? 

Mr. Currice. No, it would not indicate that at all, sir. 

Senator Keravuver. Mr. Power, do you have any information on 
that? You had some papers before you. 

Mr. Donner. I had this statement before me. 

Senator Keravver. All right. 

Is there anything else, any questions any members of the committee 
wish to ask ? 

Senator O’Manoney. Yes; I would like to, Mr. Chairman. 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manoney. I observe in reading the record contained in 
volume 3 for January 30 on page 999, Mr. Chairman, that you were 
interrogating Mr. Curtice. You have a copy before you, have you not, 
Mr. Curtice? 

Mr. Power. What page was that? 

Senator O’Manoney. Page 999 of volume 3; at the bottom of the 
page, Senator Kefauver madeastatement. It isafter Mr. Curtice had 
made a reference to the time when GM got into the diesel engine busi- 
ness by developing the two-cycle engine. 

Senator Kefauver says: 


In any event, our subcommittee staff report on antitrust laws of April 30, 
1956—I will not go into it in detail—at the bottom of page 40 does relate that 
your entry into the diesel motor industry was made possible by, to a large extent, 
anyway, financing your entry through another subsidiary of yours, General 
Motors Acceptance Corp., which handled the financing for such transactions, 
establishing a revolving fund of $5 million and so forth. 

Mr. Currtice. I think, Mr. Chairman, that that was an unwarranted conclusion, 
based on the testimony that was presented to the subcommittee. 


Then, Senator Kefauver said: 
Since this report was written under the direction of Senator O’Mahoney, if 


we will call it to his attention, and will also pass it to your associates so that 
you can read the full content of it. 


That was of the report. 
Now the report to which reference is made there is the report which 
was made by this subcommittee after the 1955 hearing, and the par- 
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ticular paragraph on page 40 to which Senator Kefauver referred 
reads as follows: 


General Motors’ great financial resources also aided it in penetrating a market 
closed to others. When it first started to sell locomotives General Motors found 
it necessary to finance its own sales because of the economic condition of the 
railroads. It established a revolving fund of $5 million which enabled the rail- 
road in effect to rent a new diesel locomotive without any cash expenditure 
other than a monthly payment, and without any obligation to buy the locomo- 
tive. 

This parenthetically seems to be a very similar situation to that 
described by Mr. Donner this morning when I questioned him about 
the transaction between Elmo Corp. and the Pennsylvania Railroad 
where the new financing company was leasing its equipment to the 
Pennsylvania on a 15-year basis. 

That is the end of the parenthetical statement. 


According to Mr. Hamilton— 


Mr. Hamilton was the gentleman who had been in charge of Electro- 
Motive before the merger with General Motors and who after the 
merger went with General Motors—the report goes on : 

According to Mr. Hamilton General Motors Acceptance Corp. handled the 
financing of such transaction. Data submitted by General Motors indicate 
that in 1987 GMAC financed 12 percent of the sales by the Electro-Motive 
division to domestic railroads and, in 1938, 67 percent. The highest percentage 
of sales financed in any succeeding year was 9 percent in 1940. GMAC still 
finances such things, but according to the corporation primarily in the form 
of interim leases and agreements pending arrangements for long-term financing 
with banks and other lending institutions. 

In the hearings, part 8, on page 4352, we find a table entitled “Sec- 
tion XII. General Motors Corporation Sales to Domestic Railroads 
by Electro-Motive Division Financed by GMAC.” 

This table is divided into four columns: first the year, then sales 
to domestic railroads, then total sales financed by GMAC, then the 
percent of GMAC-financed sales to the total sales. In 1937 the net 
sales to domestic railroads amounted to $9,835,053, of which the total 
sales financed by GMAC was $1,171,324. The percentage here is 11.9. 
We referred to it as 12 percent in the fart, bet these are your fig- 
ures, 11.9. 

Now, that was the year in which this business was beginning and 
General Motors was going into this Electro-Motive division activity. 
In 1938, the sales to domestic railroads amounted to $10,404,732. The 
total sales financed by GMAC was $6,981,110, or 67.1 percent. 

We drew the conclusion from these figures produced by General 
Motors that GMAC financing permitted you to enter the eld to the 
disadvantage of competitors and take over a larger and larger percent- 
age of the business. 

As we go down the line from 1938 onward, we come finally to 1955. 
The net sales to domestic railroads continued to grow until the high 
point was reached in 1951 of $396,977,958. Then the sales began to 
decrease and in the first 9 months of 1955 the amount was $139,430,058. 
These figures were furnished by General Motors. 

Mr. Donner, do you challenge the accuracy of these figures? 

Mr. Donner. No; I donot think we ever have. 

I would like to comment on them but I do not challenge them. 
Senator O’Manoney. Yes; of course. 
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Mr. Donner. I think you will notice in most of those years the 
amounts were, percentagewise, quite small and the business was done 
largely as a convenience to the railroads when they have not got their 
long-term financing completed, and GMAC or a bank, if they want to 
go to a bank, would handle it on an interim basis until they complete 
the long-term financing. 

If they did not do that, they would not be able to get delivery of 
the engines for the railroads. 

Senator O’Manonry. That is in perfect harmony with what I—— 

Mr. Donner. Yes; but I do not quite understand the point of this 
when you look at the amounts. 

Senator O’Manoney. The point is in 1938, by reason of GMAC 
financing, it amounted to 67 percent. Sales jumped from $10,400,000 
to $16,493,000 and the GMAC was the instrumentality or the device 
that financed that vast increase. 

Mr. Donner. You mean the increase was due to the financing? 

Senator O’Manoney. I think so. That is what I want to find out. 

Mr. Donner. I could scarcely follow that reasoning. The business 
was growing very rapidly then from the standpoint of the demand 
for the railroads. 

Senator O’Mauoney. Yes; but the point was that you got in and 
you drove the competition out. 

Mr. Donner. Oh, no; we did not. 

Senator O’Manoney. Well, now, let me tell you some of the com- 
plaints that we have been getting recently. For example, in the fall 
of 1956 we received complaints from two wholly separate and inde- 
pendent sources concerning what they called pressure tactics of Euelid 
in connection with the financing of sales of road machiner y, whereby 
Euclid, through the financing operations, was able to make it impossi- 
ble for the competitor to keep the business. 

Whenever the competitor made a financing transaction with a desir- 
able purchaser, Euclid was bound by reason of its affiliation with a 
financing subsidiary to outbid on the financing arrangement the com- 
peting bidder. 

For example, let me ask you this question. Let us talk about the 
sales of Euclid now. On how many of the sales being made by Euclid 
on road machinery do you require a downpayment, and on what pro- 
portion of the sales do you follow this plan of rental ? 

Mr. Donner. I really would not know the answer to that. 

Senator O’Manoney. Can you go through your books and papers? 

Mr. Donner. I say I do not happen to have any of the data here on 
that. 

Senator O’Manoney. Naturally I would not expect you to have it all 
here, but inasmuch as this matter was brought up in the hearings 
here—— 

Mr. Donner. We will get the answer, Senator. I am not familiar 
with those particular transactions. 

Senator § *Manoney. In other words, I would like to find out what 
the pattern of financing these sales for Euclid is. 

One of these charts which was presented in the hearing in 1955, 
section 11, page 4352, is entitled “Euclid Division, Domestic Sales 
and Amount Financed Through Yellow Manufacturing Acceptance 
Corp., Period October 1, 1953, Through September 30, 1955. Dollar 
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Value of Euclid Division’s Sales, $108,762,651. Value of Sales 
Financed Through YMAC $27,469,963. Percent of Sales Value 
Financed Through YMAC 25.26 Percent.” 

That was the situation through September 30, 1955. Would you be 
good enough to complete that table through 1957 as far as you can go? 

Mr. Donner. Yes; we will give you the information. I would like 
to be clear. Is your concern that we do it or is your concern that we 
do it on a basis that competition cannot meet ? 

Senator O’Manoney. I beg your pardon? 

Mr. Donner. Is your concern that we do this financing or is your 
concern that we are doing it on a basis that competition cannot meet 
and that it is unfair to competition ? 

Senator O’Manoney. On both of these points, Mr. Donner. 

Mr. Donner. I just wanted to be clear. 

Could you go back to the locomotives? I think we left that rather 
quickly. 

LOCOMOTIVE FINANCING 


Senator O’Manoney. Yes. 

Mr. Donner. And I would like to make a comment. 

1938 is a long time ago, and I think we forget a little what the state 
of the art was then, that is the art of locomotive building. 

One of the principal competitors of the business is American Loco- 
motive, and as late as April 25, 1938, the president of that company, 
in a speech in Chicago, said : 


For a century, as you know, steam has been the principal railroad motor power. 
It still is, and in my view will continue to be. 


Then reading on: 


The possibilities of the diesel electric locomotive are already fixed and known, 
They are as given above. Notso with the steam locomotive. 

Now what I wonder is whether our competition was not aggressive 
because of our financing or whether they were not aggressive because 
they did not see the potentialities of the development. 

I just cite that because it was contemporaneous with the time. 

Now another quotation—and we will file this document—from an 
executive of the Baldwin Locomotive Co. 

Senator O’Manoney. May I ask you what you are quoting from? 

Mr. Donner. We are quoting from a statement before this committee 
in 1955 by Mr. Osborn, that I believe was filed with the committee, is 
that correct ? 

Mr. Power. It is in the record. 

Senator O’Manonery. I remember. 

Mr. Donner. These are quotations from statements. This goes back 
to 1935, of the vice president of the Baldwin Locomotive: 

Tonight I propose, as far as our human frailty will permit, to speak without 
prejudice. I think I am in a position to do so, and when I say this, I say it not 


only on behalf of the Baldwin Locomotive Works but on behalf of the three 
recognized locomotive builders in this country. 


Parenthetically I suppose that excluded Electromotive. Going on: 


Hach of us had the engineering brains and the manufacturing ability to build 
any kind of a thing that moves on wheels. 

We want to give that client sound and intelligent advice free from the fads and 
fancies of any given moment, advice that 10 or 15 years from now he will have 
been glad to have received and acted on. 
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Senator O’Manoney. Mr. Donner, may I say that if I were trying a 
lawsuit I would say that this is incompetent, immaterial, and irrele- 
vant. 

Mr. Donner. I donot think it is, Senator. 

It has a great deal to do with our growth. 

Senator O’Maunoney. Proceed. Let me ask you this question— 

Mr. Donner. May I continue, Senator ? 

Senator O’Manoney. Certainly. 

Senator Keravuver. You continue. 

Mr. Donner (reading) : 


Today we are having quite a ballyhoo about streamlined lightweight trains and 
diesel locomotives and it is no wonder if the public feels that the steam locomotive 
is about to lay down and play dead. 


Yet over the years certain simple fundamental principles continue to operate. 
Some time in the future when all this is reviewed, we will not find our railroads 
any more dieselized than they are electrified. 

The only reason I read this is that I understood that the point being 
made was that our growth from 10 million to 16 million in 1938 to 
1939 was due to the fact that we had an unfair financial advantage 
over our competitors. I think it is quite relevant to go back to what 
was going on then. 

Senator O’Manonry. Mr. Donner, I read again to you the statement 
made in our report on the 1955 study of this committee. 

Mr. Donner. What page is that? 

Senator O’Manoney. Page 40. 

Mr. Donner. That is the staff report? 

Senator O’Manoney. This is the report of the Committee of the 
Judiciary of the United States Senate, containing the staff report of 
the Subcommittee on Antitrust and Monopoly. 

Now, then, on page 40, the very first sentence which lies at the basis 
of the whole interrogation : 

General Motors great financial resources also aided it in penetrating a 
market closed to others. 

We said it aided you. Do you deny that GMAC, YMAC, and Elmo 
do not aid you in selling your products ? 

Mr. Donner. I think that 1s a little different from saying that the 
increase from 16 million—to 16 million from 10 million was because 
of that. 

Certainly all things add 

Senator O’Mananey. No, I read those figures, sir, to show you that 
the amount of financing done by GMAC jumped from 11.9 percent 
in 1936 to 67.1 percent in the following year. I was pointing out that 
without any doubt in my mind, you can deny it if you wish, that the 
financing by GMAC helped General Motors Corp. sell to domestic 
railroads these electromotive engines? 

Mr. Donner. Yes, and it helped the railroads getting the loco- 
motives when they wanted them. 

Senator O’Manoney. Of course it did—that is not the question. 
_Mr. Donner. I do not quite understand the question, but I would 
like to say this 

Senator O’Manoney. It is simply this, Mr. Donner: 

Is not the financing operation carried on by General Motors an 
aid to the company and all of its divisions in financing the sale of 
its products ? 
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Mr. Donner. Yes, but you have to measure that aid. 

It depends on what you mean by aid. Others have the same facili- 
ties, the same type of facilities. 

This has become such a 

Senator O’Manoney. On that I do not agree with you, Mr. Donner, 

Mr. Donner. Senator— 

Senator O’Manoney. Your competitors are not big enough, are not 
powerful enough to have this aid. They cannot meet the financing 
arrangements that you make. When you adopt a leasing system, Mr. 
Donner, and when you sell your product without a downpayment, 
then you are taking advantage—or you have an advantage, I do not 
say it in an offensive sense at all, I mean your economic power is an 
essential advantage over the manufacturer who does not have a finane- 
ing company under his own control. 

fr. Donner. Well, let me make two comments: One is that this 
point of the 1938 nang by GMAC, that 1 year of high percentage 
is so great, that I would like to go back and see a little about what 
the facts are and furnish it to the committee. 

Secondly, I think the other question you raised bears upon the 
point of competition. 

Senator Keravuver. You furnish whatever you wish to the com- 
mittee in that connection. 

Senator Wiley had another point he wished to make. 

Senator Wirey. I think this is very important. 

We are indulging in an ex parte here in relation to a written state- 
ment about this business, and I, for one, feel that if you are going 
into this detail you have got to have the other witness and these 
people have got to be heard in relation to what the facts are. If they 
are all engaged in manufacturing diesel engines, that is one thing. 

If, on the other hand, the other chap feels that the old steam engine 
is the thing, and cannot handle a deal, and these people can handle 
it, there is nothing wrong about that. 

Is there anything crooked in the deal? Is there any advantage 
taken because one can get credit and the other cannot? I have sought 
credit a lot of times and could not get it when I was younger. I don’t 
know whether I can get it now to make deals. 

Senator O’Manoney. Senator Wiley, if you had your own bank 
around the corner, you might have been able to get the credit even 
when you were a young man. 

Senator Witey. I did have a little bank of my own once and I lost 
my shirt init. [Laughter.] 

Senator O’Manoney. But I wanted to comment on what Senator 
Wiley said. You asked is there anything crooked about that. 

Senator Wirey. About my losing my shirt, you mean? Is that 
what you wanted me to comment on ¢ 

Senator O’Manoney. Whether there is anything crooked about 
selling diesel engines to railroads. I never made any such sugges- 
tion. I never made any suggestion like that during the hearings. 
There is nothing like that in the report. On the contrary, I have 


never hesitated to compliment General Motors on its efficiency and its 
ability. 
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Here on page 35 of this same document where we began the report 
on diesel locomotives, this is what we said : 


The electromotive division of General Motors Corp. presents a unique oppor- 


tunity for the study of product innovation and entry into an established indus- 
try, locomotives. 


General Motors entered an industry which had utilized steam as its primary 
motive power for over 100 years. Within 9 years after General Motors sold 
its first diesel locomotive, orders for locomotives powered by diesel engines ex- 


ceeded steam locomotive orders and within 17 years production of steam en- 
gines ceased entirely. 


The diesel locomotive revolutionized the railroad industry. The General 
Motors can point to its entry into the field as an example of the operation of a 
progressive company at its best. Entry into a new field, with a new product 


of satisfying an economic need and offering progressive reduction in the pricing 
of its product. 


Mr. Curtice, you do not want to withdraw that statement, do you? 

Mr. Curtice. No, sir. 

Senator O’Manoney. That, I think, ought to demonstrate to all 
the members of the committee that we are not attacking General 
Motors here. We are trying to assess the effect of a situation by which 
economic power, which goes into the field of financing, makes it pos- 
sible for the big to eat the little. 

Senator Wirey. I think it is conceded, Senator, that anyone who 
has got money, can do business. 

Is there any question that the railroads wanted the diesel engines 
and is it a question 

Senator O’Manoney. Of course not, there is no question about that 
at all. 

Senator Witey. Just a moment. Let me ask you the question for 
a change. 

Was it your statement that the railroads wanted the diesel engines 
and, second, that there was competition and they sold it at a lower 
price than the other fellow ? 

Senator O’Manonry. There is not any doubt about it. 

Senator Witry. I am glad you admit that in the open market that 
is what we are doing business on. 

Senator O’Maunoney. I must tell you about something that hap- 
pened at Rock Springs. 

(Off the record. ) 

Senator O’Manoney. I just want to know if it is understood that the 
witnesses will undertake to present the figures, the statistics, which I 
requested. 

Mr. Donner. That was on Euclid financing? 

Senator O’Manoney. Yes. 

Mr. Power. And then on the locomotives as well. 

Senator O’Manoney. And the financing method, the downpayment, 
the terms of the lease, fhe application of the lease money on the con- 


tract payment for the sale and the terms of the sale if the lessee wants 
to buy the equipment. 

Mr. Power. Yes; that is correct. 

Senator O’Manonery. Thank you very much. 

Senator Keravuver. You will furnish that and it will be made 
General Motors exhibit 12. 

(The material referred to may be found in the appendix on p. 3941.) 
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Senator Dimxsen. Mr. Chairman, I wanted to ask Senator 
O’Mahoney whether his questions on something that appeared in the 
record, and which seems a little bit of a departure, envisioned a pos- 
sible further investigation in that financing field or not. Is that what 
the Senator from Wyoming had in mind? 

Senator O’Manoney. This came up as a result of questions which 
were asked earlier with respect to the numerous activities in which 
the company is engaged. No; I have no purpose in promoting an 
extended study of financing at this time. 

Senator Dirksen. Then I want to allow myself 15 seconds for this 
comment. In this very room last week, Mr. Chairman, were assembled 
for a number of days nearly all the railroad executives of the country, 
Their purpose in coming here was to testify before the Smathers su 
committee of the Senate Committee on Interstate and Foreign Com- 
merce with respect to the plight of the railroads in procuring modern- 
izing equipment. 

Senator O’Manoney. Senator, I am well aware of that. 

Senator Dirksen. And the very burden of the testimony and of 
their inquiry was “How do we get a line of credit or get some money 
without the danger of having Government take us over?” And so the 
only comment I have to make is if GMAC did a good piece of work in 
making arent available to railroads without the danger of sag 
the long hand of Government move in and take them over, then 
think that they have done a very creditable job. I certainly do not 
defend its sins, but I know there are problems right now in that very 
field and all of them came here and said this. 

Senator O’Manoney. Why, of course, I am perfectly well aware of 
that, Senator Dirksen, and I am in complete sympathy with the posi- 
tion which they presented. 

What I want to make clear here is that if concentration continues 
and a few corporations are permitted to gather more and more and 
more of the industrial production in their control, then the inevitable 
result will be the Government taking it all over, and that is what 
I do not want. I want to find somewhere along the line where free 
enterprise can enter the field and keep the Government out. But I 
say to you without any hesitation at all that if we permit a situation 
to continue by which fewer and fewer and fewer companies dominate 
the production of any particular commodity, then the danger flags 
are flying for economic freedom. That is my point. 

Senator Witey. I think we ought to have all the facts in relation 
to these particular transactions that were stated here so we can get 
the picture. In other words, they probably saved the Government 
taking over in this instance, and in ee that very thing they bene- 
fited the public generally, and that is right down your alley. 

Senator O’Manonery. That is a conclusion without evidence. 

Senator Keravver. Mr. Donner or Mr. Power, you will get together 
all these figures ? 

Mr. Power. Yes; that is correct. Mr. Donner mentioned he would 
like to have this statement of Mr. Osborn’s put in the record. 

Senator Kerauver. How long is it, Mr. Power, just the number of 
pages ? 

Mr. Power. 31 pages. It isa complete story of this diesel operation. 

Senator Keravuver. Very well, let it be printed. 








on 


nt 
e- 


er 


ADMINISTERED PRICES 2625 


Senator O’Manonry. You want the complete story? That would 
take all the evidence. 

Senator Keravuver. That will be General Motors exhibit No. 13. 

(The document referred to may be found in the appendix on p. 
3606.) 

Senator O’Manoney. Mr. Chairman, we cannot have just the state- 
ment of Mr. Osborn when there was the statement of Mr. Hamilton and 
others. I am willing to let Mr. Osborn’s statement go in but I would 
like to call attention to the facts which I have presented and on which 
the staff relied in reaching its conclusions. 

Senator Keravuver. Dr. Blair informs me—and I address this to 
you, Mr. Donner—when you were commenting on his calculations, I 
asked you to take into consideration that the effect of using the most 
recent published figure which was not available to him at the time 
he got up his calculations of steel prices of $0.0677 per pound as 
compared with $0.06555 shows an increase in the cost of steel per car 
by $8.50 per car. 

This alters the change indicated in his analysis for total material 
cost between 1957 and 1958 from minus $3 to $8, to plus $8.50, or a 
difference of $5.50 per car. This compares with your figure of $35, so 
I will hand you this memorandum. 

Mr. Donner. We have made a note of it and we will take it from the 
record, take it into account. 

Mr. Power. We will take that note. I will get it afterward. 

Senator Kerauver. The testimony of the other executives of the 
other companies will be heard next week. As soon thereafter as pos- 
sible, we will give all the testimony consideration, try to analyze the 
testimony and prepare our report. We will appreciate you sending us 
as soon as possible the additional information that has been requested. 

Is there some question, Mr. Power? 

Mr. Power. I would like to point out that, in connection with the 
prepared statement filed by Mr. Reuther, we had no opportunity to 
examine it in detail. We would like to have an opportunity to check 
that and we will try to be as brief as possible, but there may be sections 
of it on which we would like to comment; and that would simply be a 

| filing that we would make in connection with that printed statement 
and ge a his testimony. 

Senator Kerauver. We will give you an opportunity of filing any- 
thing you wish, or if you wish to come beaks and appear before our 
committee, you may do that, also. 

Mr. Power. Thank you. 

Senator Kerauver. We want to take this opportunity of thanking 
you, Mr. Power, Mr. Donner, and Mr. Curtice for your courtesy. 
am sorry we have kept you so long. I hope it has not inconvenienced 
you too much. 

Thank you very much. The committee will stand in recess until 
10 o’clock Tuesday morning at which time officials of the Ford Motor 
Co. will be heard. 

(Whereupon, at 4: 05 p. m., the committee was recessed to reconvene 
at 10 a. m. Tuesday, February 4, 1958.) 
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TUESDAY, FEBRUARY 4, 1958 


Untrep States SENATE, 
SuscoMMITTEE on ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Langer, 
Dirksen, Wiley and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Dr. John M. Blair, chief economist; Peter N. 
Chumbris, minority counsel; Carlile Bolton-Smith, counsel to Sena- 
tor Wiley; Horace L. Flurry, assistant counsel; Dr. E. Wayles 
Browne, Jr., economist; Peter Posmantur, attorney; and Thomas B. 
Collins, staff member, Committee on the Judiciary. 

Senator Krravver. The meeting will come to order. 

This is the third part of the hearing in reference to concentration 
and competition problems in the automobile industry, with which this 
committee is concerned. Previously, the committee has heard the 
testimony of Walter Reuther, the president of the United Automobile 
Workers, and Mr. Weinberg, the chief economist. Last week the 
committee heard the testimony of Mr. Harlow Curtice, the president, 
and officials of General Motors Corp., the largest of the automobile 
producers. 

Today we will the testimony of officials of the Ford Motor Co., 
the second largest automobile producer in the United States, and of 
course one of the oldest and one of best known. Before proceed- 
ing with the introduction of the very able witnesses who will give us 
testimony today, I think it might be well to point out the great im- 
portance of the subject matter of these hearings from the viewpoint 
of our economy. 

I have here Automobile Facts and Figures of the Automobile 
Manufacturers Association, 37th Edition, put out in late 1957, which 
shows the effect of the sale of automobiles upon some other segments 
of our economy. For. instance, the automobile industry uses 17%, 
percent steel in all forms; Copper, it uses 7149 percent; lead, 42%, 
percent; zinc, 28%, percent; nickel, 1369 percent; rubber, 64% per- 
cent; upholstery leather, 7154) percent. This shows that many of 
these industries and their suppliers and workers are depending upon 
the motor industry for contracts and work. 

I will also put in the record a statement showing that new car 
stocks on band as of the 1st of January of this year, are higher than 
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for any other year since 1950, with the exception of the beginning of 
1956, which was a spillover from the very high production in 1955, 
The figures are: Beginning in 1950, 440,000; 1951, 404,000 in round 
numbers; in 1952, 225,000; in 1953, 374,000; 1954, 464,000; 1955, 
360,000 ; 1956, 808,000 ; 1957, 512,000; 1958, 637,000. The source of this 
is Automobile News. 

It should be pointed out as a matter of concern that the Wall 
Street Journal of yesterday—and this news item will be made a 
part of the record—showed production of passenger cars in the 
United States last month fell to 489,000 units, that is, referring to 
January, 8.5 percent under the 534,000 cars built in December, 23.7 
— under the 641,000 cars assembled by the industry in January 

(The article referred to may be found in the appendix on p. 3617.) 

Senator Keravuver. Another item to show the importance of this 
hearing is the Monday Evening Star, which quotes Steel magazine 
that current steel production is at 55 percent of capacity, and it 
predicted a further decline. It says further: “Automotive steel pur- 
chasers in Detroit are buying practically nothing.” Some scheduled 
F pUnry deliveries are being shoved back to March, Steel magazine 
said. 

We will place this article in the record. 

(The article referred to may be found in the appendix on p. 3620.) 

Senator Keravuver. So it is clear the success and the sales of the 
automobile industry are of great importance to our economy, to the 
people, and to the Congress. 

On November 26, and again on December 2, the staff of the com- 
mittee wrote to the Ford Motor Co., asking for certain facts, informa- 
tion and data. The letters, together with the full reply of the Ford 
Motor Co. to the questions asked, will be made a part of the record. 

(The documents referred to may be found in the appendix on p. 
3620.) 

Senator Keravver. It was the chairman’s privilege to have a con- 
ference or two with the very distinguished general counsel for the 
Ford Motor Co., Mr. W. T. Gossett, who is here with us today. Mr. 
Gossett, you have a letter introducing Mr. Yntema. I would be 
glad if you would read this letter and make any introduction that 

ou wish. 

; Mr. Gosserr. Thank you, Senator Kefauver. 

I have here a letter addressed to you under date of January 8, 
by Mr. Henry Ford II: 

Dear Senator Keravver: As I wrote you on January 7, had our company 
appeared before your subcommittee on December 17, 1957, as originally scheduled, 
I could have appeared personally. In that case, however, the major burden of 
our company’s presentation nevertheless would have been carried by T. 0. 
Yntema, our vice president, finance. 

It would have given me great pleasure personally to have introduced Mr. 
Yntema to you and the other members of your subcommittee. 

Since the rescheduled hearing date comes at a time when I am out of the 
country on a trip planned several months ago, I am employing this letter as a 
means of introducing Mr. Yntema to you. I have requested Mr. Gossett, our 
general counsel, with your permission, to read it. 

As vice president, finance, Mr. Yntema is the best qualified man in our com- 


pany to represent it at the hearings. In addition, he is especially well qualified 
to testify as an expert on the matters presently before your subcommittee. 
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Mr. Yntema holds a master’s degree in business administration, a doctor’s 
degree in economics, and a certified public accountant certificate. 

He is a member or a fellow of a number of societies in economics and 
statistics. 

Prior to joining Ford Motor Co. in 1949, he was, for more than 25 years, a 
member of the faculty of the University of Chicago. During most of that period 
he was, successively, professor of accounting, professor of statistics, and pro- 
fessor of business and economic policy. 

In addition, he appeared as an expert witness in various hearings and legal 
proceedings involving wage rates, public utility rates, industry economics, val- 
uation of securities in reorganization, and antitrust problems. 

Mr. Yntema also held various positions in the Federal Government requiring 
special competence in statistics and economics, and acted as a consultant to 
businesses in economic and statistical matters. 

Mr. Yntema was the first director of research for the Committee for Eco- 
nomic Development, a position he held for 7 years. In that capacity, he had 
unusual opportunities to study many of the problems now before your sub- 
committee. With the aid of his staff, he planned and initiated research focused 
on the achievement and maintenance of high employment in a healthy, dynamic 
economy. This research led to the publication of a considerable number of 
books and articles on postwar economic problems. In addition, he and his staff 
sponsored and initiated the study of money flows which is now carried on by 
the Board of Governors of the Federal Reserve System and which provides 
important basic information in regard to the economy. 

I am sure that you and the members of your subcommittee will find that 
Mr. Yntema, on the basis of a lifetime of study and research in economics and 
statistics, is particularly well qualified to speak with authority on many 
aspects of the subject presently under consideration by you. 

Sincerely yours, 
Henry Forp II. 

Senator Kerauver. Thank you very much, Mr. Gossett. We are 
glad to have this letter from Mr. Ford introducing Dr, Yntema. 

The ranking minority member, though we do not go by minorities 
and majorities in this committee—is Senator Langer, who is on my 
left. Mr. Gossett, I introduce him to you. He is also the distin- 
en former chairman of the Judiciary, as is the distinguished 

enator from Wisconsin, Senator Wiley. Senator Dirksen and Sena- 
tor O’Mahoney and Senator Carroll will be here very shortly, we 
hope. 

Dr. Yntema, you have furnished the members of the committee with 
a very scholarly presentation and I want to congratulate you upon 
the paper that you have prepared. I have read all of it. 

I believe you also, in addition to the other accomplishments set 
forth in this letter, presented on behalf of United States Steel the 
position of the steel industry to the TNEC back at the time when Sen- 
ator O’Mahoney was holding that investigation; is that correct? 

Mr. Yntrema. That is correct, Senator. 

Senator Keravuver. How long, sir, have you been with the Ford 
Motor Co. ? 

Mr. Ynrema. Since 1949. 

Senator Keravver. Are there any of your colleagues that you would 


~ introduce who will be helping you in the presentation here 
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STATEMENT OF THEODORE 0. YNTEMA, VICE PRESIDENT, FORD 
MOTOR CO., FINANCE; ACCOMPANIED BY WILLIAM T. GOSSETT, 
VICE PRESIDENT AND GENERAL COUNSEL; FRED SECREST, MAN. 
AGER, PRODUCT FINANCIAL PLANNING DEPARTMENT; W. W. 
BOOTH, MANAGER, BUDGET ANALYSIS DEPARTMENT; JOHN §. 
BUGAS, VICE PRESIDENT, INDUSTRIAL RELATIONS, CAR AND 
TRUCK DIVISIONS; ROBERT S. McNAMARA, VICE PRESIDENT 
AND GROUP EXECUTIVE, CAR AND TRUCK DIVISIONS; R. L. 
JOHNSON, MANAGER, SPECIAL FINANCIAL PROJECTS DEPART- 
MENT; AND J. E. LUNDY, TREASURER 


Mr. Ynrema. Thank you, Mr. Chairman. I have a rule about titles 
if I may suggest. If anybody calls me “doctor” he pays for it, so plain 
“mister” would be very satisfactory if that is agreeable. 

Senator Keravver. I might call your attention to the fact, sir, that 
since the emphasis has been put on science and education followin 
the orbiting of sputnik, “doctor” has become a very enviable an 
respectable title. 

nator Wier. I think vice president of Ford is bigger; isn’t it? 

Mr. Yntema. No. 

Senator Keravver. You do not need to feel embarrassed about being 
called “doctor.” We hold doctors in very high esteem. 

Mr. Yntema. Thank you, Mr. Chairman. 

Senator Keravuver. That is true in Congress these days, I am glad 
to say that is a change from the attitude that may have been around 
in years past. 

Mr. Ynrema. Mr. Chairman, if I may introduce the gentleman at 
my left, Mr. Fred Secrest, manager of the product financial planning 
department in our office. 

enator Krerauver. We are glad to have you with us, Mr. Secrest. 

Mr. Yntrema. At my right, Mr. Wallace Booth, the manager of the 
budget analysis department in our office. 

Senator Kerauver. Dr. Yntema, before we start, do any of my col- 
leagues on the committee wish to make any observations? 

enator Lancer. Mr. Chairman, I might just say that I am a little 
bit prejudiced in favor of the Ford Motor Co. Asa young fellow just 
out of college and running for county attorney, I got hold of one of 
those secondhand model T Fords for $200, those with the flapping 
curtains, you know, if you remember. 

Senator Keravuver. Yes; I remember them. 

Senator Laneer. I drove all over the country. I was much smarter 
than my opponents who had big cars which broke down all the time, 
but my car never broke down. It just rattled as it went along. There 
was a song at that time entitled “The Little Old Ford Just Rattled 
On.” I went all over the country at that time, and that little Ford 
resulted in my being elected county attorney. 

Senator Kerauver. What year was that, Senator Langer? 

Senator Lancer. 1914, and I have always felt very friendly to the 
Ford Motor Co. ever since. I felt I owed them a lot because I got 
hold of that secondhand Ford for $200. 

Mr. Ynrema. Thank you, Senator Langer. 

Senator Kreravuver. Senator Langer recommends at least the Fords 
of years ago as a good automobile. 
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Senator Lancer. Yes. 

Senator Keravuver. Senator Wiley, do you wish to make any ob- 
servations ? 

Senator Witey. You mean on the ability of the Ford to navigate? 

Senator Kerauver. No, just on anything that might be on your 
mind. 

Senator Wizey. I think we had better get under way with this, that 
isall I have tosay. I want to hear the testimony. 

Senator Keravver. I have just noticed that visitors from a number 
of friendly foreign countries who make up the productivity team from 
OEEC, with whom the subcommittee met yesterday afternoon, are 
present in the audience today. 

These men are heads of antitrust work in their various countries, 
or penne teaching antitrust problems in their various countries, 
and they are in the United States to study our antitrust laws and our 
economic system and how it operates. The subcommittee with Senator 
O’Mahoney as acting chairman met with them yesterday afternoon 
until late into the night, answering their questions. We have been 
very much impressed with their interest in our antitrust laws. Would 
you gentlemen stand up so we can see all of you who are here; others 
will be here later. Weare glad to have you with us. 

Dr. Yntema, you have prepared a lengthy statement. It is not 
numbered but I can see there are quite a number of pages. The ntire 
statement will be printed with all the charts in the record. We will 
leave it to you how you wish to present it. If there is any part of it 
that. you do not read, it will be printed as if read. We sometimes 
find it more interesting if you just discuss it with us orally and refer 
to where you are in the presentation. But you use your own judg- 
ment, and we will abide by your wishes in the matter. 

Mr. Ynrema. Mr. Chairman, if I may, I should like to go through 
the document. We have spent a great deal of time on this and we 
have tried to organize what we have to say as well as we can do it. 

At some points I may skip some of the exhibits to save time, but 
in general, if it is agreeable, I would like to go through the whole 
document following the main thread of the discussion without great 
digression. 

Senator Keravuver. All right; proceed in your own way, but any 
part that you do not read or discuss will be printed. 

Mr. Ynrema. Thank you, sir. 

To facilitate the presentation we prepared a number of slides and 
these will be projected on the screen at your right. 

These slides correspond to the exhibits that appear in the statement, 
copies of which will be furnished to you. 

fy name is Theodore O. Yntema. I represent Ford Motor Co., 
of which I am vice president, finance. 

Over the past 35 years, it has been my privilege to study, often 
with the aid of the best talent in this country, many facets of the 
wage and price problems now before this subcommittee. I hope that 
the facts I present and my comments on them may be helpful to 
you. 

In your opening remarks on July 9 of last year, Mr. Chairman, you 
said that inflation is the No. 1 domestic problem of this Nation. Even 
though in recent months we have been moving downward into a reces- 
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sion, I am certain that before long your statement will prove to be 
painfully true. 

In our national welfare, the achievement of prosperity without in- 
flation is second only to military security and peace. We can lose out 
to communism on the economic front as well as on the military front. 
We can lose out if we fail to understand this inflation problem or if 
we fail to deal with it correctly. 

Before getting into the behavior of automobile prices, wages, costs 
and profits in detail, I thought it would be helpful to examine the eco- 
nomics of inflation, anediite as it developed in 1955-57. This will 

lace the facts of the automobile industry in perspective and throw 

ight on them. 

In the last 25 years, physics and chemistry have made epic progress, 
Economics has made progress not quite so spectacular but just as great, 
All through the thirties, we continued to suffer a terrible deflation 
and depression with chronic unemployment on a huge scale. Many 
remedies were tried, but they did not get us out of the depression. 

Now, however, competent economists know the monetary and fiscal 
measures that will stop and reverse a deflation. 

Knowing what we know now, we could have, I think, gotten out of 
that depression in the thirties in short order. 

In a technical or mechanical sense, the problem of deflation has 
pretty well been solved. 

The solution, however, involves inflationary injections which many 
of us may hesitate to recommend in full strength until there is better 
public understanding of the matter and less likelihood that the cure 
will be abused. 

Nevertheless, the cure for depressions has passed largely out of the 
field of economic research and into the field of education and political 
action. 

The same can be said of a demand-pull inflation, in which demand 
tends to outrun supply. We now have the technical know-how to deal 
with such an inflation. Monetary and fiscal measures can stop and 
reverse a demand inflation. In a national emergency, price and wage 
controls may also be needed temporarily. The necessary measures, 
however, may not be generally understood and they may be so un- 
popular that no action, or inadequate action, may be taken. 

gain, there is need for education and for translation of knowledge 
into appropriate political action. 

The critical unsolved problem in our effort to achieve progress and 
prosperity is cost-push inflation. Cost-push inflation is generated by 
organized pressures upward on wage rates and/or the prices of other 
factors of production, even though labor and materials are not in short 


supply. 

Tt 2 of course, true that cost-push inflation will reduce production 
and employment and lead forthwith to depression, unless there is an 
increase in demand made possible by an increase in the quantity or in 
the velocity of money to support the inflation. 

Nevertheless, it is important to recognize the difference between 
demand-pull inflation and cost-push inflation. In a demand-pull in- 


flation, the prime moving force is expansion of demand for goods and 
services. 
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In a cost-push inflation, the prime moving force is organized pres- 
sure to raise wages and/or prices of the factors of production, even 
though labor and materials are in adequate supply. 

In actual experience, we do not get pure cases of demand-pull in- 
flation or cost-push inflation but, as we shall see later, some inflations 
are predominantly of the one type, some are of the other type. 

Senator Kxrauver. Do you mind being interrupted as you go 
along ? 

Mr. Yntema. No, sir. 

Senator Kerauver. Mr. Yntema, you talk of two types of inflation— 
the cost-push, in which you say labor and materials push the price up, 
and the iamkest which, I take it, is usually the classic inflation 
brought about by the bidding up of scarce goods. But you leave out 
one of the very important types of inflation, and that is where the 
price increase is greater than the cost increase, where prices have 

one up or the inflation is a price-push or profit-push inflation. 

ould not you put in a third category there? 

Mr. Yntema. Mr. Chairman, may we examine the facts with re- 
spect to this? 

I will include that in the areas where profits have increased under 
the cost-push inflation. 

Senator Keravver. In other words, we have the unusual situation 
right now, for instance, of United States Steel making the highest 
profit in its history with its production rate at 55 percent of capacity 
and with its prices set very, very high by decision of management. 
I wonder if you would not put in a third category of profit or price- 
push inflation. 

Mr. Ynrema. Mr. Chairman, I am not familiar with the details of 
the steel business, but I would doubt if their current profit rate at 55 

reent of capacity is as high as it was when they were operating at a 

igher rate last year. 

enator Keravuver. I was talking about the year 1957. For the 
year as a whole, it was a little under 80 percent; that is right? 

Mr. Yntema. Yes; not at 55 percent at that time. 

If there is expansion of profits, I would put that in the general cate- 
gory of cost-push inflation. 

I have no objection to it. 

Senator Kerauver. Profits are not costs. 

Mr. Ynrema. Yes; profits are costs, Mr. Chairman, which is one of 
the points I want to make as I develop this argument. 

Profits are not something up for grabs. They are a cost of supply 
of the capital by entrepreneurs. 

May I continue, sir? 

Senator Kerauver. Yes; go ahead. 

Mr. Ynrema. In this connection, it is worth noting that cost-push 
forces will accelerate and aggravate a demand-pull inflation. If labor 
and business are swift to raise wages or prices on the least pretext, and 
if wages and material costs are subject to automatic escalators, a bulge 
in demand and rise in prices in part of the economy will spread rapidly 
through the rest of the economy, producing a much more rapid up- 
ward spiral of prices and costs than otherwise would occur. 

_Another point is implicit in what I have said. Cost-push infla- 

tion, when labor and materials are in adequate supply, cannot occur 
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unless unions have the power to raise wages and/or businesses have 
the power to raise prices of materials and services. 

ost-push inflation is a problem of union and/or business structure 
and of the functioning of such structures. 

It is a much more complex and difficult problem than the use of 
monetary and fiscal controls for dealing with inflation or deflation. 

In 1948, the rise in prices caused by the wartime expansion of money 
and credit had pretty well spent itself. The period since 1948 is, 
therefore, of special interest. 

In the last 10 years is it business or labor that has had the major 
role in inflation ? 

Let’s look at the facts. 

This is exhibit 1, Income Originating in Corporate Business, 1948 
to 1957. The years are plotted from left. to right, and the vertical 
scale is in billions of dollars. The top line shows the compensation 
of employees; the solid line near the bottom, profits after taxes; and 
the dashed line, taxes on profits. 

(Ford exhibit 1 follows :) 


Exursir 1 
INCOME ORIGINATING IN CORPORATE BUSINESS 
BILLIONS 1948 — 1957 
OF DOLLARS 


$200 


150 


100 


50 


PROFITS AFTER TAXES (A) 


0 
1948 49 50 51 $2 $3 54 55 56 578 58 
(A) EXCLUDES INVENTORY PROFITS AND LOSSES AND PROFITS ORIGINATING OUTSIDE THE US. 
(8) 1957 FIGURES ARE ESTIMATED. 
SOURCE: DEPARTMENT OF COMMERCE. 





Mr. Ynrema. Exhibit 1 shows the major shares of income originat- 
ing in corporate business: compensation of employees, taxes on profits, 
and profits after taxes. 

Over the past 10 years, total profits after taxes declined slightly 
from $17.3 billion in 1948 to $17 billion in 1957. 

That is our estimated figure. I think it is approximately right. 

Senator Keravver. Are you leaving that chart? 

Mr. Ynrema. I am coming back to it, sir. 
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Senator Keravuver. Let us put the chart back. 

Mr. Ynrema. Yes, sir. 

Senator Kreravuver. Now, sir, so we can understand it, that shows 
the compensation of employees rising from 89.9 to 158. 

Mr. Yntema. Billions of dollars; yes, sir. 

Senator Kreravuver. Billions of dollars. And you have profits after 
taxes, 17.3 to 17. That, of course, represents all corporate business. 

Mr. Ynrema. That is correct, and 1 will comment on that in just a 
moment. 

Senator Keravuver. And you, sir, are in the manufacturing business. 

Mr. Ynrema. That is correct. 

Senator Keravuver. This table shows small busines, you have the 
retail trade, you have wholesale trade, you have services, you have 
all these little businesses that have been losing money and are going 
out of business; is that right ? 

Mr. Ynrema. That is correct, sir. 

Senator Kerauver. When you take all manufacturing corporations 
from 1948, there is $11,542 million, going up to in excess of $16 billion 
in 1956, and $11 billion for only three-quarters of 1957, or a larger 
percentage than the wage increase. 

Mr. Ynrema. Is this the income originating in all manufacturing 
corporations ? 

Senator Keravuver. This is net profit after taxes. 

Then if you take the corporations with assets over $100 million, 
which includes Ford, you find that profits after taxes have doubled 
since 1948, that is, from $5.611 billion to $10.042 billion in 1956, is that 
not true ? 

Mr. Yntema. I donot think—may I present the information ? 

Senator Kreravver. This is from the Quarterly Financial Report 
for Manufacturing Companies, prepared by the Federal Trade Com- 
mission. 

Mr. Ynrema. I don’t think that tells the whole story, Mr. Chair- 
man. I have the data on slides if you would like to see them. 

Senator Keravuver. I am just asking you. I have the table here. 

Mr. Ynrema. No. There are some corrections that are necessary to 
exclude inventory profits and losses. I have the data on all manu- 
facturing corporations from the Department of Commerce if you 
would like to see them. 

Senator Krravuver. If you take the corporations with assets over 
$100 million, which includes Ford, you would go up double from what 
you started at in 1948. 

Mr. Ynrema. Mr. Chairman, I have a number of charts which I 
think will provide full answers to your questions. 

Senator Kerauver. I have read your charts. They do not deal with 
this. You donot havethis table. 

Mr. Yntrema. Mr. Chairman, my comments cover the same subject. 
If you would let me proceed 

Senator Krerauver. We will make this table a part of the record 
at this point, as committee exhibit 26. 
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(The table referred to follows :) 
Manufacturing corporations net income after tawes, 1948-57 ($d quarter) 


{In millions] 
Corporations with assets Corporations with assets 
All manu- over $100,000,000 under $100,000,000 
Year facturing 
corporations 
Amount Percent of Amount Percent of 
total total 

$11, 542 $5, 611 48.6 $5, 931 51.4 
9, 021 5, 077 56.3 3, 944 43.7 
12, 864 6, 697 62.1 6, 167 47.9 
11, 364 6,177 54.4 5, 187 45.6 
10, 714 6, 136 57.3 4, 578 42.7 
, 340 6, 883 60.7 4, 457 39.3 
11, 232 7,448 66.3 3, 784 33.7 
15, 099 9, 873 65.4 5, 226 34.6 
16, 153 10, 042 62.2 6, 111 37.8 
11, 908 7, 718 64.8 4, 195 35.2 





Source: Federal Trade Commission—Securities & Exchange Commission, Quarterly Financial Reports 
for Manufacturing Corporations. Fourth quarter of year shown (except 3d quarter for 1957). 


Mr. Ynrema. I would like to comment on the points you make. I 
would like to proceed with exhibit 2, and then return to this, if I 
may, please. 

nator Keravver. All right, sir. 

Mr. YntTema, This next chart shows for all corporations, profits 
after taxes in constant 1956 dollars, and return on sales and invested 
capital. We do not have the 1957 figures estimated in these charts 
because we do not have an adequate basis for estimation. These charts 
run only through 1956. 

(Ford exhibit 2 follows :) 


ExHrsitT 2 


ALL CORPORATIONS 
PROFITS AFTER TAXES IN CONSTANT (1956) DOLLARS 
AND RETURN.ON SALES AND INVESTED CAPITAL 


muLtong PROFITS AFTER Taxes!A) PERCENT RATES OF RETURN 
15 


30 





RETURN ON 
INVESTED caPpitac™ 
20 $19.5 
$179 
$167 

10 

RETURN ON saces'°! 

3.1 
28 
1948 49 50 5i 52 53 54 55 56 57 1948 49 50 5I 52 53 54 55 56 57 


(A) DEPT. OF COMMERCE DATA; EXCLUDES PROFITS ORIGINATING OUTSIDE THE U.S. 
AND INVENTORY PROFITS AND LOSSES. 


(B) BASED ON INTERNAL REVENUE DATA; 1955 AND 1956 ESTIMATED. 
(CG) BASED ON DEPT. OF COMMERCE DATA. 
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Mr. Ynrema. As exhibit 2 indicates, when these same profits are 
expressed—these are total profits—in 1956 dollars of constant pur- 
chasing power, they show a substantial decline, from $19.5 billion in 
1948 to $16.7 billion in 1956—about 15 percent. 

When profits are expressed as a percentage of sales, they show a 
much larger relative decline, from 4.4 percent to 2.8 percent—more 
than 35 percent. : 

When they are expressed as a percentage on invested capital, they 
again show a big decline, from 11.9 percent to 8.6 percent—more 
than 25 percent. In the past decade, some industries fared better than 
others, as you pointed out, Mr. Chairman. ; 

Senator Keravuver. Mr. Yntema, why should you not show the Big 
Three, which includes Ford, on this chart, because that is who we 
are talking about right now. I have noticed no charts in which you 
deal with the subject matter here on this particular issue. You refer 
to all companies, but we are dealing here with the Big Three in the 
automobile industry, which is quite different from the material on 
the charts you have here. 

Mr. Ynrema. Mr. Chairman, I am coming to that. This first sec- 
tion deals with the general background against which I would like 
to put the facts of the automobile industry; and, if I may, I was 
just about to add in the text—— 

Senator Keravver. All right, go ahead. 

Mr. Yntema. Large corporations on the average showed more prog- 
ress than smaller ones. Nevertheless, this is the total picture on the 
profit situation. 

If you would like to see the income originating in all manufactur- 
ing corporations, the picture appears as shown on the screen. This 
is backup slide 2, which we will include in the record, Mr. Chairman, 
if it is your pleasure. 

Senator Keravver. Is this in the record somewhere? 

Mr. Yntema. No. This is a backup slide responsive to your ques- 
tion, sir. This shows the income originating in manufacturing corpo- 
rations for the years 1948 to 1956. The total compensation of em- 
ployees rose from $48.6 billion to $83.7 billion. The profits after taxes 
went from $9.6 billion to $10 billion, a very slight increase. 

_ Senator Keravver. We will mark this as “Ford Exhibit F-1.” This 
is not in your presentation. 

Mr. Yntema. Thank you, sir. 
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(Ford exhibit F-1 follows:) 


Exuisit F-1 


INCOME ORIGINATING IN MANUFACTURING CORPORATIONS 


BILLIONS 1948-1956 
OF DOLLARS 


COMPENSATION 
OF EMPLOYES 


° 
i948 49 


(A) EXCLUDES INVENTORY PROFITS AND LOSSES. 
SOURCE: DEPARTMENT OF COMMERCE. 


Mr. Ynrema. These again exclude inventory profits and losses, and 
the profits which are not derived from operations in the United States. 

Senator Kerauver. Dr. Yntema, could you designate on that chart 
the 100 largest corporations with assets over $100 million, from $48.6 
billion to $64.8 billion, just where that would go on the chart? 

Mr. Ynrema. No, I don’t have that. I do have some other informa- 
tion, though, close to home, if I may show these other slides, which I 
think pantie a partial answer to you. 

No. 4 backup slide, please. 

This shows the income originating in automotive and automotive 
equipment manufacturing. That is the total industry, automobile 
manufacturing and the automotive equipment manufacturing. 

The compensation of employees in this industry has gone from $2.687 
billion to $5.021 billion. The profits after taxes, $968 million in 1948 
ry do not have the fiinal figure in 1956, but it is slightly lower than 
that. 

Senator Keravuver. That will be Ford exhibit F-2. That is not in 
your presentation. 
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Exurait F-2 
INCOME ORIGINATING IN AUTOMOTIVE 
AND AUTOMOTIVE EQUIPMENT MANUFACTURING 
MILLIONS 
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(A) 1955-56 ESTIMATED BY FORD MOTOR CO. 
SOURCE: DEPARTMENT OF COMMERCE 


Mr. Yntema. No, sir. 

And for our company, a comparable picture. This is the income 
originating in Ford Motor Co. It shows the compensation of em- 
ployees going from $491 million to $1.192 billion in 1956; and it 
shows the profit after taxes rising. 

I would like to say a word about this. The automobile industry 
came out of the war in 1946 and found itself in a very inefficient op- 
erating condition. It took some 3 years toshake down. It took some 
3 years to shake down the operations. 

In our company, we had a long period in which we tried to im- 
prove our efficiency, and I would say it was not until 1949 or 1950 
that we were operating in a normal sort of efficient conditions. 

From that point on, there was some increase in our profits, but 
not out of line with the compensation of employees. This shows a 
different picture from the total, but the reason I show the total figures 
is because that is the story of profits and compensation of employees 


for the whole economy, and that is what counts in terms of the general, 
overall inflation problem. 
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Some profits go up, some go down, but that is the overall, aggregate 
picture in the first chart that I presented. 

Senator Keravuver. Now then, what is that checked line? 

Mr. Yntrema. Those are the taxes, sir, the taxes on profits. 

a Kerauver. What is that percentage from $96 to $237 
million 

Mr. Yntema. I do not have the computation, but that is not a fair 
comparison. I include 1948, but that is one of the mistakes that has 
been made in other testimony before this committee, is to take an 
irrelevant and an unfair base. That was the situation in 1948 where 
our efficiency was relatively low. We were just beginning to get 
into operation. Our cost controls and our profits are abnormally de- 
pressed in 1948. 

I would object to taking that as a base period in our case. 

Senator Keravuver. The new chart is Ford exhibit F-3. 

(Ford exhibit F-3 follows :) 


Exursit F-3 
{[NCOME ORIGINATING IN FORD MOTOR COMPANY 
1948 —1956 
MILLIONS 
OF DOLLARS 
$1,500 
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(A) INCLUDES WAGES, SALARIES, AND EMPLOYE BENEFITS 
(8) EXCLUDES EXCISE AND SOCIAL SECURITY TAXES 
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Mr. Yntema. Now let me say in 1948 in general for all corporations 
my next chart will show is a period of relatively high profits for all 
across the board. By a judicious choice of a base period you can 
prove almost anything with statistics. 

You have to look at all the figures over the whole period in order 
to get a fair understanding. 

if I may return to exhibit 1 of the document: 

Returning now to exhibit 1, we see that over the 10-year period 
compensation of employees rose $68 billion, or 75 percent. Taxes on 
profits increased about $9 billion. In 1957, compensation of em- 
ployees was about $158 billion, while profits were about $17 billion, 
approximately a tenth as large. Let me repeat this: since 1948, in 
the compensation for all goods and services produced by corporations, 
the total dollar share going to stockholders as profits went down $300 
million, the share going to government in taxes went up $9 billion, 
and the share going to employees increased $68 billion. 

Can there Se any possible question as to which is the dominant 
force in inflation—the profits that declined $300 million or the wages 
and salaries than went up $68 billion ? 

Senator Kerauver. Mr. Yntema, I think, while you are talking 
about Ford’s profits, that we should also put in the record from the 
Federal Trade Commission the Ford Motor Co. rate of return on stock- 
holders’ investments, after taxes, for the years 1929-37 and 1947-57, 
which will be committee exhibit 23. 

(The document referred to follows :) 


22805—58—pt. 6——-84 





é 
a 
Ry 
~ 
4 
aa 
ce 
MQ 
— 
Gq 
a 
5 
< 





UorssWWED BPO) |04904 “FIYNOS 
Syjuow G UO PEFOG MOWNSZ » 
QPCI- BEE! FIGOHOAD JOU 0190 “FLOM 


8S, 19, 96, SS, ¥S, £9, 25, IG, 09, 6b, BY, Lb, 9¥, St bb, ch 2b, Ip, OF, 62, BE, LE, OF, SE, HE, FE, ‘L' \2, Of, 6261 
tT [ol 


por Reeee| ee fp. 








‘sl 
oz 


7 case =: i 
oe ease o£ 


Leas US6I-Lv61 “2261-626! inaowad 


SIXVL YILAV ‘LNSWLSSANI ,SYSCTOHNIOLS NO NUNLIY 40 JLVy 
ANVdWOO YOLOW GYuO4 





ADMINISTERED PRICES 2643 


Senator Kerauver. It shows that from 1947 on, you had ups and 
downs, but that you were at about an 8 in 1947, and a point of about a 
little more than 15 at the end of this chart. In other words, the rate 
has doubled between those periods. 

Do you wish to make any comment about this? 

Mr. Ynrema. Mr. Chairman, not at this time. I am going to deal 
specifically with the profits in our industry and whether they are too 
high or too low in a later section. 

enator Kerauver. Very well. 

Mr. Yntrema. Thank you. 

If I may resume at the beginning of the paragraph, in economics 
there is a cultural lag. Teaching and textbooks lag behind current 
research which, in turn lags behind current events. 

Often, public opinion has a similar lag. So we still find in much 
economic teaching and folklore the image of the corporation as a 
powerful, monopolistic giant, and the labor union as a weak, strug- 
gling group trying to win for the workers fair treatment and a living 
—— This is, of course, a caricature of the real situation today. 

n mass-production industries, companies are now confronted with 
industrywide unions possessing economic powers so great that they 
can be opposed only at great cost to stockholders, employees, and the 
public, and then usually without success. 

Leading economists are becoming more and more concerned with 
cost-push inflation. They know the very large share of labor in total 
costs; they recognize the unlimited monopoly power of some unions, 
which is not only permitted but actually aided by special immunities 
under the law; Sed thie sense the militant traditions and the internal 
political pressures of unionism which lead to abuse of monopoly 

ower. 
, The economic power of unions is increasingly engaging the atten- 
tion of scholars. As soon as the public realizes what is happening, this 
matter will become a major public issue. 

In his prepared statement filed with this subcommittee, Mr. Reuther 
cited a publication of Prof. E. H. Chamberlin, of Harvard University, 
to support his contention that there is an absence of price competition 
in the automobile industry. 

Mr. Reuther did not tell you what Professor Chamberlin had to say 
about labor in the Economic Analysis of Labor Union Power re- 
cently published by the American Enterprise Association. 

I quote: 


There seems to be no reason to doubt that the upward pressures exerted by 
unions and transmitted to prices through the law of costs may well proceed (as 
they have recently) at a rate greater than the rate of increase in productivity 
for the economy as a whole, with a resulting general rise in prices. The exist- 
ence of such pressures is familiar enough, and the result requires no explanation 
beyond that of the natural use by unions of economic power which they clearly 
have. The interest of the individual union, and especially of its leaders, lies in 
pressing for those gains which are possible, and there seems to be no reason 
whatever to expect a more moderate policy. 

What then can be done? To deal with a wage-push inflation by monetary or 
fiscal policies is certainly not to deal with causes; it is rather an attempt to 
create a counter push by squeezing businessmen so that they will in turn squeeze 
labor. It risks economic contraction, to say nothing of major industrial strife. 
An obvious alternative is to diminish in some measure the degree of economic 
power in the hands of unions, so that the pressure may be reduced at its source. 


_ And this quotation can be matched with others of other economists 
if you would like to have them. 
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I understand, Mr, Chairman, that this subcommittee is particular] 
concerned with the inflation of the past 3 years and with the possi- 
bility that this inflation will be continued or resumed. 

This concern is well founded, because the inflation in 1955-57 was 
different from most of our recent experiences. 

Exhibit 3 shows, by quarters, from 1939 to 1957, corporate profits be- 
fore taxes and corporate profits after taxes as percentages of total 
national income. 

(Ford exhibit 3 follows:) 


EXHIBIT 3 
-” GORPORATE PROFITS AS A PERCENTAGE OF NATIONAL INCOME AND... * 
JOLESALE PRICE INDEX OF COMMODITIES OTHER THAN FARM AND FOOD. _ 
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Mix. Ynrema. An index of wholesale prices of commodities other 
than farm products and foods is included to identify the periods of 
rising prices. These periods appear as shaded areas on the chart. 
There would, I am sure, be general agreement that the inflations of 
1939-42, 1946-48, and 1950-51 were fundamentally demand inflations. 

In 1939-42, came the expansion of military spending, prompted by 
shortages of goods and large cash balances; and in 1950-51, the 
Korean war scare with attempts to buy before shortages developed and 
prices went up. 

In each of these cases, as demand increased, profits, as percentages 
of national income, rose sharply. 

That shows up in the profits belies taxes particularly. 

In some of sous cases the taxes increased during the inflation, so 
as to keep down the profits after taxes, but by generalization it is 
nonetheless true. 

This is to be expected, especially if the cost-push forces are not 
dominant. 

In 1955-57, however, profits (as a percentage of national income) 
having recovered from the recession of 1954, rose very slightly and 
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then turned down. This is exactly what one would expect if the cost- 
push forces were dominant and the expansion of demand were a 
secondary, or permissive, rather than the prime moving force. 

In 1957, output per man-hour in manufacturing was about 1.1 per- 
cent higher than in 1955, but average hourly earnings were 10 percent 
higher. With wages rising 9 times as fast as productivity, is it any 
wonder that prices of manufactured goods went up? 

From first-hand experience in our own industry, we know that we 
—* have a demand inflation in the automobile business in 1956 and 
1957. 

Demand for automobiles reached a peak in 1955 and receded to 
lower levels in 1956 and 1957. There was no shortage of workers, and 
most materials were in adequate supply. 

As as result of our 1955 UAW labor contract, average hourly labor 
costs in our company increased 50 cents an hour during 1955-57. 

Our suppliers generally experienced higher wage and material costs 
which resulted in higher prices to us. Our wages and material price 
increases were more than we could offset by increased efficiency. 

On the basis of increased costs, we raised our prices, but as we shall 
see, not enough to maintain our profit margins. 

Senator Krrauver. Could I ask you a question about higher wages 
as a material price increase? You say: 


Increases were lower than we could offset by increased efficiency. 


What do you estimate the yearly average increase in efficiency of the 
Ford Motor Co. is? 

Mr. Ynrema. Mr. Chairman, I have a whole section on that and I 
would be very happy to take it up in that context. I am not going to 
discuss the efficiency of the Ford Motor Co. in detail, but I would like 
to answer the question at that time if I might, sir. 

Senator Keravver. All right, sir. 

Mr. Yntema. Section III. Recent Ford Motor Co. price and cost 
changes : 

Data on price changes, unit-cost changes, and productivity in the 
automobile industry are subject to severe limitations because of 
changes in the product from year to year. 

To the extent that such changes in product exist and compensation 
is not made for them, the data on price changes, unit-cost changes, 
and productivity are invalid. 

A case in point is the report of an 1114 percent rise in retail auto- 
mobile prices from October to November 1957. 

This 1114 percent was the difference between the average price of 
1957 models near the end of the model year, when substantial dis- 
counts were being granted, and the average price of 1958 models at 
the beginning of the new model year. 

There were differences in the physical characteristics of the 1957 
and 1958 models; and, more important, one was old and the other was 
new. The 111% percent reported difference reflected mainly these 
products differences and only to a minor, but unknown and unknow- 
able, degree a true price change. 

Price changes, if they are to have meaning and be useful in the 
deliberations of this subcommittee, must refer to the identical prod- 
uct. If they refer to differing products, adjustments may be made, 
but the result is always of doubtful validity. 

















2646 ADMINISTERED PRICES 


There has been so much misunderstanding and trouble on this point 
that I want to repeat it; to the extent that automobiles change from 
year to year, it is fundamentally and philosophically impossible 
to construct price indexes, production indexes, or productivity indexes 
that are objective. 

All attempts to make price comparisons for counterpart models, 
or to adjust for changes in product, either limit the representative- 
ness of the indexes—and you will see that in some of the material 
I will submit, or introduce subjective evaluations. The data that I 
shall present, and that others present, cannot be understood properly 
unless these limitations are kept in mind. 

Unlike the steel industry or cement industry, the products we 
manufacture change substantially from year to year. In response 
to the question—How much has the price of automobiles gone up or 
down in recent years!—it is impossible to give a simple, objective 
answer. The best I, or anyone else, can do is to give a fragmentary 
answer, including subjective adjustments. 

Because the answer cannot be corrected fully for product improve- 
ments, it tends to contain an upward bias and shows a price increase 
greater than, in fact, did occur. 

Keeping in mind the limitations on the data, we may now discuss 
the changes in Ford car prices and in various relevant cost factors 
during recent years. 

This exhibit 4 shows the prices of a Ford Custom 300 8-cylinder 
4-door sedan from 1954 to 1958. 

(Ford exhibit 4 follows:) 


Exursit 4 


PRICES OF FORD CUSTOM 300 8-CYLINDER 
4-DOOR SEDAN” 
sehek 1954-1958 MODEL YEARS 
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Mr. Ynrema. This is in reply to the request from the chairman of 
this committee : 

For the purpose of measuring price changes for a reasonably comparable 
product, submit * * * for the largest-selling four-door sedan * * * as of 1957, 
the suggested retail selling prices— 

Senator Krrauver. Let me get something straight. Of course you 
cannot control, I suppose, what a dealer gives on a trade-in and so 
forth, and some dealers may have different prices, but your suggested 
price is what the dealer should get for his product? 

Mr. Yntema. No, sir; we have no control whatsoever. 

Senator Keravver. I said, your suggested retail price is what you 
figure a dealer should get in order to make a reasonable profit. 

Mr. Ynrtema. I think if he always got the suggested retail price, he 
would make a tremendous profit, Mr. Chairman. 

Senator Kerauver. What is the idea of making a suggested retail 

rice? 

? Mr. Yntema. It is just a nominal price, and we do not pay any great 

amount of attention to it. The important thing is the wholesale price. 

We could do business happily, I suppose without a suggested retail 
rice. 

. Senator Keravuver. A number of States have so-called fair trade 

laws. Does the suggested price have anything to do with complying 

with those fair-trade laws? 

Mr. Yntema. Mr. Chairman, I am not a lawyer, but I cannot im- 
agine how you could manage practically to enforce any fair-trade law 
when so many of the deals have trade-ins of indetermine value except 
as the bargaining is done between the dealer and the customer. I just 
say such fair-trade laws would not work. 

Senator Kreravuver. I know they may not work, but we have them 
anyway. 

{r. Ynrema. I would rather have my counsel speak to this point. 
Iam not a lawyer and I do not think I can respond intelligently to it, 
sir. 

Mr. Gossetrr. Mr. Chairman, we have never fair-traded our products. 
To comply with the statute you have to take action to do that. We 
have never attempted to fair-trade our products because we thought 
our dealers should have leeway in pricing their products. They are 
independent businessmen and they have to take in used cars, and so 
we have never wanted to supervise them that closely. We think that 
they would not do business as well as they now do if we did. 

Senator Keravuver. I realize that, but you do extensive advertising 
on how cheap the suggested retail price is. I must say that I do not 
much like the idea of suggesting that competition be conducted at 
the expense of the automobile dealer. I assume that by advertising 
ie prices and showing how low they are, they are in the neighbor- 

ood of what you expect your dealers to get. The suggestion that the 
difference ought to be taken out of the dealer’s profit does not strike a 
very responsive note with me. 

_Mr. Ynvema. Mr. Chairman, as a matter of fact, we do not adver- 
tise extensively the suggested retail price. I think the advertising 


that you see with respect to retail prices is largely done by the dealers 
themselves. 
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Senator Keravver. I thought I had seen it on television. 

Mr. Ynrema. It may be. 

Some of the television programs are sponsored by the dealers 
themselves, but we do not advertise this. 

Senator Keravver. All right, sir, will you proceed ? 

Mr. Ynrema. The lower line shows the same series, expressed in 
terms of wholesale prices to dealers. 

Although Senator Kefauver’s letter did not specifically ask for 
this information, the wholesale price is the price charged by the man- 
ufacturer. In our judgment, it represents a more meaningful basis 
for comparing price trends with cost trends. The wholesale price of 
this Ford m has increased from $1,621 in 1954 to $1,834 in 1958, 
a rise of $213 or 13.1 percent. 

Wholesale prices, as used in this series, include supplementary 
charges such as destination charges, dealer payments to een 
advertising funds, and provision for Federal excise taxes. They ex- 
clude, however, temporary or seasonal reductions in effective price. 
These have been granted to dealers in varying amounts in each of 
the past 5 years. 

It might be noted that the Bureau of Labor Statistics wholesale 
passenger-car price index shows an increase of 15.8 percent from the 
middle of 1954 to November 1957 (when nearly all of the industry’s 
1958 models were on sale). 

This is slightly higher than the Ford car wholesale price index 
described above, either because the BLS index may not have reflected 
the same equipment changes as our index or because prices of other 
makes of cars may have risen somewhat more rapidly than Ford car 

rices. 
: In general, however, the BLS data indicate the same approximate 
range of wholesale price changes that is shown for the Ford car on 
this chart. All of these series are subject to the inherent defects 
noted earlier and they overstate the increase in car prices. 

(Ford exhibit 5 follows:) 
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Exuipit 5 


FORD CAR PRICE INDEX COMPARED WITH INDEX OF 
FORD MOTOR COMPANY AVERAGE HOURLY LABOR RATES(®) 
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Mr. Ynrema. Exhibit 5 compares, for the same period, 1954-58 
period, increases in Ford car prices with increasse in the company’s 
average hourly labor rates. 

The car price change is measured by the wholesale price series just 
discussed. The labor rate index measures changes in the company’s 
average hourly labor rate consisting of wages, fringe benefits and 
— taxes. This labor rate index is based on the 1956-57 dis- 
tribution of our employees among job classifications, in order to elim- 
inate any increase associated with changes in the mix of job classifi- 
cations during the period. It also assumes a constant amount of 
overtime hours in each year. 

If such adjustments are not made, you get erratic fluctuations in 
the series that are not meaningful. 

The company’s hourly labor rates represent the largest single factor 
in our product costs. While Ford car prices have increased 13.1 
percent since 1954, the company’s average hourly labor rates are up 
19.8 percent, from $2.65 per oer to $3.17 per hour. The rate of wage 
increase, therefore, is 51 percent greater than the rate of increase in 
car prices. 

This increase in hourly rates has not been offset by a reduction in 
man-hours worked per vehicle produced. The man-hour content is 
about the same, it is down just a little, as for equivalent production 
levels in the earlier period. Salaried man-hours per vobiail have 
increased since 1954. 
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Senator Kerauver. Are you about to leave that chart? 

Mr. Ynrema. Yes, sir. 

Senator Kerauver. This chart, Mr. Yntema, ignores the increase 
in productivity of labor from that period of 1954 through 1957; does 
it not! 

Mr. Yntema. Perhaps the increase and decrease in productivity. 
As the actual total number of man-hours, this is a gross figure, not a 
corrected figure per vehicle; if you count the salaried and hourly 
employees, it actually went up during that period. The gross meas- 
ure of productivity went down. 

The reason for that is largely, we made bigger and more costly, that 
is, better automobiles. 

Senator Keravuver. The President, in his economic message said 
productivity had increased 3.9 percent. 

Mr. Ynrema. May Ispeak to that? 

Senator Kerauver. We found that General Motors, over a long 
period of time, operated on the basis of 214 percent per year produc- 
tivity increase. So that we have here from manufacturing as a whole 
a productivity increase from 1954 through 1957: In 1954 it was 120.7, 
in 1957 it was 129.2, an increase of 7 percent. 

Mr. Yntema. That is over 4 years, sir? How many years is that? 

Senator Kerauver. That is over the same 4 years you have here. 

Mr. Yntema. Yes, sir. 

Senator Krerauver. We find, also, that if the index of hourly rates 
were deflated by a productivity index, there would be an increase of 
? percent of your unit labor cost. 

Mr. Yntema. That is, the wage rates went up 9 percent faster than 
productivity. 

Senator Kerauver. No. Taking your average increase in produc- 
tivity, and applying it to your hourly rate increase, it would be 9 

ercent, an increase in unit labor costs of 9 percent for these 4 years. 
hat compares with an increase of 15.2 percent in prices. 

Mr. Yntrema. Mr. Chairman, the proof of the pudding, of course, 
is in the final relationship of revenue and costs; and, as I show you 
later, our profit margins went down. I do not have, and I have not 
been able to compute, any satisfactory measure of productivity for 
the Ford Motor Co. 

I could tell you this in general: That the gross measures show that 
the number of hours going into a car are about the same now as they 
were prewar, and about the same now as they were in 1950. From 
1946 through 1949, there was a large decline in the number of hours 
required in the production of an automobile. 

am talking now about gross figures, taking the number of vehicles 
and the total employment of the companies; and the reason for that 
is, right after the war we had relatively low efficiency, and over the 
next 2 or 3 years we were improving our efficiency. 

Now, this may look like a strange picture for the automobile in- 
dustry, which is noted for automation and for improved processes, 
and by and large the story, I think, is that the improvements we have 
made in efficiency have gone into a bigger and better vehicle of the 
kind the consumer has demanded. 

When you try to adjust for these changes in vehicle, you get into 
very great difficulties, statistical difficulties. I cannot give you a 
simple answer to your question, I do not think anybody else can, as 
to the productivity in the automobile industry. 
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Senator Kerauver. Would you say the increase is even with or 
lower than that in the average of all manufacturing corporations? 

Mr. Ynrema. I couldn’t answer your question. I could only give 
you a — opinion. I doubt in our own experience in the last 2 
years that we have done any better than all manufacturing. Manu- 
facturing generally in the last 2 years has done very badly. The in- 
crease in productivity in the last 2 years, as I recall, is about 1.1 per- 


cent. 

I would like to discuss later this 3.9 percent figure to which you 
refer, because I think that it is misleading. 

Senator Kerauver. While we are on this subject, this table shows 
the increase in productivity of 7 percent as compared with the increase 
in unit labor costs of 9 percent, and an increase in price 15.2 percent. 
It will be made an exhibit in the record. 

The table referred to may be found in the appendix on p. 4304.) 

Senator Keravuver. In connection with the increase in productivity, 
Mr. Yntema, will you refer to table 25 put in the record by Mr. Reu- 
ther, which is taken from Automobile Facts and Figures. I assume 
you have that. 

Mr. Ynvrema. I don’t happen to have it before me, sir. 

Senator Krrauver. I wonder if this throws any light on your pro- 
ductivity increase. From 1947 to 1957, you increased your passenger 
cars, trucks and buses from 4,797,000 to 7,220,000; that is, the industry 
as a whole 

Mr. Ynrema. Mr. Chairman, this reflects just what I said. 

Senator Kerauver. Let me get the facts in, and then you can make 
any explanation you wish—or a 50.5 percent increase. I assume, of 
course, that these are larger automobiles, trucks, and buses, taking 
more man-hours. The increase in employment for the same time was 
5.1 percent. The increase in production workers was one-half of 1 
percent. Would that not indicate that there had been a very great 
increase in productivity ? 

Mr. Ynrema. Mr. Chairman, this is just the point I was making a 
little while ago. I think if you had prewar data and if you knew 
intimately what had happened in the industry, you would come to a 
different conclusion. What this shows is that in 1947, 1948, 1949, and 
1950, there was a very substantial rise in productivity. We saw that 
in our own company. We were operating relatively inefficiently im- 
mediately after the war. 

I pointed that out a couple of times. 

If you will notice, from 1950 on, the relationship of passenger-car 
production and production-worker employment to 1957 is roughly 
about the same. There is no substantial change from 1950 on. 

In addition to that, Mr. Chairman, this shows the production- 
worker employment and does not include the salaried employment. 

Production-worker employment does not include the salaried em- 
ployment. In our own company what we found is this: As you get 
increased automation, as you have more need for careful planning, 
designing, our salaried employment had to go up more than our pro- 
duction-worker employment. I think you are going to find that in the 
whole economy. 

As we take more of the burden off the backs of labor by machines, 
you are going to find more and more people doing salaried jobs, doing 
the planning and thinking, and this table is misleading. 
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Senator Keravver. Mr. Yntema, it is shown there that your total 
employment, including salaried, went up 5.1 percent as compared with 
production workers of one-half of 1 percent, but your automobile 
production increase was 50.5 percent. 

Mr. Ynrema. I am sorry, Thad the wrong table before me. I beg 
your pardon. 

Senator Keravuver. You see, that is shown there. 

Mr. Ynrema. The same point would be made if you take only the 2 
years. You do not get a proper comparison. 

Senator Kerauver. This takes not 2 years, sir; this takes from 
1947 to 1957. 

Mr. Yntema. I know, but if you take as a base 1947, you are taking 
an atypical year. I would not argue with you that the productivity 
was very low in 1947. It came up in 1948 mrs § 1949, but since 1950 there 
has been very little improvement. 

The point which Mr. Reuther made is a typical point. ‘This is the 
way he makes points. He takes a base that is quite abnormal, quite 
unrealistic, and then counts percentages from that, and it simply 
doesn’t make any sense. 

Now, this is a generally misleading table, and these are not, of 
course, just the automotive manufacturers. They include parts and 
equipment, as I understand it. But I think this is a elsteniiiae table, 


Senator Kerauver. You do not mean to say that the figures from 
1947 to 1957 are not correct ? 

Mr. Ynrema. Mr. Chairman, I used to teach statistics, and there 
is an old saying about statistics. This is about myself, not about you, 
but it is something that I try to keep in mind when I use figures, 


and that is there are liars, there are damn liars, and there are 
statisticians. 

Now you can prove anything by statistics. This is an illustration 
of taking an atypical base and figuring percentage changes from them 
and the figures are not necessarily wrong but the conclusions are 
wrong. 

The figures represent facts and if we do not understand what the 
facts are—— 

Senator Kerauver. We have a chart from the President’s Economic 
Report showing the increase in productivity, which we will file as 
committee exhibit 24. 

(The table referred to follows :) 


COMMITTEE EXxHIBIT 24 


Productivity in manufacturing industries (based on man-hours paid) 1948=100 


Source: Economic Report of the President, January 1958, p. 108. 
puted from 1947=100. ) 


Senator Keravuver. It shows about the same increase in the last 2 
or 3 years as right after 1947. This was prepared by the President’s 
own Council of Economic Advisors. 
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Mr. Ynrema. Which document is that, sir? 

Senator Kerauver. Economic Report to the President, January 
1958. 

Mr. Ynrema. And is this the productivity in all employment ? 

Senator Keravuver. The productivity increase for all manufactur- 


ing. 

Mr. Ywnrema. I would like to speak to that in detail later on if I 
may. 

r have a section on that, because some of the comments that Mr. 
Reuther made on the basis of that are also misleading. 

Senator Keravver. This is not Mr. Reuther’s chart. 

Mr. Ynrema. I understand. I am not questioning the figures, al- 
though all figures of that kind are subject to the inherent statistical 
infirmities I have described, and the Bureau of Labor Statistics would 
be the first to tell you that. I have the highest regard for their work. 
They are very fine technicians. 

Senator Keravver. Incidentally, we found that General Motors did 
not report its productivity increase to the Bureau of Labor Statistics. 
Does Ford ? 

Mr. Yntema. I think we do not, sir, and I do not think we know 
what it is. 

I could not tell you what it.is because our products change. You 
have an inherently insoluble problem, but: I would like to comment on 
Mr. Reuther’s interpretation of those figures which, as I say, was 
quite misleading. 

Exhibit 6 is the Ford ear price index compared with BLS wholesale 
price index for steel mill products, 1954-58. 

(Ford exhibit 6 follows:) 


ExuHrsitT 6 


FORD CAR PRICE INDEX“COMPARED WITH 


BLS WHOLESALE PRICE INDEX FOR STEEL MILL PRODUCTS 
nae 1954 — 1958 


127.4 '8) 


STEEL MILL 
120 PRODUCT PRICES 


10 FORD CAR PRICES 





100 
1954 1955 1956 1957 1958 
(A) BASED ON 1957 CUSTOM 300 8-CYLINDER 4-DOOR SEDAN AND THE MOST (JANUARY) 
COMPARABLE MODELS IN OTHER YEARS. 
(8) PRELIMINARY ESTIMATE FOR DECEMBER, 1957. 
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Mr. Yntema. The second most important element of our product 
costs is the cost of finished steel. Exhibit 6 compares, for the 1954~ 
58 period, the wholesale price index of steel mill products, as pub- 
lished by the Bureau of Labor Statistics, with the Ford car price 
index previously discussed. 

Since 1954, steel prices have increased by 27.4 percent. This in- 
crease is more than twice as great as the 13.1 percent increase in the 
Ford car price. 

(Ford exhibit 7 follows :) 


EXHIBIT 7 


FORD CAR PRICE INDEX” COMPARED WITH BLS WHOLESALE 
PRICE INDEX OF METAL-WORKING MACHINERY AND EQUIPMENT 
1954-1958 


7’ (28.618) 


7 


METAL-WORKING MACHINERY 4 
AND EQUIPMENT PRICES / 


FORD CAR PRICES 


1955 1956 1957 


(A) BASED ON 1957- CUSTOM 300 8-CYLINDER 4-DOOR SEDAN AND THE.MOST 
COMPARABLE MODELS IN OTHER YEARS, 
(B) PRELIMINARY ESTIMATE FOR DECEMBER, i957 


Another important factor in the company’s costs is the price level 
of machinery, equipment, and special tools. Although expenditures 
for new machinery are capitalized rather than charged directly to 
current product costs, depreciation on such equipment is an element 
of current product costs. 

Further, our company spends hundreds of millions of dollars an- 
nually for special tools and dies associated with particular model 
programs; the cost of such equipment is amortized over periods of 
from 1 to 3 years, so that the price levels have an immediate impact 
on product costs. 

he BLS Index of Wholesale Prices for metal working machinery 
and oqnupenent shows an increase of 28.6 percent since 1954, again 
more than twice as great as the increase in the Ford car price index. 

Our total tooling bill has increased even more than the rise in 
the tooling price level itself, because today’s cars require more com- 
plex tools. 
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Mr. Yntema. Exhibit 8: This chart, the Ford car price index com- 
pared with the BLS Wholesale Price Index of components for dur- 
able-goods manufacturing. 

(Ford exhibit 8 follows:) 


ExuHIBiIt 8 


FORD CAR PRICE INDEX” COMPARED WITH BLS WHOLESALE 
— PRICE INDEX OF COMPONENTS FOR DURABLE-GOODS MANUFACTURING 


1984 =100 1954 — 1958 
130 


120 


18.4 
PRICES OF COMPONENTS ao 
FOR DURABLE-GOODS MANUFACTURING haa 


110 


FORD CAR PRICES 





1954 1955 1956 1957 1958 


(A) BASED ON 1957 CUSTOM 300 8-CYLINDER 4-DOOR SEDAN AND THE MOST (JANUARY) 
COMPARABLE MODELS IN OTHER YEARS. 
(B) PRELIMINARY ESTIMATE FOR DECEMBER, 1957. 


Mr. Ynrema. This chart shows the rate of change in wholesale 
prices of components for durable-goods manufacturing from 1954 to 
1958, compared with the Ford car price index. The “components 
for durable-goods manufacturing” category is, in our judgment, more 
nearly representative of the price trends of our aggregate purchases 
S arene and parts than any other single price index published by 
the BLS. 

The increase in prices of components for durable-goods manufac- 
turing since 1954 is 19.1 percent, less than the increases in steel and 
machinery prices, but still nearly 50 percent greater than the increase 
in Ford car prices. 

Senator Kerauver. Mr. Yntema, do you deal with how much the 
steel Price increase raised the cost of your car from last year to this 

ear ¢ 
. Mr. Ynrema. That is filed in the answers to your questions. 

Senator Keravuver. I did not see it in here. 

Mr. Yntema. I have not taken the trouble to repeat it. 

oo Keravver. Can you just tell us generally what you found 
it to be 

Mr. Yntema. Yes, sir; it is $39 for the 2 years. That is the aggre- 
gate for steel purchases and fabricated parts. 

Senator Keravver. $39 on an average ? 

Mr. Yntema. Yes, sir. 

Senator Keravver. All right, sir. 
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Mr. Yntema. In these last four charts, you have seen the relatively 
greater increase in our costs as compared with our car prices. The 
result of this cost-price squeeze has been a reduction in our profit 
margins. 

Exhibit 9 shows a pictorial comparison of the 1958 Ford Custom 
300 sedan compared with the 1954 model counterpart. 

You can see the 1958 model Ford Custom 300 four-door sedan is 
at the top and the 1954 model counterpart is at the bottom. 

aoe photos referred to may be found in the files of the subcom- 
mittee. 

Senator Keravuver. Talking about lowering the height, do you 
think that is a good thing for a tall fellow who is trying to wear a 
hat inside the car, Mr. Yntema ? 

Mr. Yntema. Mr. Chairman, you know people are different. Some 
of them like you and me like to have room for our hats, but the ma- 
jority of people won’t buy cars if there is room for our hats inside 
of them, and we have to make cars that the consumers insist on buy- 
ing. 

t am very sympathetic with you, Mr. Chairman, but actually the 
reduction of head room is about a half inch, Mr. Secrest tells me. 

The Ford car price index that we have used for the 1954-58 period 
contains adjustments for certain equipment changes between the two 
models. This index, however, does not reflect all of the increased 
cost and value represented by today’s car. 

This exhibit shows side views of comparable 1958 and 1954 cars. 
At the top is the 1958 model Custom 300 four-door sedan, and be- 
neath it is the 1954 model Customline four-door sedan. 

Today’s car is 4 inches longer than its 1954 counterpart and pro- 
vides almost 2 inches more interior leg room. The wraparound wind- 
shield provides more glass area, and trunk capacity has been increased 
by over 2 cubic feet. 

Safety door locks, safety steering wheel, and a 12-volt electrical 
system are all standard equipment on today’s car, and many improve- 
ments have been made since 1954 in steering, transmissions, suspen- 
sions, brakes, and other functional components. 

Exhibit 16 shows the front view of the two cars, the 1954 model 
at the left, the 1958 model at the right. 

(The photos referred to may be found in the files of the subcom- 


mittee. 

The 1958 model is 4 inches wider than its 1954 counterpart, per- 
mitting greater interior shoulder room and hip room. The overall 
height has been reduced almost 6 inches, providing a lower center of 
gravity as well as improved styling. 

This height reduction was accomplished with a loss in head room 
of only seven-tenths of an inch, through the use of more complex and 
more costly frame and rear axle components. 

Exhibit 11 shows the rear views of the 1954 Ford Customline and 
1958 Ford Custom 300. 

(The photos referred to may be found in the files of the subcom- 
en 
Mr. Yntema. Such evident features on the 1958 model as dual tail- 
lights, larger bumpers and increased ornamentation have all added 
to the cost and value of the car. No price index can adequately reflect 
these and other product improvements made over the past 4 years. 
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That is the same point that I tried to make earlier, the price index 
when you get all through it is still subject to these infirmities and I do 
not know how to correct for it. 

In general I think that the price indexes overstate the price in- 
creases. 

Senator Keravver. Mr. Yntema, go back to that other chart for.a 
minute. 

Mr. Yntema. Yes, sir. 

Senator Keravver. I have a Ford station wagon, 1954 model. One 
reason we still have it is that it costs something to buy another one, 
and the other reason is that everybody likes it pretty well. 

Mr. Yntrema. That is good. 

Senator Krravver. Even though it is pretty old. 

But I just wonder whether you could reduce your prices and per- 
haps put just a little improvement on a 1954 Ford station wagon and 
pass the reduction on to a consumer. As an economist, how do you 
think you would do? 

Mr. Yntrema. Mr. Chairman, I am very sympathetic to that point of 
view but our customers are not. 

Senator Keravver. Do the customers lead you or do you lead the 
customers ? 

Mr. Ynrema. We find what the customers will buy. In general, 
they will not buy stripped cars. 

Senator Keravver. I do not mean that my station wagon is a 
stripped car. 

r. YNteMA. What I am saying in general when the competition 
comes out with a changed model we find ourselves in trouble. 

Senator Keravuver. Senator Dirksen was delayed getting here be- 
cause of a White House meeting. Iam happy to introduce him to you, 
Mr. Yntema. 

Mr. Ynrema. Thank you, Senator. 

In our own experience we find when the model is not changed sub- 
stantially, that the customers do not buy it. 

Now not only we but our competitors have had the same experience, 
and this is a very, very unfortunate thing from our point of view. 

We would like to have lower tooling costs, we would like to have 
people buy our models, but we find we have to make these changes if 
we are going to get an increasing share of the business. 

Senator Kreravuver. General Motors said that it cost them $500 mil- 
lion to change models. We had some figures about what the cost 
was for a change in some of your models, including the cost of new 
dies and so forth. What does it cost Ford to change a model? 

Mr. Yntema. I would have to give a very rough figure. 

I would say $350 million. It is about in proportion roughly to 
‘General Motors response. 

Senator Keravver. General Motors said that cost the customers, as I 
remember it, about $24 or $25 counting the cost of new dies, and $7 
in new labor. Do you have your figure on that? 

Mr. Ynrema. I do not have that just offhand. I would be glad to 
get it for you. 

Senator Keravver. Will you supply it? 

Mr. Yntema. We will be glad to do that, Senator. 

Senator Keravuver. I do not want to ask you confidential or trade 
secrets, but I have seen reports about the cost of getting out the new 
Edsel, that is, the cost of styling and whatever it might be. Do you 
know what that was? I think the report said $250 million. 

22805—58—pt. 6——35 
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Mr. Ynrema. That included all the investment in facilities too. 
That was not all the expense of getting it out. 

Roughly the tooling and the engineering, the general magnitude 
would be $100 million, sir, roughly $150 million for facilities. 

Senator Keravuver. $100 million for tooling, $150 million for what? 

Mr. Yntema. For engineering. 

May I say one thing about this, however? We spend a great deal 
of money to change our products from year to year. e do that 
because that is the only way we can sell cars. 

At the same time we improve our product from year to year. This 
includes the engineering that is done for product improvement. This 
is not just style. 

Senator Keravuver. I have a report from the New York Times of 
November 1, 1957, which mentions the amounts you are reported to 
have spent on the Edsel. I think it is of interest and we will make 
that committee exhibit 25 for the record. 

(The document referred to may be found in the Appendix on page 
3629. 

Reesok Keravver. All right, will you proceed? 

Mr. Yntema. Thank you, sir. 

This exhibit 12 shows for our company the cost-sales relationships, 
The sales in this chart are plotted from left to right runnnig from 
$800 million to $1,600 million. These are quarterly sales. 

Against those vertically are plotted the costs which are incurred in 
connection with those sales. This is where everything comes to rest, 
goery thing that we do shows up in the sales and in the costs of making 
those sales. 


(Food exhibit 12 follows:) 


Exursir 12 


FORD MOTOR COMPANY 


COST-SALES RELATIONSHIPS 
QUARTERLY 


costs - 
(MILLIONS) 1954-1957 
$1,400 


1954 
AVG. QTR. 


$1,000 $1,200 $1,400 
QUARTERLY SALES 
(MILLIONS) 
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Mr. Ynrema. This chart illustrates the extent to which our overall 
cost-price position has deteriorated since 1954. 

The chart relates Ford’s total costs (plotted on the vertical axis) to 
total sales (plotted on the horizontal axis). The average quarter for 
1954 and the individual quarters for 1955, 1956, and 1957 are repre- 
sented as dots on the chart and connected in succession. 

So you can see what happens successively to our cost-sales position. 

As Seer as fixed costs (that do not vary with sales volume) stay 
the same and total variable costs (that vary directly with volume) 
maintain a constant relationship with prices, the cost-sales relation- 
ship will move back and forth along the same diagonal line as sales 
volume increases and decreases. This relationship existed at Ford 
in the 1954 and 1955 period. 

Begirining in the first quarter of 1956, however, total costs increased 
relative to sales and this trend has continued in each succeeding quar- 
ter. This shift was particularly important in the fourth quarters of 
1956 and 1957 when, despite price increases on new models, costs con- 
tinued to rise relative to sales. 

Will you trace that with the arrow, please ? 

Go alittle slower, please. Let’s go back to the 1954 average quarter. 

Now the first quarter of 1955 and the second quarter of 1955, the 
third quarter of 1955 and now way up to the right, the last quarter 
of 1955. 

In general as our volume went up and down our costs stood in the 
same relationship to that volume. 

Now notice wae happened after that. To the first quarter of 1956 
notice how our costs were going up relative to our volume. 

The second quarter of 1956, the third quarter of 1956, the fourth 

uarter of 1956 notice that our cost-price relationship is worsening. 
hat is after our 1957 model introduction. 

The first quarter of 1957 costs are still going up relative to volume. 

The second quarter of 1957 it is getting worse. 

The third quarter of 1957 and the last quarter of 1957; the last quar- 
ter is estimated but it is approximately right. 

The final figure is not out yet and it is still getting worse as our 
cost-sales position is constantly deteriorating over that period in rela- 
tion to volume. 

For constant sales volume our costs are going up. The same thing 
- isshown in the next chart. 

Mr. Ynrema. This chart shows quarter-by-quarter profits before 
taxes in relation to sales. It reveals the severe decline of profit mar- 
gins since 1955 as costs rose faster than prices. 

As in the previous chart, profits and sale followed a fairly constant 
relationship during 1955. Starting in the first quarter of 1956, profit 


margins began to narrow and the trend has continued throughout 
1956 and 1957. 
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(Ford exhibit 13 follows:) 


Exursrr 13 


FORD MOTOR COMPANY 
PROFITS-SALES RELATIONSHIPS 
1954 —1957 


$1,000 #1,200 $1,400 $1,600 
QUARTERLY SALES 
(MILLIONS) 


Mr. Ynrema. Mr. Chairman, if I may ask the gentleman with 
the arrow to follow this again I think it is interesting to watch what 
happened here. 

t’s start with 1954. 

That was our profit position in relation to quarterly sales in 1954. 
The first quarter of 1955—as our volume went up our profits of course 
went up. 

The second quarter of 1955, the third quarter of 1955, and the 
fourth quarter of 1955, pretty much the same relationship of profit 
to sales volume, our profits of course going up and down as the 
volume goes up and down. 

Then notice the change. 

From the fourth quarter of 1955, the first quarter of 1956 our 
profits went down. 

The second quarter of 1956 they went down. The third quarter of 
1956 they went down. The fourth quarter of 1956 our profit in rela- 
tion to volume is substantially lower than the year preceding, and 
the first quarter of 1957 deteriorates. 

The second quarter of 1957 deterioriates very rapidly, the third 
quarter much worse, and the fourth quarter after our price changes 
in this year, still not an improvement of prices in relation to costs. 

I mean this is a picture of declining profit margins. 

We are frankly greatly concerned about our ability to absorb fur- 
ther cost increases in the months ahead. In spite of the fact that 
business activity in general is off substantially from recent high 
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levels, the trade press is carrying statements indicating thhe proba- 
bility of a further rise in material prices in coming months. 

As I am sure you all know, the union which represents most of our 
hourly employees has publicly announced plans to ask for huge ad- 
ditional wage increases and benefits this spring. 

Senator Kerauver. Mr. Yntema, while you are on this chart and 


on the previous chart, there is a connection between the price and out- 
put, isn’t there ¢ 


Mr. Ynrema. Yes; that is correct, sir. 

Senator Kerauver. If you get the price down somewhat you have 
more output ? 

Mr. Ynrema. I am going to discuss that at some length, sir. 


Senator Kreravuver. I know you will, but there is a connection be- 
tween them ? 


Mr. Yntema. Yes. 

Senator Kerauver. And you refer to the profits here. 

I think in fairness, so we can see just what you have done and 
compare it with what others have done, it would be well to put in a 
table taken from the Federal Trade Commission, on which the chart 
on the easel was based. It will be committee exhibit 26. 

(The table referred to follows :) 


Forp Moror Co. 


Stockholders’ investments, profits, and rates of return (after income tawes) for 
the years 1947-56 and the 9 months ending Sept. 30, 1957 


{In thousands of dollars] 
| Stock- Net Stock- Net 
| holders’ | income Rate of holders’ | income | Rate of 
| average after return average after | return 
invest- taxes invest- taxes 
ment! ment! 
Percent Percent 
i antiva:nknthinacesiien $736, 250 | $62, 700 8. i tincdaccasunanap $1, 730, 766 |$420, 228 224.3 
i aicarsish uienchainpeiosniags 796, 650 \ SAE Ol Bicenesncctuveenauns 1, 927, 863 | 236, 596 12.3 
Taal 910, 000 | 177, 100 19.5 || 9 months ending 
SES 1, 070, 050 | 260, 24.3 Sept. 30, 1957......| 1, 987, 481 | 229, 500 11.5 
I RE Se 1, 201, 050 | 126, 100 10.5 || Estimate, 1957.__-_-_-- 2, 000, 000 | 306, 000 15.3 
ni scoadleassit 1, 289, 500 | 116, 900 9.1 || 1l-yearaverage, 1947- 
I icainuscshiptivinenitencinannsad | 1,389, 200 | 165, 800 11.9 iiinetbtingesakdnadehecdassnenenbadgnabbies 15.1 
Se tsngp TR thacktbacenaabg 1, 519, 750 | 227, 800 15.0 


1 Beginning and end of year for years 1947-56; for the 9 months ending Sept. 30, 1957, the rate was computed 
on investment at beginning of the year. 


2 The Ford Motor Co. stated the 1955 figure of net income after taxes was $436,991 (and therefore, rate of 


return was 25.2 percent), but these figures are used because the difference represents a nonrecurring non- 
operating profit. 


Senator Keravver. Briefly, this shows rate of return percent after 
taxes on net worth. 

In 1948, 12.1; 1949, 19.5; 1950, 24.3; 1951, 10.5; 1952, 9.1; 1953, 11.9; 
1954, 15; 1955, 24.3; 1956, 12.3. Then if we project the 3 quarters of 
1957 for the full year, we get 15.9 percent, while the average for the 
10-year period is 15.1 percent. 

Mr. Ynrema. Mr. Chairman, one comment: The fourth quarter 
of course has not been released. 

We do not have final figures. It will be lower. The results for the 


year will be somewhat lower than the projections based on the first 
three quarters. 
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Senator Kerauver. It could well be. I have just taken the average, 

Mr. Ynrema. Yes, sir. 

Senator Keravuver. That is a satisfactory profit, isn’t it? 

Mr. Ynrema. Mr. Chairman, I want to speak to that point. 

No, it is not and I will tell you why when I get to the section on 
profits. The hard judgment of the market tells us it is not and I 
will tell you in some detail just what the market says about it. 

Senator Keravver. I might call your attention in that connection 
that while General Motors has done much better than that, Mr. Cur- 
tice said that they arrived at their price trying to figure a base profit 
after taxes of 15 percent, although I have seen the figures 15 to 20 
percent. 

Mr. Ynrema. Mr. Chairman, I am not voicing my opinion. I am 
telling you what the market says about us and our rate of profits 
which just overrides anything I have to say. 

I would like to show you what it does have to say about us. 

Senator Keravver. You docome to that later on? 

Mr. Yntema. Yes, I do, sir. 

Senator Keravver. All right, sir. 

Mr. Ynrema. Exhibit 14 is the Ford car price index, 1958 Custom 
300 8-cylinder 4-door sedan and prior years counterpart models. 

This covers the period 1948-58. 

(Ford exhibit 14 follows:) 


Exursir 14 


FORD CAR PRICE INDEX 
1958 CUSTOM 300 8-CYLINDER FOUR-DOOR SEDAN 


AND PRIOR YEARS’ COUNTERPART MODELS 
1946-1958 


1948 49 50 5! 52 53 $4 55 56 57 58. 
Mr. Yntema. Although I believe that the subcommittee’s primary 
concern is with cost and price changes during the past few years, 
it may be useful to examine trends over a longer time period. The 
purpose of such a review would be to determine whether the cost- 
price squeeze discussed in the preceding exhibits is a recent develop- 
ment, perhaps following a period when price increases outstripped 
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cost increases or whether it is a continuation of a trend that has per- 
sisted during both buyers’ and sellers’ markets, during booms and 
recessions, for many years. 

This chart shows average calendar-year wholesale prices for the 
Ford Custom 300 8-cylinder 4-door sedan and for its closest oo 
model counterparts from 1948 through 1957, with the current (Janu- 
eo price at the far right. : 

he year 1948 has been selected as a reasonable base for prices 
because the company introduced its first new postwar model, the 1949 
Ford, in the spring of that year. 

That does not mean 1948 is a good base for everything but it shows 
us when we first got our postwar model into production. 

The technical Sisis for this index differs in only two respects from 
the basis used in the 1954-58 index previously discussed : 

1. All equipment adjustments have been eliminated. 

Product and equipment changes over this time period have been 
of such extreme magnitude that it is impossible to make even an ap- 
proximate evaluation of their effects on product value or price. 

2. The portion of our price to dealers that represents a pass- 
through of our Federal excise tax liability has been eliminated. The 
tax rate was increased by 43 percent (from 7 percent to 10 percent) 
in 1951; we have no control over this element of price, and revenues 
received from this passthrough are transmitted directly to the Gov- 
ernment without being included in the company’s reported sales 
revenues. 

This index shows an increase of 32.8 percent for the 914-year period. 
This rise reflects in part a price increase and in part extensive and 
important improvements in the product. 

nd these improvements in product are far more important in 
this index than they would be in the shorter period of time. 

Of course the longer the period the greater the infirmity of any 
price index of a changing product. 

This next exhibit 15 shows the Ford car price index compared with 
various cost indexes for this period 1948 to 1958. 

(Food exhibit 15 follows:) 


ExuHIsiT 15 


Ford car price index compared with various cost indexes, 1948-58 


BLS wholesale price indexes 





Index of 
Ford car | Ford Motor 

wholesale |Co. average Compo- 

price index | hourly la- | Steel mill Metal- nents for 

r rates products working durable- 
machinery | goods man- 

ufacturing 
iste tn sean echo ne dlieee bgtrih aemeetean 100.0 100.0 100.0 100.0 100.¢ 
EE Gri auictadnatpkcaceiniatiaummrisee 104. 5 104. 5 108. 4 104. 8 101.9 
a 102.3 109. 7 114.1 111.1 105. 6 
RAE Lio, iccdes' ons aherivtatin's wm wl tplntetnln'n che cotaipn Nock eee 106.0 123.0 123. 1 124.8 119.9 
hale nell d valine Oa uid hose eh ei 113.1 129.0 125.7 127.5 120. 2 
Ro a ne ee ee 113. 5 134.3 135. 7 130. 1 122.4 
NRT one 8. eee Se ae 113.9 139. 2 141.8 132.1 123.0 
OE tel ake ate lial at  a 117.9 146. 3 148. 6 141.4 128. 5 
Deedhiw bthnowbbbadeuitbibechabhasacehOes 123.7 153. 5 160.9 155. 2 140. 2 
etal 132.9 163. 4 176. 4 165. 7 145.5 
SR ane Be Corks es ores 132.8 166. 8 1180.7 1169.9 1 146.4 








1 Preliminary estimate for December 1957. 
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Mr, Ynrema. The first column, the Ford car wholesale price index, 
next the index of Ford Motor Co. average hourly labor rates, then 
various BLS wholesale price indices, steel-mill products, metalwork- 
ing, Cpechinery and components for durable-goods manufacturing. 

hese are the same indices that were shown for the 1954 to 1958 

riod. 
ee Keravuver. Does that second column reflect any adjustment 
for productivity improvement ? 

r. Ynrema. That is the total dollar amount that is paid without 
any attempt to deflate the amount or reduce it by an unknown, and I 
might say unknowable amount of productivity. 

These are just the simple facts. 

Senator Kerauver. We have calculated that point, and taking the 
average for all manufacturing concerns, if you would adjust the 
sce column for productivity increase, productivity went up 32.4 
percent, which gives an increase in unit labor cost of 26. 

Mr. Ynrema. Mr. Chairman, which adjustment is that? 

Is that the adjustment for the overall, 3.9 percent per year? 

Senator Keravuver. No, not 3.9 percent. 

Mr. YNrema. The manufacturing. 

Senator Keravver. It is the index for all manufacturing corpora- 
tions. 

Mr. Yntema. I want to speak to that again later on if I may, be- 
cause in the first place I doubt if that applies and in the second place 
there are certain inherent deficiences in any measure of that kind. 

In the third place this overstates our price index. 

This index overstates our price increases. 

Senator Keravver. I have not talked about price yet. 

Mr. Yntrema. I am. 

Senator Kerauver. If you adjust the second column to the average 
for all manufacturing industry, you get an increase of 26 percent. 
Your price increase was 32.8 percent. 

Mr. Ynrema. We have pointed out that that is not a true price 
increase. That varies substantially—that very substantially over- 
states the true price increase. I have said we could not make appro- 
priate price alee, These are changing products as you go 
down here. They are better and better products, more costly prod- 
ucts and I do not know how much and Pao not think anybody else 
knows how much. That price increase overstates the true price in- 
crease. I want tomake that quite clear. 

Senator Kerauver. We understand some items that were optional 
in automobiles are now standard equipment. 

Mr. Ynrema. That is right; but the extent is unknowable. This 
is an insoluble problem. You just cannot find an objective answer to 
it. 

I am not trying to hedge. Nobody knows the answer to the ques- 
tions we are talking about. 

Senator Keravuver. Dr. Yntema, a Brookings Institution publica- 
tion did come up with a productivity increase index for the auto- 
mobile industry from 1919 through 1938, at which time the automo- 
bile companies apparently stopped giving any information. I correct 
that. This was taken from published information. I refer to page 
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29 of the Brookings Institution publication Productivity, Wages and 
National Income, by Dr. Spurgeon Bell, whom you know of course. 

Mr. Ynrema. Yes. 

Senator Keravuver. In spite of the necessary adjustments and the 
recise difficulty of making the index, he did make an index of pro- 
uctivity increase. His figures are: in 1919, 59.6; 1938, 143.3. I 

<a be glad if you would look that over and give us any comment 
about it. 

Senator Dirksen and others felt that the matter of the productivity 
increase is of tremendous importance. 

Mr. Ynrema. It is of enormous importance to this economy. I 
would be glad to comment on that after the recess, sir. 

Senator Kerauver. But the point is that GM says it cannot be done, 
you say it cannot be done, but this economist did it. 

Mr. Ynrema. Anybody can make a calculation and get a result. 
The question is whether the results mean something. 

Senator Kerauver. You do believe he is a reliable man ? 

Mr. Ynrema. That is not the issue. The question is what the 
meaning of the figures is. 

I produce figures here and I try to tell you, I have taken great pains 
to tell you that these figures are not precisely so. 

I know there is bias in them. The price index has an upward bias. 
I do not know how much the bias is and nobody does. 

This is an unknowable philosophically unsoluble problem. 

As I used to teach my students in statistics—— 

Senator Krerauver. I would agree with you that no figures can be 
precisely accurate and there are many difficulties. 

Mr. Ynrema. There are some that are conceptually impossible. 

This is a conceptionally insoluble problem within certain consid- 
erable limits. 

Senator Keravver. Dr. Bell’s chart goes into the number of wage- 
earners, total wages, real money, manpower, hours, physical output, 
the number of cars, trucks, buses, adjusted index. He has quite an 
elaborate system of figuring what the productivity increase was, and 
he seems to arrive at what he thought was a very good figure. I 
would be glad if you would look this over and comment on it. 

Mr. Ynrema. Thank you; I would be happy to, sir. 

This table, exhibit 15, compares the Ford car price index shown 
on the preceding chart with several of the cost indexes that represent 
cost trends of factors of production. The cost indexes are the same 
as those shown earlier for the 1954-58 period. 

Compared with the 32.8 percent increase in Ford car prices (unad- 
justed for product improvements, and overstates the price change) 
the company’s labor rates, including fringe benefits, have increased 
66.8 percent; prices of steel-mill products have increased 80.7 per- 
cent; prices of metalworking machinery and equipment are up 69.9 
percent; and prices of components for durable-goods manufacturing 
are up 46.4 percent. 

Note that the general rate of increase in costs has exceeded the rate 
of increase in prices during the entire period, regardless of the 
year or years chosen for the base. 
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In addition to absorbing higher wage and material costs, we have 
found it necessary and deakeutle to spend increasingly larger sums for 
product improvements. 

The next five slides compare the 1949 and 1958 model Ford cars 
in some detail, to provide some idea of the extent of product change. 

I have already emphasized that the Ford car price index we have 
been discussing for the 1948-58 period contains no adjustments for 
features or equipment that are standard on today’s model and that 
were either extra-cost or not available at all on the 1949 models. 

For example, such generally accepted items as turn indicators, oil 
filters, engine air cleaners, and foam rubber front seat cushions are 
standard on today’s Ford Custom 300 models; these four items alone 
would have cost about $35 (at wholesale) on the 1949 model. 

The pictures shown on exhibit 16 will help to demonstrate the mag- 
nitude of the dimensional and styling changes in our products during 
the past 10 years. 

(The pictures referred to may be found in the files of the sub- 
committee. ) 

Mr. Yntema. The top picture shows the 1958 model Ford Custom 
300 four-door sedan. The bottom picture is a side view of the 1949 
model Ford Custom four-door sedan, production of which started on 
April 13, 1948. 

It is evident that today’s car is a much larger and costlier product 
than its 1949 counterpart. 

For example, the 1958 model is 5 inches longer, 6 inches lower, 240 
pounds heavier, and has 20 percent more glass area than the 1949 
model. Improvements of this kind cannot be measured properly in 
a price index. 

Front views of the same models—the 1949 Ford Custom and the 
1958 Ford Custom 300—are shown on exhibit 17. 

(The pictures referred to may be found in the files of the sub- 
committee. ) 

Mr. Yntema. Each car is equipped only with items that are stand- 
ard, at no extra cost. 

An example of a specific product improvement not reflected in the 
price index is the inclusion, at no extra cost, of dual headlights as 
standard equipment on the 1958 Ford. 

Dual headlights were offered as extra-cost options on several makes 
of cars in 1957 at wholesale prices of about $30, but the feature was not 
offered at all in the earlier years. 

The left-hand picture in exhibit 18 shows a rear view of the 1949 
model Ford Custom sedan; the right-hand picture is the 1958 model. 

(The pictures referred to may be found in the files of the sub- 
committee. ) 

Mr. Yntema. The current model is clearly a more costly car to 
build—more glass, more lights, larger bumpers, more complex sheet 
metal surfaces. 

The 1958 model is 5 inches wider than the 1949 model. 

The table, which is exhibit 19, lists some of the safety, performance, 
comfort, convenience, and style items that are included on today’s 
Ford cars at no extra cost. 
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EXxursir 19 


Feature and equipment changes—1958 Ford 8 Custom 300 4-door sedan compared 
with 1949 Ford 8 Custom 4-door sedan 


1949 


Dual taillights. 

1-piece wraparound windshield Do. 

Safety door locks and steering wheel.-- il Do. 

12-volt electrical system Not available; 6-volt 


standard. 
Counterbalanced hood and deck lid--.......-..-..-..----.....]_---- do Not available. 
Ball-joint front suspension Do. 
Automatic choke 
Foam rubber front seat cushions 


Dual headlights Not available. 
do Do. 


Mr. Yntrema. Most of the items listed in exhibit 19 were not avail- 
able at any price on the 1949 models; some, such as the ball-joint 
suspension, had not been invented. All of these improvements, of 
course, involve added costs to the company. 

The table, exhibit 20, compares the specifications and performance 
characteristics of the standard Ford Custom 300 8-cylinder engines— 
the 1949 L-head engine of 239 cubic-inch displacement, and the 1958 
overhead-valve engine of 292 cubic-inch displacement. 

(Ford exhibit 20 follows :) 


EXHIBIT 20 


Engine specifications and performance characteristics—1958 Ford Custom 300 
8-cylinder engine compared with 1949 Ford Custom 8-cylinder engine 


Percent- 
age 1958 
1949 over (+-)/ 
under (—) 
1949 


Engine specifications: 
Displacement 292 
Horsepower 205 
Horsepower per thousand pounds 61.7 
Torque 295 
Compression ratio 9.1 tol 
Acceleration, distance covered from standing start: 
84 
ao... 454 
Passing ability, distance covered in 10 seconds accelerating from: 
50 miles per hour feet 940 
Fuel economy, miles per gallon at: 
30 miles per hour ‘ 21.8 
50 miles per hour 18. 
60 miles per hour 16.3 


Mr. Yntema. Rated horsepower has been increased from 100 to 
205, or by more than 100 percent. Even after adjustment for the 
increase in car ee horsepower is up 90 percent. Torque, perhaps 


a better measure of the engine’s performance, is up by 63 percent. 
These nee have brought significant improvements in the per- 
formance and operating responsiveness of the car. For example, 
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from a standing start, the 1958 Ford will travel 27 feet farther in 4 
seconds and 115 feet farther in 10 seconds than did the 1949 model. 
This provides for much greater maneuverability in traffic; it is the 
mechanical equivalent of faster reflexes in human beings. 

The 1958 model can go 940 feet in 10 seconds on the basis of accelera- 
tion from 50 miles per hour. This is 9 percent farther than the 1949 
model. The effect of this improvement is to reduce the time that a 
driver must spend in the opposing traffic lane while passing another 


These substantial increases in performance and safety have been 
achieved without sacrificing fuel economy. In fact, the 1958 engine 
= 1.4 or 7 percent more miles per gallon at 30 miles per hour than 

id the 1949 engine. Even at 60 miles per hour, the 1958 engine gives 
better gasoline mileage than did the 1949 engine. 

These five pages are designed to show the improvement in the 
product which is not reflected in the price index. 

Senator Kerauver. What is the additional length of the 1958 
automobile? 

Mr. Yntema. I have it here, sir. 

It is 5 inches longer, 6 inches lower, 240 pounds heavier, 20 percent 
more glass area, and so on. 

That is all in the record. 

Exhibit 21 is the Ford car price index, the 1957 model year, by 
months, 

The scale at the left, you will notice, runs from 96 to 108 with No- 
vember 1956 as 100 ni the months during the model year in 1956 
and 1957 are indicated at the bottom. 

(Ford exhibit 21 follows :) 


Exureit 21 


FORD CAR PRICE INDEX 
1957- MODEL YEAR —BY MONTHS 
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This chart shows the monthly change in effective wholesale prices 
for the 1957-model Ford car from November 1956 (when final new- 
model prices were established) to the end of the model run in October 
1957. 

In January 1957 and again in September, destination charges were 
raised a few dollars to offset a portion of concurrent increases in rail 
freight rates and in truck haulaway rates. : 

In June 1957, average effective wholesale prices were reduced 
slightly through special seasonal saJes allowances to dealers. During 
the last month of the model year, prices were reduced by an average 
of nearly 5 percent as model closeout allowances were paid to dealers, 
as required under our franchise agreements. ; 

Senator Kerauver. What time did your new models come out in 
1957? In other words, does that decrease also reflect the fact that 
your new model had come out ? 

Mr. YnremA. The decrease does not reflect the new models at all, 
sir. This isthe 1957 model year only. 

November 7 is the introduction date, sir. The average effective 
wholesale price for the oe was 100.2 percent of the November 
1956 price—a difference of about $3 per car. 

Exhibit 22, Ford car price index compared with index of Ford 
Motor Co. labor rates and BLS wholesale price index for steel mill 
products. 

(Ford exhibit 22 follows :) 


ExHinit 22 


FORD CAR PRICE INDEX COMPARED WITH INDEX OF FORD MOTOR COMPANY 
LABOR RATES AND BLS WHOLESALE PRICE INDEX FOR STEEL MILL PRODUCTS 


—— 1956 = 100 1957- MODEL YEAR —8Y MONTHS 
10 


104 * STEEL MILL 
PRODUCT PRICES 


Tes FORD MOTOR COMPANY 
102 etm en/ AVERAGE HOURLY LABOR RATES 
errr 


Olt 
ie FORD CAR PRICES 





NOV 0EC JAN SCO FES)SCOMAR «=O APR SO MAY ~=«JUN JULSAUG»=S«SEP ~—sOGT 
1956 . 1957 


_ On this chart, we have compared the changes in the Ford car price 
index during the period from November 1956 to the end of the 1957- 
model year with changes during the same period in the company’s 
index of annual average hourly labor rates, and in the BLS whole- 
sale price index for steel mill products. 
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Our labor rates increased by 6.3 percent or about 19 cents per hour 
during this period. Steel prices rose by 7.8 percent or about $12 
per ton. Prices of many of our purchased parts also increased 

uring the period, as our vendors’ costs were affected by increases in 
prices of steel and other materials, and by labor rate increases. 

For example, the prices we pay for windshields rose about 6 per- 
cent during the latter part of the 1957 model year. Prices of ball and 
roller bearings were increased 5 percent, wheel prices went up 5 per- 
cent, and tire prices rose by an average of 3 percent. 

It is obvious that cost increases experienced during the 1957-model 
year were not matched by offsetting changes in our selling prices, 

Senator Kerauver. Mr. Yntema, you mentioned several items in- 
creasing in price. Did anything decrease in price during that time— 
lead, copper, zinc? 

Mr. deg Batteries, I think, went down during that period. 
Copper went down during that period, Mr. Chairman, but by and 
a our costs went up very substantially. 

here were some exceptions. 

Senator Kerauver. Rubber decreased ; didn’t it? 

Mr. Ynrema. Rubber decreased in price but tire prices rose by an 
average of about 3 percent. 

Senator Keravuver. All right, sir. 

Mr. Yntema. Exhibit 23 is the 1958 model price changes for the 
Ford car, Mercury, and Lincoln. 

The two columns show the percentage increase or decrease. The 
first column is the unadjusted change in the counterpart model and the 
second column is after adjustments are made for differences of equip- 
ment to get them on a comparable equipment basis, and there are 
listed, as you will see, first the Custom 300 4-door, 6-cylinder and 8- 
cylinder, then the Fairlane 4-door, 6-cylinder and 8-cylinder, the 
Fairlane 500 4-door, 6-cylinder and 8-cylinder, then the average Ford 
car, the average Mercury, and the average Lincoln. 

(Ford exhibit 23 follows:) 


EXHIBIT 23 
1958 model price changes Ford car, Mercury, and Lincoln 


Percentage increase or 
(decrease) 


After equip- 
ment adjust- 
ments 


Custom 300 4-door: 


8-cylinder 
Fairlane 500 4-door: 
6-cylinder 
Average Ford car 
Average Mercury 
Average Lincoln 








3) 
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Mr. Ynrema. When the time came to establish our 1958 model 
prices, the company once again had to resolve the conflicting pres- 
sures of increasing costs and a highly competitive market. Our prob- 
lem in setting 1958 model prices was further complicated by specific 
changes in competitive conditions. 

For example, our principal competitor brought out an all-new 1958 
model that was 9 inches longer and some 170 pounds heavier than 
the 1957 model of the same make. We could not ignore the possible 
implications of such a move on our sales outlook. 

After evaluating all of these factors, we established our 1958 Ford 
car prices at levels that average less than 214 percent over correspond- 
ing 1957 model prices. On several of our Ford car models, prices 
were actually reduced. 

If the 1958 prices are adjusted to reflect the approximate value of 
new standard Synizmnent such as dual headlights, larger engines, and 
grille guards, the 214 percent average price increase is reduced to 
1.2 percent—an average of $21 per car at wholesale. 

On the Mercury line, price increases averaged 2.5 percent on an 
unadjusted basis; after adjustment for equipment changes, there was 
an average reduction of 0.6 percent. Prices of Lincoln cars were 
raised by 4.1 percent (without considering the reduction of over 
$2,800 on the Continental Mark III); on a comparably equipped 
basis, the Lincoln increase averaged 0.7 percent. 

These pricing actions did not offset all of the cost increases already 
incurred in 1957, much less any further increases that may be incurred 
during 1958. This means that the company’s profits will be lower in 
1958 than in 1957, unless we are able to offset the unrecovered cost 
increases through higher volume, improved efficiency or both. 

Senator Kerauver. While you are at this point, in that first para- 
graph “Our present competitor brought out an all-new 1958 model 
which was 9 inches longer”—and so forth—we had testimony «bout 
how long it takes to prepare a new model. I understand you begin 
a year or two in advance. 

Mr. Yntema. It is longer than that, sir. We start 3 or 4 years in 
advance. I want to show that in the section dealing with that. 

Senator Keravver. What I am getting at is, How do you know 2 
years in advance what your competitor is going to bring out? 

Mr. Yntema. We do not. 

Senator Kerauver. How does it happen this year everybody has 
these double headlights? Was that planned 2 years ago? 

Mr. Ynrema. A good many of them had them last year, sir. This 
was not new this year. 

Some of the minor changes can be made within that period of time, 
but a whole new model changeover ordinarily ought to take 4 years 
and there is a lot of engineering that goes on 2 or 3 years before that, 
Pap pering research. 

will show that in some detail. 

Senator Kerauver. As I understand it, these increases on the left of 
this table are unadjusted and then on the right they are adjusted after 
you take into consideration making estimates for the cost of the double 
headlights and the grille and other things that you put in the car. 
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Mr. Yntema. The adjustment is made for the price that is charged, 
not for the cost. These adjustments are not on a cost basis, sir. ) 
go both ways, depending upon whether the equipment is added or not. 

Senator Keravuver. All right, sir. 

Mr. Ynrema. May I proceed with the next section, sir ? 

Senator Kerauver. Yes. 

Mr. Yntema, you are going into a new section, “Elasticity of de- 
mand,” and I think this might be a good time to ask any questions on 
the matter of the first part of your presentation and then we will take 
up the other part after lunch. 

Senator Dirksen, do you have any questions at this point ? 

Senator Dirxsen. I will withhold questions, but I want to ask 
Dr. Yntema this: 

I notice this volume from the Brookings Institution by Dr. Bell was 
written 18 years ago. You may want to puzzle a little over changes 
and modifications that have taken place since that time, and then 
testify a little as to how applicable and effective these figures might 
still be. I can well envision that there have been some really dramatic 
changes in the industry in one way and another, and those, of course, 
must be taken into account in evaluating a study of this kind. 

Mr. Ynrema. Thank you, sir. 

Senator Dirksen. So I thought you ought to be advised that this is 
an 18-year-old text from the Brookings Institution. 

Senator Keravuver. Yes; I tried to point out this was from 1919 to 
1939. 

Mr. Yntema. That is right. 

Senator Kreravver. But of course during those years there were big 
changes in automobiles, just like there have been in recent years. 

Mr. Ynrema. Not just like, sir. 

Senator Keravver. Senator Wiley. 

Senator Wizey. Not only in automobiles, but in the distinguished 
chairman, considerable changes have taken place in those 18 years. 

Caan Keravver. Senator Carroll, do you have any questions 
now ¢ 

Senator Carro.u. Not at this time, Mr. Chairman. 

Senator Kreravuver. Very well, we will stand in recess until 2 o’clock. 

(Whereupon, at 12:05 p. m., the committee was recessed, to recon- 
vene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Kerrauver. The committee will come to order. Mr. 
Yntema, you have before you the book by Dr. Bell in connection with 
productivity rate of increase, but I will ask you to defer discussin 
that until Senator Dirksen can be here, because I know he is intereste 
init. So will you proceed with your presentation ? 

Mr. Yntema. IV. Elasticity of demand. 

I should like to turn from the specifics of Ford Motor Co.’s prices 
and costs to the elasticity of demand for automobiles; that is, the 
responsiveness of volume to price, or the ratio of the percentage change 
in units sold to the percentage change in price. 

The elasticity of demand for automobiles is necessarily involved in 
Mr. Reuther’s proposal that each manufacturer reduce prices by $100 
a car. 
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The proposal was first publicized last August and later was referred 
to in your letter of November 7 to Mr. Ford inviting us to appear 
before the subcommittee. 


The effect of rising costs and prices on the market for automobiles 
is of deep concern to us. 

I have heard this worry expressed again and again by our chairman, 
our president, and other members of our board of directors. We must 
compete for the consumer’s dollar, not only with other automobile 
builders but with the housing industry, the home-appliance industry, 
the clothing industry, and all other lines of business serving the con- 
sumer. We want a big, growing market for our products; we must 
have such a market to remain efficient, profitable, and healthy. 

Our objective is to make the kind of cars the public wants to buy, 
to produce them at the lowest possible cost, and to sell them at the 
lowest price that will yield reasonable profits commensurate with the 
risks inherent in this business. 

Mr. Reuther argues that a $100 reduction in price would not cost 
the manufacturers anything, because it would increase volume sufli- 
ciently to compensate them for the reduction in price. 

Our appraisal of Mr. Reuther’s proposal is that it was nothing more 
than an effort to divert attention from his own highly inflationary 
demands—about which I shall say more later. 

But accepting his oe at face value, let us examine it on its 
merits. In doing so, let us bear in mind that the proposed reduction 
would apply across the board, and would not be limited to any one 
car line, and that it would be permanent, not temporary, in nature. 

Mr. Reuther assets that in such a reduction “there would be little 
risk” for the automobile manufacturers. 

Mr. Reuther’s proposed price cut of $100 per vehicle would wipe 
out, we estimate, about half our 1957 car and truck profits, assuming 
no increase in volume. If the proposed price reduction would have 
such an effect on Ford Motor Co.’s profits, what effect would it have 
on the profits of our smaller competitors? 

But Mr. Reuther asserts that this loss of profits would be largely 
offset by gains from our company’s share of a 1-million-car increase in 
industry sales. What is the basis of this assertion? It is a statement 
by Mr. Carl E. Fribley, then head of the National Automobile Dealers 
Association, to the effect that if there had been no price increase on 1957 
models, a million more units would have been sold. From this, Mr. 
Reuther has derived his assumption that a $100 reduction in car prices, 
about 4 percent, would have increased sales by 16 percent. This would 
indicate an elasticity of demand of —4. 

Mr. Fribley was, I am sure, voicing his honest opinion. But unless 
his opinion was based on objective analysis, it is likely to have been 
biased by his special interests. There is in the record no indication of 
how Mr. Fribley arrived at his conclusion, or to what extent, if at all, 
his opinion was shared by others. 

Mr. Fribley’s opinion is at odds with the serious, scholarly attempts 
to measure the elasticity of demand for automobiles. 

These studies indicate a much smaller increase in units sold in re- 
sponse to a price reduction. ‘They show that the elasticity of demand 
for new cars produced by the industry probably is in the —0.5 to —1.5 

22805—58—pt. 6——36 
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range—that is, only about 12 to 40 percent as large as Mr. Reuther’s 
interpretation of the Fribley guess. 

I do not profess to know just what the elasticity of demand for auto- 
mobiles is. But in the light of the findings of those who have inade 
the studies, and in the light of everything else we know about the 
character of the demand for automobiles, Mr. Reuther’s assertions do 
not make sense. 

The elasticity of demand for automobiles can have many different 
meanings, depending on the frame of reference. In this discussion, 
it refers to the responsiveness of sales to a permanent price change 
made by all manufacturers. 

The relative response of sales to a temporary price cut may be 
greater than if the cut is permanent, or it may be less, depending on 
the circumstances. 

But as I have said, in the problem before us, we are concerned not 
with a price cut over a few months or over a single year, but with one 
that is permanent and across the board. 

To say, as Mr. Reuther does, that there would be little risk involved 
in a permanent $100 price reduction, is ridiculous on its face. There 
would be little risk to Mr. Reuther and Mr. Fribley—until they felt 
the depressing effects of low profits on technical progress and produc- 
tivity. The reduction in profits probably would equal, if not exceed, 
the amounts now being spent by the manufacturers for engineering 
and research. 

The manufacture and sale of automotive products has been, and will 
continue to be, a great, expanding business. 

Its growth has been rooted in a large and growing population, with 
high and rising income per capita. These factors have made possible 
the large-scale production necessary for low costs and low prices. 
Moreover, the automobile companies have moved aggressively to im- 
prove their products and to increase the real value of their products 
to customers. 

Finally, they have priced their products so as to reach the mass 
market and still, when possible, obtain returns for stockholders appro- 
priate in view of the risks involved and the superior achievements of 
management in the successful firms. 

The effectiveness of the automobile companies in serving the public 
is attested by the fact that, as incomes have risen, consumers have spent 
an increasing proportion of their income on automotive products. 

Senator Kerauver. Mr. Yntema, turn back to the preceding page 
where you discuss Mr. Carl E. Fribley’s statement. At the time Mr. 
Fribley made his statement that a $100 reduction in cars would in- 
crease the sale by 1 million cars or 16 percent, he was the head of the 
National Automobile Dealers Association ? 

Mr. Ynrema. That is correct, sir. 

Senator Kerauver. Would you not think in that position that he 
would have a very good feel of the industry, a very good idea of sales 
possibilities ? 

Mr. Yntrma. No, sir. 

Senator Kerauver. You would not think so? 

Mr. Ynrema. We found generally that our dealers are not particu- 
larly well informed in judgments of this kind, and that by and large 
our own analyses are more reliable than the opinion that we get from 
the casual observation of a dealer. 
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Senator Keravuver. To a layman like me, it would seem that the 
head of the association of the people who sell cars would be capable 
of a pretty good estimate. 

Mr. Ynrtema. I do not think these things can be estimated that way, 
Mr. Chairman. I would rather take—it is somewhat uncertain and 
scholars will tell you this, who have studied the data most carefully, 
that the results are somewhat uncertain, 

Senator Keravver. I notice in the third paragraph you refer to 
“scholarly attempts.” 

Mr. Yntema. That is right. 

Senator Keravuver. And Mr. Fribley’s opinion is at odds with serious 
scholarly attempts. 

Mr. Yntrema. That is right. 

Senator Keravver. So you prefer the serious scholarly attempts to 
measure the elasticity of demand ? 

Mr. Yntema. Yes; I would in this case. 

eee Keravuver. What serious scholarly people are you refer- 
ring to 

Mr. Ynrema. There are four. 

Mr. Keravver. I have a memorandum prepared by the staff refer- 
ring to some serious scholars, including & & Chow, Marc Nerlove, 
L. J. Atkinson, and Roos von Szeliski. 

Mr. Yntema. I would include with those Suits and De Janosi. 

Senator Kerravuver. The consensus of opinion of Nerlove, Chow, 
Roos and von Szeliski, and Atkinson is that, given a 1 percent decrease 
in income in 1958, which is conservative, a 1.6 percent increase in the 
number of households—that is the population increase—that a 4 per- 
cent increase would have reduced the demand for cars by 500,000. 


Is that about right 
Mr. Yntema. Are you saying if these other things are also causal 
factors ? 


Senator Keravver. They are factors in our economy, that we have 
a 1.6 percent increase in the number of households in the growth of 
population. You cannot ignore that. And a 1 percent decrease in 
income, which is conservative. 

Mr. Yntema. Certainly, but when—— 

Senator Kerauver. And we estimate a 4 percent increase in the 
price of automobiles from 1957 to 1958; against that background they 
estimate that a 4 percent increase would decrease the market for 
automobiles by half a million cars, 500,000. Their estimate was, 
rather, I inform you, that this would bring down the 1958 level to 
approximately 5.3 millions. This compares with 5.8 million in 1957 
and 1956, and 7 million in 1955. 

Mr. Yntema. Mr. Chairman, I do not have the formula before me, 
but there are three factors that change in that, and I would be glad 
to compute for you if we keep those other two factors constant what 
the effect of the third would be. 

Senator Kerauver. Suppose we make this memorandum setting 
forth their analysis a part of the record and then you can discuss 
the factors. 

(The memo referred to may be found in the Appendix on page 
2675. 

My Yntema. I think at this point we ought to make clear even with- 
out the study it is apparent that 3 factors are changing, and the 
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consequences referred to in your remarks is a consequence of 3 factors 
= “4 of 1, and I am discussing the effect of 1 factor and not the 
other 2. 

Senator Keravuver. But when you set your price, you cannot ignore 
the other factors. 

Mr. Yntema. No, but this is a question of cause and effect. We do 
not have control over the changing number of households and other 
factors in the economy. 

Senator Keravuver. I know, but you know what the average is, 
what the trend is, and it has been well projected. 

_ Mr. Ynrema. I think we are addressing ourselves to different ques- 
tions. 

I am discussing merely on the assumption other things stay constant 
what is the estimate of the effect of a change in price upon the number 
of automobiles which will be sold. I am not discussing a change in 
population or a war or inflation or depression or anything else. 

enator Krrauver. But Dr. Yntema, you are discussing it on the 
basis that income remains the same and the number of people remains 
the same. 

Mr. Yntema. That is correct. 

Senator Kerauver. And the customers remain the same. But we 
know that the number of people is increasing by 1.6 percent which is 
a factor you cannot ignore. e income this year appears to be goin 
down at least 1 percent, so assuming those factors, do you argue with 
the conclusions reached by these scholarly people that you referred to? 

Mr. Yntema. May I state the conclusion? I would say the result 
is due to the combined effect of three factors, only one of which is 
price. 

Senator Kerauver. Do you not think you should take into consider- 
ation the increasing income? 

_ Mr. Yntema. Yes; we should. We should find out what its effect 









































































































Senator Keravver. I mean, the increasing population and the de- 
creasing income. 

Mr. Yntrema. We should find out what the effect of each one of 
those is separately. If we want to attribute the effect to the cause, we 
certainly do not want to attribute the total effect to one cause. 

Senator Krerauver. They estimate on those bases that the number 
of cars would be down, given a 4 percent price increase, by 500,000. 
The present buying of cars indicates that they underestimated it. 

Mr. YNTeMa. Mr. Chairman, I am talking about the elasticity of 
demand. I am not talking about the total history of our time. 

Senator Keravver. I understand what you are talking about, but I 
want you to understand what we are talking about. 

Mr. Yntema. I do, but I say we should not attribute the total his- 
tory of our time to a change in the price of cars. 

Senator Keravver. I am just trying to take into consideration all 
three of the criteria and you are taking into consideration only one. 

Mr. Ynrema. It is a different question to which we are respectively 
addressing ourselves. 

Senator Kerauver. Very well, sir. 

Mr. Cuumeris. Mr. Chairman, at this point, you are going to get 
to these other two factors at a later part in your discussion. 
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Mr. Ynrema. I want to show what happens in this next chart, 
exhibit 24, which is income change. 

Senator Kerauver. Mr. Chumbris wanted to know if you were 
going to get to the question of a decrease in the income of at least 1 
percent and for the population, that is the number of customers who 
are potential buyers, an increase of at least 1.6 percent. 

r. YnremMA. Mr. Chairman, I do not happen to have that infor- 
mation with me. I will be very glad to work it out and submit it. 

Senator Kreravuver. Will you submit it in connection with a memo- 
randum which does consider those two items? 

Mr. Ynrema. Yes; I would be very pleased to. 

Senator Kerauver. Very well. 

(The information referred to may be found in the appendix on 


p. are) 
Mr. Ynrema. Exhibit 24. 
(Ford exhibit 24 follows :) 


ExuHIBIr 24 


CONSUMER EXPENDITURES FOR PASSENGER CARS AND PARTS 
AS A PERCENTAGE OF DISPOSABLE PERSONAL INCOME 
PERCENT 1929— 1957 
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SOURCE: DEPARTMENT OF COMMERCE (est) 


Mr. Ynrema. Exhibit 24 shows consumer expenditures for passen- 
ger cars and parts as a percentage of disposable personal income, 1929- 
57. This is shown through the years to 1942, and then with a gap in 
the war years, and 1946 through 1957 for passenger cars only and 
passenger cars and parts. 

Senator Kerauver. You said exhibit 24 shows consumer expendi- 
tures and parts as a percentage of disposable personal income. 

Mr. Ynrema. Yes, sir. 

Senator Krerauver. It appears in 1955 that the percentage of ex- 
penditures for passenger cars as a part of the disposable personal 
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ae went up, came down in 1956, and started back up again in 


Mr. Ynrema. That is right. 

Senator Keravuver. I suppose the record would now show that it 
has turned down again, would it not ? 

Mr. Yntema. We do not havea record for 1958, sir. 

Senator Keravver. I mean if the chart were projected. 

Mr. Yntema. I am not at all sure what it would show. 

Senator Keravver. The interesting part of these two charts is that 
they show whereas people used to spend about 2 to 3 percent of their 
income on cars, it is now between a little more than 4 and 514 percent. 

Mr. Yntema. That is right. 

Exhibit 24 shows consumer expenditures for passenger cars and 
parts as a percentage of disposable personal income, 1929-57. In 1946, 
we emerged from the war with a shortage of automobiles. It is not 
surprising that in the immediate postwar years consumers should 
have increased their expenditures on automobiles. The surprising 
phenomenon is that after the return of the buyers’ market in 1954, 
the trend of expenditures on automobiles continued up. 

This means that consumers think well enough of the values offered 
them in automobiles to increase the proportion of their expenditures 
on our products. 

Section 5: Administered Prices: The term “administered price” 
has been used before this subcommittee to mean a price that does not 
change frequently. In this sense, most retail and wholesale prices 
are administered ; they do not change from transaction to transaction. 
In most lines of business, prices are administered because any other 


method of pricing would be inefficient, wasteful, and often virtually 
impossible. 
or everything you buy at retail has an administered price— 
0 


most food, clothing, furniture, drugs, sporting goods, books, toys—al- 
most everything except the automobile. 

At wholesale, most items, too, have an administered price except 
those that can be bought and sold by specification and for which there 
are large numbers of sellers and buyers trading in the same market. 
In general, the testimony has shown that administered prices are 
necessary and desirable in our economy. 

Incidentally, it should be noted that wages are administered prices 
because they do not change from hour to hour or day to day. The 
mere fact that in this sense wages are administered should not be inter- 
preted as carrying any critical or sinister connotation, just as the mere 
fact that product prices are administered should not be interpreted to 
carry any critical or sinister connotation in regard to them. 

In the sale of automobiles by the manufacturer to the dealer, it is 
inconceivable that prices should change from transaction to transac- 
tion. Ifeach transaction were a separate deal, individually negotiated, 
the additional cost to the manufacturer and the dealer would raise the 
price of the car to the customer substantially. 

I suspect too that the manufacturer might run afoul of the Robinson- 
Patman Act. Car auctions conducted by the manufacturers, likewise, 
would be out of the question, because they would not provide cars with 
the specifications required by dealers for their customers. They would 
be objectionable, further, on the grounds of extra ‘expense, risk, and 
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uncertainty to both dealers and manufacturers. The wholesale price 
from manufacturer to dealer has to be an administered price. 

Effective wholesale prices of passenger cars, however, change more 
frequently than is generally realized. Sales contests, allowances, and 
incentives of various kinds offered to dealers by manufacturers are 
common practice in the industry, especially in the latter part of the 
model year, and result in substantial changes in effective wholesale 

rice. 
F Senator Krerauver. Do you mind being interrupted at that point? 

Mr. Yntema. No, sir. 

Senator Kerauver. You say that administered prices are usually 
referred to as those where prices do not change frequently. That is 
true but more frequently administered prices are referred to as being 

rices fixed rigidly by the management of industry rather than —s 
oa to any consideration of the prices reacting to the law of supply an 
demand. 

Are Ford Motor prices arrived at by the management of the Ford 
Co.—I assume they are—and held constant for a considerable period 
of time? 

Mr. Ynrema. Mr. Chairman, may I take exception to the first part 
of your statement as an economist. 

I would not agree with that definition of administered prices. 

Now if you are asking me a question of fact in the second part of 
the statement, do our prices remain constant for a considerable period 
of time, the answer is yes. 

Senator Keravuver. Well, sir, who does fix the prices of the Ford 
lines ¢ 

Mr. Ynrema. We do not “fix the prices.” We arrive at a price. 
I want to make sure this is—— 

Senator Keravver. I do not mean to use the word in that meaning. 
Who sets them, who arrives at them ? 

Mr. Yntema. Mr. Chairman, I suppose there are at least a thousand 
people who work on this problem. 

Senator Kerauver. I know, but 

Mr. Yntema. May I explain the process ? 

The problem is studied with great care very extensively in the 
division that sells the product. There is an enormous amount of 
study of what other corporations are charging. 

There is a great deal of detail, a great deal of talk back and forth 
among our people. 

Finally, the presentation is sent to the central staffs. It is reviewed 
by each one of the central staffs and after that, at an executive com- 
mittee meeting, the final decision is made as to what is done, and there 
happen to be 10 members of the executive committee, but there are 
literally, I would say, probably at least a thousand people who would 
work on this problem before a decision is made. 

Senator Kerauver. And then finally it reaches the 10 people on the 
board of directors? 

Mr. Ynrema. The executive committee finally makes the decision, 
yes, sir. 

Senator Keravver. And this is usually done after General Motors 
makes its price decision ? 

Mr. Yntema. No, not necessarily. 
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Senator Kerauver. How many times have you led in prices? 

Mr. Ynrema. Mr. Secrest reminds me that 5 out of the last 9 times 
we have introduced first and priced first. 

Senator O’Manonry. What are the factors, the specific factors, 
that are taken into consideration in making the price? 

Mr. Ynrema. Would you like to have me finish this and come back 
because I am going to discuss that here, or would you like to have 
me do it now? 

Senator O’Manoney. At your convenience I would like to have 
your definition of the difference, if there is any, between administered 
prices and competitive prices, and then the factors which you take 
into consideration in determining what the price is to be. Do it at 
your convenience. 

Mr. Ynrema. Thank you, sir. 

Senator O’Manoney. Thank you. 

Senator Kerauver. Very well, do you want to finish this section? 

Mr. Ynrema. Yes, may I and then come to that? 

As I have suggested, one of the largest and most notable exceptions 
to “administered,” or infrequently changing, prices is found in 
the retailing of automobiles. 

There are few commodities in which bargaining over price by buyer 
and seller play so large a role as in the retail deal for an automobile. 

Such bargaining occurs because of the size and importance of the 
transaction to the buyer, the uncertain value of his old car to be 
traded in, and the enormous variety of specifications in which the auto- 
mobile is offered for sale. 

In reality, the dealer gives a great deal of administrative attention 
to this bargaining process. The price is very much administered in 
the real sense of the word, but the result, paradoxically, is not an ad- 
ministered price in the sense the word has been used before this sub- 
committee. 

In previous testimony, attention was called to the range of discre- 
tion that a seller may have in establishing a price. In the case of an 
automobile manufacturer, the range of discretion in setting prices on 
a car line issmall. We have not found it possible to price much above 
the most nearly comparable models of competition; to do so would 
entail heavy loss of sales volume. We have found it impossible to 
price substantially below competition and still make a reasonable 
profit for our shareholders. 

In fact, we find that in some situations we may have to price car lines 
below cost if we are to stay in business at all. 

As a general rule, the range of discretion open to a manufacturer in 
pricing a car line is very much less than the $100 Mr. Reuther talks 
about. One important exception should be noted; in the years im- 
mediately after the war, when there was a shortage of automobiles, 
most manufacturers of automobiles charged substantially less than 
they could have charged in view of the demand and supply situation. 

Mr. Reuther has charged that prices in the automobile industry are 
“rigged.” The only price I know of in the automobile industry that 
might be called “rigged” is the price of labor—wages and fringe bene- 
fits, rigged by the monopoly power exercised by Mr. Reuther. 
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There is no collusion or discussion among companies in arriving at 
automobile prices. Prices in our company are not set on a simple 
cost-plus-profit such as Mr. Reuther describes. 

Sometimes they are on a cost-minus-loss basis because we cannot 
otherwise sell our product in substantial volume. We naturally do 
try though often unsuccessfully, to cover the increases in cost that we 
cannot offset through increased efficiency and, of course, we watch and 
try to anticipate what competition will do—in the effort to offer a 
better deal to the customer in price and product. 

What is not generally understood is the fact that price competition 
has more than one dimension. Since the products are not identical, 
we in the automotive industry compete just as truly by offering more 
for about the same money as we do by offering a lower price. 

Let me illustrate what I mean. 

Suppose eggs were 65 cents a dozen and someone comes along and 
offers a baker’s dozen for 65 cents. 

It is still 65 cents but it is a bigger dozen, and that is the kind of 
thing that happens in the automobile industry. There are price 
changes and also there is a bigger and more valuable product offered 
for ie same price. 

The concept of uniform or identical prices is inapplicable and 
meaningless in regard to automobiles because the products of manu- 
facturers differ in specification, styling, and performance. 

Prices can be compared only if allowance is made for such differ- 
ences. But the allowance for such differences is subjective, varying 
from person to person. Some persons buy Fords, some buy Chev- 
rolets, some buy Plymouths—each one, I am sure, convinced he is 
getting the best buy. Because products are not identical, and because 

uyers are highly price conscious, as well as product conscious, there 
is always a strong incentive for a manufacturer to keep his prices low 
enough to take business away from competitors. 

In summary, I would say that the term “administered price” is not 
very helpful in public discussions because its meaning is not clear cut 
and its connotations are misleading. 

It is easy to jump from administered to rigged, for example. 

In technical economic analysis, the term is not very useful because 
it lacks precision. I would suggest dropping the phrase “adminis- 
tered price” and using words that describe as simply and objectively 
as possible exactly what we mean. 

Senator Keravuver. At that point, Senator O’Mahoney had some 
questions. 

Mr. Ynrema. You asked for the difference between an administered 
price and a competitive price. 

Senator O’Manoney. As you see it; yes. 

Mr. Ynrema. First of all, I think we ought to clear up the matter 
of semantics. 

Senator O’Manoney. That is what I am trying to do. 

Mr. Ynrema. Let’s talk about competition first, if I may, because 
a that is our general frame of reference here that we are inter- 

in. 

Now the economists have an abstract construction which they call 
sometimes pure competition and sometimes perfect competition. 
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Now that assumes there is neither cost of communication nor cost 
of transportation. It assumes that the products are identical and 
that there is perfect knowledge. 

Well, the world is not like that. It cannot be like that. And so 
ee? world of the economist does not find a counterpart in 
reality. 

New what is competition practically ? 

It seems to me that competition practically exists when the com- 
petitors, when each competitor is trying to take business away from 
the other fellow by offering a better value to the customer, and the 
better value may be in terms of trying to shade the price a little bit or 
in terms offering a better product, and of course there is a lot of 
persuasion that goes along with it, but basically it seems to me that 
competition is trying to get business for yourself, trying to sell more 
of something by offering the best value if you can or persuading the 
customer to buy from you rather than from somebody else. 

And under a competition situation the prices are bound to be more 
or less close together for the same kind of value. It is just as inevitable 
as night and day. 

Now the term “administered price” frankly, Senator, I do not like 
to use because it is so easy to go from “administered” to “rigged.” 

I suppose there are many different meanings to this term 
“administered.” 

Frequently in the discussion here it was used in the sense of a price 
that did not change very often, it stayed constant for a long period of 
time. I would rather say that is a price that does not change very 
often, and just use colorless words to describe that so we do not get 
emotional content mixed up with fact. 

I would just drop the word “administered” out of the vocabulary. 

If you want a highly technical definition for economics, then I 
would say one of the factors that is important to look at in some cir- 
cumstances is the partial elasticity of demand for the sale of the 
product of the particular firm. 

That is not useful publicity, but I think it is a useful concept for 
economic analysis. 

I know that takes care of the first question of my concept of what 
I would call competition. I think it is inevitable in the world as we 
have it because it costs a great deal to change prices, and you cannot 
negotiate, you do not want to negotiate in a drugstore every time you 
want to buy a tube of toothpaste. 

That would be a very wasteful way to do it, so what we we do is find 
> price that is established and you go in and buy it or you do not 

uy it. 

Or some other store may have the price a couple cents lower and 
maybe you will go there, but that is not perfect in the abstract sense 
of economics. 

That is not a pure or perfect competitive situation but it is a neces- 
sary situation and a characteristic situation. 

Now what factors do we take into account in pricing ? 

Well, I have studied economics and I have sat in the middle of this 
pricing process and I tell you it is very hard to describe. 
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It is almost as hard to describe as the process by which a man 
chooses a wife. It is very difficult to explain what goes on in the 
minds of men. But what are some of the things that you look at? 

One of the things that you take into account before you establish 
a price—I wish you could sit with me when we see these things to see 
what happens—one of the things you take into account is what the 
prices of all your competitive products are. 

What is General Motors charging for each item all the way across 
the board, and there are literally hundreds of items because of all the 
accessories and so on and hundreds of combinations. 

You see what Chrysler is charging. And then what you do is to 
look also at what has happened to your costs. 

What happened last year ? 

How much higher are your wage rates? 

How much are the costs of material. As I show later on, in our own 

articular company we do not have a simple cost-plus formula. We 
S not have any simple way in which you go just from cost to price. 

We have to look at our competitive situation. Ordinarily what we 
find is this: We have very little leeway. If we would reduce the 
price very substantially to meet competition we could not make a 
respectable profit. 

Senator O’Manonery. Do you have a goal of a certain profit on in- 
vested capital or net worth ? 

Mr. Yntema. We are not in the fortunate position—we would like 
to do better than we are doing, but I want to show you later on 

Senator O’Manonery. The reason I ask you that question is because 
Mr. Curtice 

Mr. Yntema. I understand that, sir. 

Senator O’Manonery. Testifying here, he said very plainly that 
the objective of General Motors is to earn 15 to 20 percent on net 
worth. Is that your concept of it? 

Mr. Ynrema. No; we do not have a goal of that kind. We just 
like to do better than we are doing. I mean the objective judgment 
in the market place is we ought to do better than we are doing. We 
are just interested in proving ourselves. 

Sometimes we have to price at a loss. We cannot help ourselves. 
It is the only way we can sell our product. 

Sometimes we get more than 15 percent. It just depends upon 
the competitive situation. I mean we do not just have costs and add 
a profit margin and arrive at a price. We are in this tough, rough 
business of trying to get business from General Motors and Chrysler, 
and they are trying to get it from us. 

Senator O’Manoney. Isn’t it a fact that all three of you manufac- 
ture cars of different character and size, but in roughly the same price 
fields? You have a group of cars which will fit into these different 
areas just as Chrysler does, just as General Motors does, do you not? 

Mr. Ynrema. To some extent that is inevitable. 

Senator O’Manoney. This is not being critical, you understand. 

Mr. Yntema. I know that. I mean the answer is yes; they all fall 
within somewhat the same price range. 

General Motors has more cars above the Chevrolet than we do. 
They have a higher representation, a larger share of that market. 
This will vary from firm to firm. 
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I mean our ambition here is to do better. We do not think we are 
doing well enough. 

Senator O’Manonery. Is there any element of change in your price 
upward in any particular class to meet or to be in the same bracket 
as the high-priced car? 

Mr. Yntrema. I am sorry, I do not understand the question. 

Senator O’Manonry. Let me put it this way: You have a car which 
is meant to meet the low-priced field. You have a car that, let us 
say, competes with Chevrolet, and Chrysler has a car that competes 
with Chevrolet. The competition is not particularly in price, is it? 

Is that right? 

Mr. Ynrema. I think in price there are two dimensions. 

May I explain what has been happening, because I think this is 
very important to understand. 

We have found that we have had to offer a better and a more costly 
car in order to get customers. There isa very interesting phenomenon 
that is going on in this country. The average real iicomes of people 
is rising. If we tried to sell the car at the cost level and the quality 
level we were making 10 years ago, we would not have a chance. The 
low-priced cars are getting bigger. 

I mean the bulk line cars are getting bigger and they are pressing 
closer and closer and closer on the medium-priced and the highest- 
priced cars. There is much less difference between a Chevrolet and 
a Cadillac, much less difference between a Ford and the Lincoln than 
there used to be. 

Now this may have some profound changes for the future. 

Maybe this is one of the facts of life. 

The bulk income is rising and the car we have to make to sell the 

ple in volume is getting to be a bigger car. That is none of my 
oing. That is the way itis. That raises some very important prob- 
lems for us. 
nee O’Manoney. Have you anything to say about price leader- 
ship ? 

Mr. Yntema. Nothing in particular. 

Sometimes we announce our prices first, sometimes they. I think 
that we behave just the way you would if you were in our place. 

Senator O’Manonry. How would I behave, sir? 

Mr. Yntema. The way I am trying to describe, Senator O’Mahoney. 
I think it is hard to explain the mental processes through which you 
go. It is not so hard to explain the factors you take into account. 
And the objective is very clear. We want more business, but at the 
same time we want to make a profit and I will discuss this later on, 
which by the whole judgment of the market is adequate so that we 
will qualify as a good healthy concern. 

Senator O’Manoney. May I ask you this question and I will not 
interrupt you any longer. Is it your opinion that the modern cars 
have been growing longer and wider and with higher tailfins be- 
cause the public wants it that way ? 

Mr. Ynrema. Let me put it this way: I think that you will find 
different opinions in the public. There are some people in the public 
who would not like to have that happen. 

The majority do as far as we can tell. We would not make our 
cars bigger, wider, more powerful unless we thought we had to do it 
to sell them. 
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Senator O’Manoney. You would not do it unless you thought you 
had to do it to sell them ? 

Mr. Yntrema. Yes, sir. 

Senator O’Manoney. And people want to have a car so long that 
they will have to build a new garage to put it in? 

Mr. Yntema. Apparently. 

Senator O’Manoney. Thank you, Mr. Chairman. 

Senator Kerauver. Mr. Yntema, to get the matter down to specifics, 
I want to ask counsel to give you volume 3 of the hearing, page 1068. 

I think there is no question about the sources—the Automotive 
News and automobile industries annual statistical issue. This sets 
forth the comparative list of prices at the factory of various cars of 
General Motors and various cars of Chrysler and Ford in 1955, 1956, 
1957, and 1958. 

For instance, a Chevrolet Del Ray 6 in 1955 was $1,728, the Ford 
Custom is $1,753. Then we move on to 1956, Chevrolet was $1,835, 
Ford Custom $1,845. In 1957, the Chevrolet Del Ray was $2,048, Ford 
Custom, $2,042. In 1958 Chevrolet Del Ray was $2,055, Ford Custom 
was $2,009. Then you go on down and take any of the comparable 
models. Let’s take the Chevrolet Bel-Air 8. In 1955 it was $2,031 
while the Plymouth Belvedere was $2,057. Then the Ford Fairlane 
in 1957 was $2,433 and the Chevrolet Bel-Air $2,390. In 1958 the 
Bel-Air is $2,547, the Ford.Fairlane $2,562, and so forth on down. 

Those prices are substantially the same, in some cases $1 or $2 dif- 
ference, in some cases $30 or $40 difference, but they are substantially 
the same. 

How do you account for that ? 

Mr. Ynrema. I think that is a perfectly natural phenomenon. 

Sometimes these products are not very much different in the eyes 
of the consumer. It is true one car is pitched against another to some 
extent—more, probably, than really exists, but it seems to me it is 
entirely a natural phenomenon. 

These do not stay identical. Even if they were identical right 
across the board the products vary so much from year to year. 

Sometimes one manufacturer seems to have a car that meets the 
favor of the public more than the others and it may be reversed the 
next time. I do not see anything at all that is open to any question 
or suspicion in this. 

Senator Kerauver. The prices are substantially alike but the record 
before us shows that the costs are quite different, that your costs are 
different from General Motors and General Motors’ costs are different 
from Chrysler’s. 

Mr. Yntema. May I speak to that as an economist. That is the 
essence of competition, that is costs do not determine the price auto- 
matically. 

The fact that the prices are alike is evidence of competition, that 
they do not stay in the same relationship to costs. 

I mean if all of us could just take our costs and add X percent and 
say that is the price, that would be certainly a noncompetitive situa- 
tion. The fact that the prices are close together for somewhat similar 
product when the costs are not the same is if anything the very best 
evidence of competition you could have. 

I mean I would agree with your facts but draw a completely differ- 
ent conclusion. 
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Senator Keravuver. You mean that you think when prices are pretty 
much the same, that is evidence of competition ? 

Mr. Ynrema. I would say that when prices are pretty much the 
same for the same kind of product, that is a necessary condition to 
competition. I do not say it proves competition but I say that is a 
necessary condition of competition, that the prices have to be pretty 
much the same. 

I do not say it proves it but it would be inconceivable that you would 
have much competition and have prices very much different for the 
same kind of product. 

Senator Keravuver. The thing here is that prices have been going up 
about the same percentage with each of your companies during 1955, 
1956, 1957, and 1958. 

Mr. Yntema. That is exactly what you would expect. 

Senator Keravver. Is that competition? The question is, Why did 
you not stay at one of these prices and get more of the business ? 

Mr. Yntema. That is the kind of problem that you always face. 

Our costs are probably subject to the same kind of influence. I can- 
not speak for Chrysler and I cannot speak for General Motors. They 
have to employ workers and their wage rates behave somewhat the 
same as ours. 

They have to buy from suppliers whose prices I would suppose 
behave somewhat the same as ours. 

So from year to year they are subject to the same kind of cost changes 
as we are. Their absolute cost factors may be quite different and they 
certainly are from car line to car line as you well know. 

Senator Keravuver. There is one difference. General Motors aver- 


aged in the last 10 years 24.5 percent profit after taxes. Your average 
seems to be only 15.5. 

Mr. Yntema. That is correct, sir. That is why I say we are in this 
to do better, and the fact that the profits are different is some evidence 
of competition. 

If the profits are all the same, I would certainly be suspicious. I 
mean if we all could ree prices for the same product and 


get away with it, it would 
not any competition. 

Senator Keravuver. Do you believe in raising prices to meet competi- 
tion ? 

Mr. Ynrema. Raising prices? 

I think that sometimes is done. It certainly is done in competitive 
markets. Let me cite a case in point. 

Senator Keravver. It has been done here 4 years in a row. 

Mr. Yntema. Not to meet competition. 

Let me point this out. Suppose that you had let’s say a thousand 
bushels of wheat and the price of wheat went up 20 cents. 

You mean you would not sell the wheat 20 cents higher ? 

You would raise your price to meet competition. 

Of course if the competitive price is up it is a perfectly natural 
thing to do. 

Senator Keravuver. If you wanted to get more of the business, you 
might keep your price a little lower. 

Mr. Ynrema. That is a real question that you have to always keep 
in mind. There are these constant conflicts between the pressure of 
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increasing costs that we have been subject to and the question of shad- 
ing the price. 

here is always an incentive to shade it a little bit here, shade it 
a little bit there. There are tremendous internal pressures in a busi- 
ness to keep your prices down, and what we are interested in is 
getting more of the business, but we are also interested at the same 
time in making a fair profit. 

As I say, 1 want to show you later on that the market says our 
profit is not high enough. 

Senator Kerauver. I read most of the biography of Mr. Henry 
Ford and I found time after time when he was losing what he thought 
was too much of the market, in order to keep the model T or the 
model A or the V-8 the leader in the market, Mr. Ford would lower 
prices. Is that the philosophy of Ford at the present time? 

Mr. Yntema. Mr. Chairman, I have a chart that bears precisely 
on that. Could I answer that when I come to it because there is a 
chart that I think quite dramatically deals with that, and I would 
like to show you what happened to Mr. Ford and his philosophy. 

Senator Krerauver. You mean you disagree with his philosophy ? 

Mr. Yntema. I would say that if it is possible to achieve the kind— 
incidentally, before long I hope you will give me a chance to comment 
on the book you showed me before lunch, because it has a bearing on 
this very point. If it is possible to achieve great reductions in cost 
as Mr. Ford did achieve during the twenties, you would expect the 
price to come down. 

I would be very happy at this time, since Senator Dirksen is here, 
to respond to your question about the book because it does have a 
bearing directly on what we are talking about. 

Senator Kerauver. Any time you want to respond to it. 

Mr. Yntrema. Thank you. If I may, I would like to do it now. I 
would like if I might, Mr. Chairman, to put certain items from the 
book in the record. In the short time I had during lunch I could 
not of course read the whole book. I will identify the book. 

Senator Kerauver. How long are the items? 

Mr. Yntema. Very brief, sir. 

Senator Krerauver. Very well, you mark them and we will make 
them a part of the record. 

Mr. Ynrema. May I comment on them, sir? The book is Produc- 
tivity, Wages, and National Income published by the Institute of 
Economics, the Brookings Institution, and written by Spurgeon Bell. 
There are four brief items that I think should be called to the atten- 
tion of the committee. 

Mr. Chairman, I want to express my gratitude for receiving this 
book. I should have done this before I came here, because it bears 
out again three things that I want to say. 

In the first place, this is what Mr. Bell has to say about productivity 
indexes. I read from page 106 with reference to the automobile 
industry : 

It should also be noted that the consumers in this industry got a very much 
better product at the end than at the beginning of the period. 


I call attention particularly to the next sentence: 


There is no adequate means of measuring the improvement in quality— 
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which is precisely what I have been trying to say— 


but statisticians in the automobile industry have endeavored to give a rough 
indication of the improvement by comparing the changes in the price per car 
with the changes in the price per pound of weight. These figures indicate that 
between 1924 and 1938 the average price at retail of the cheapest closed models 
put out by the leading companies decreased from 100 to 72, whereas the price 
per pound fell from 100 to 59. 


The second item I should like to offer for the record is the chart 
at the bottom of page 101 entitled “Productivity, Hourly Earnings, 
and Unit Wage Cost in the Automobile Industry, 1919-38.” 


Senator Kerauver. That will be exhibit F-4. That is the table 
that I referred to earlier? 

Mr. Yntema. Yes, sir; this is the chart. 

Senator Kerauver. Very well. 

(Ford exhibit F-4 follows:) 
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* For data see App. F, pp. 288-89. 
Source: From Productivity, Wages, and National Income, by Spurgeon Bell, published 
by The Brookings Institution, 1940. 
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Mr. Ynrema. May I comment on what it shows, because it is of 
very great interest. 

Senator Keravver. It will be made a part of the record. 

Mr. Yntema. Thank you, sir. This shows that using the measure 
which the author employed and in which he indicates is not satisfac- 
tory, productivity in the automobile industry according to this defi- 
nition rose from a level of 60 in 1919 to something in the neighborhood 
of 140, about 140, in 1929, an enormous rise in productivity, but there 
was no increase in productivity from 1929 to 1939, according again 
to this particular definition. 

Now the interesting thing here in this chart is the comparison of 
productivity, an increase of more than 100 percent in productivity 
with the index of dollar earnings. The dollar earnings in this indus- 
try went up from an index of about 90 in 1919—and I am reading 
approximately from the chart—to about 100 in 1929. 

That is when the productivity went from 60 to 140; that was an 
increase, I would say, of roughly 150 percent, probably more than that 
in that period ; the earnings, the dollar earnings, went from 90 to about 
100. 

Then if I may offer in evidence the chart that appears on page 103, 
Unit Wage Cost and Prices in the Automobile Industry, and Cost 
of Living, 1919-38. 

Senator Kerauver. We will let that be marked as exhibit F-5. 

(Ford exhibit F-5 follows:) 

EXHIBIT F-5 
Unit WacE Cost AND PRICES IN THE AUTOMOBILE INDUSTRY, AND Cost oF 
Lrvina, 1919-38" 
(1923-25 = 100) 


: = 


* For unit wage cost and method of computing the unit value of auto- 
mobiles and parts (prices), see App. F, p. 289; for cost of living, see App. 
C, p. 235. 


Source: From Productivity, ht gu and National Income, by Spurgeon Bell, published 
by The Brookings Institution, 1940. 
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Mr. Ynrema. This shows what happened to unit wage cost, prices, 
and the cost of living, and what happened was that the unit value, 
which represents the price of automobiles, went down from an index 
of something over 150 in 1919 to an index I would say of—just a 
minute. It went from about 155 to about—I will have to read ap- 

roximately from the chart—about 75. That is there was a very large 

ecrease in the retail price of automobiles. 

Now that was paralleled approximately by the wage cost. If we 
followed the theory of Mr. Reuther, the wages in the automobile 
industry would have paralleled the productivity, so-called, from the 
sdaanchile industry, and the wages would have gone up, I suppose, 
by 150 percent, and the consumers would not have benefited from 
the reduction in the price of automobiles. 

Now this is a very interesting illustration. The same thing has 
been happening in farming. The productivity in farming—I allude 
to this later—has been going up about twice as fast as the produc- 
tivity in the rest of the economy, but the wages in farming go up 
half as fast, and that is exactly the thing that happened here. 

One of the most important facts to be learned from this—again 
I am very glad it was brought up here—is the importance of sharing 
these large productivity gains with the consumer, and not having 
them appropriated as they should not be just in the form of higher 
money wage rates. 

Had Mr. Reuther’s theory been followed during the twenties, the 
price of automobiles would never have come down and these gains 
would never have been shared with the general public, and I think 
that is a very important and worthwhile lesson to be drawn from 
this illustration. 

Let me read one more sentence, page 108: 

The consuming public received for the same money approximately 23 percent 
more product, of a substantially better quality. 

I am very glad to have this in the record, because in the first place 
it bears out what I said about the impossibility of getting reliable 
productivity indexes. 

Productivity went up more than is indicated here, and it shows 
very clearly that money wage rates should not follow productivity in 
the particular industry. 

I fave more to say on that in the next section. 

Senator Kerauver. While you are talking about price reductions, 
in order to arrive at your prices, do you consider General Motors the 
leader in the industry ? 

Mr. Yntrema. Not necessarily. We announce our prices frequently 
ahead of them. 

Senator Kerauver. Mr. Yntema, may I ask you to turn to what 
happened to your 1957 models in 1956. You have the figures there. 
I want to read this and ask you to comment on it. 


On September 29, 1956, the Ford Motor Co. released its suggested pricelist 
for its 1957 models before any other member of the industry released their 
prices. 

Although rumors in the industry had indicated that prices would be increased 
5 to 7 percent, Ford announced an average price increase of 2.9 percent, ranging 
from $1 to $104 on 1957 models. The heaviest increases fell in the lowest priced 
Ford cars. 

Robert S. McNamara, Ford division general manager, described the price rises 
as “no more than our actual costs for materials and labor have gone up.” 
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That quote is from Business Week. 


The price increase ranging from 5 to 7 percent had been regarded as helping 
to retain a competitive pricing position for higher cost producers such as Chrys- 
ler, American Motors, and Studebaker-Packard. 


That quote is also from Business Week. 


Ford competitors charged that the 2.9 percent increase was “gimmicked up.” 


That is from the Wall Street Journal. 


Industry spokesmen stated that industry price increases would be higher than 
Ford’s announced 2.9 percent average. However, no one was willing to say what 
the prices would be. Edward N. Cole, Chevrolet general manager, said that 
prices would rise but that “not a single person in GM knows how much, including 
Mr. Curtice * * *.” 


That is from Business Week. 


On October 15, 1956, 2 weeks after Ford announced its price increases, Chevro- 
let division of General Motors announced its own price increases. The prices 
averaged 6.1 percent higher than on 1956 models, ranging from $74 to $102. 

The General Motors’ pricelist was ‘“‘warmly received by other car makers who, 
nearing their own pricing deadline, had to account for heavy investments in 
manufacturing and tooling changes but at the same time were concerned lest 
they overprice their competitors.” 

One week following the announcement of Chevrolet’s prices, the Ford Co. 
revised upward its 3-week-old suggested pricelist. The new list boosted the 
prices on 13 models and reduced prices on 5 others, bringing the Ford prices 
substantially in line with the Chevrolet prices. Besides bringing list prices 
in line with Chevrolet, Ford also brought dealer discount rates down from 25 
percent to 24 percent, “making it the same as Chevrolet’s. 


That is from Ward’s Automotive Reports. 


Ford’s statement claimed that the new list “gives Ford the lowest-priced car 
and station wagon in its field.” A comparison between Ford prices and Chevro- 
let’s indicates that Ford was $1 below Chevrolet on 6 comparable models, $10 
and $11 lower on 2 others and $1 higher on 3 others. The Wall Street Journal 
characterized the situation before Ford’s revision thusly: “In some cases, the 
Chevvy prices were considerably above those already announced by Ford and 
in others the GM division’s edge had been reduced to the point where Ford could 
easily reach it.” 

The $1 difference between Ford and Chevrolet prices was considered by Gen- 
eral Motors’ officials to be “something less than a potent sales weapon.” 


This includes a comparison of your prices with General Motors’ 
prices as of September 29 and of October 22, which shows that you came 
out 3 weeks earlier with these lower prices. Then when General Motors 
came out with theirs, you raised yours to the same level or between $1 
and $11 difference. We will put the table in the record. 

(The table referred to follows :) 


Ford’s prices, | Ford’s prices,| Ford com- 
Sept. 29, Oct. 22, ared to 
1956 1956 hevrolet 


Customline: 
Business Tudor 
Tudor sedan 


2 


$1, 679 —$1 
1, 783 Same 
1, 830 —$l 


1, 890 —$10 
1, 937 —$11 


2, 071 
2, 161 
2, 211 

, 309 


, O1 
. O85 
, 12 
6 
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Station wagons: 
Ranch wagon 
Del Rio ranch wagon 
6-passenger country sedan 
9-passenger country sedan 
Fairlane: 
Tudor sedan 
TD ode ncn sunta~senscclisncitseanesasudbencenncn 
Mabbor herOtep. < - 2.620 Scce- Scsessiliccs. 
Fordor hardtop 
Fairlane 500: Sunliner convertible 
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Senator Keravver. How did it happen that 3 weeks later you 
decided to get your prices exactly in line with General Motors’ prices? 
Mr. Ynrema. Mr. Chairman, we did not get them exactly in line. 
I remember that very well, and I would like to tell you what a. 
ned. I wish you had been there and seen it. We came out in the 
Sieminn of the 1957 model year with a brandnew car, the 1957 Ford, 
and that resulted in our getting before the year was out substantially 
higher registrations than Chevrolet. 
hat was a car that cost us a great deal more. It was a bigger car 
and a more expensive car. We were also engaged in an expansion 
program. There were some unusual costs involved. And I remember 
very well the Ford division studied the problem at great length. It 
came into the central staff and was reviewed as usual. 

I remember going over it—and I cannot quote the detailed figures— 
but I remember quite well my opinion that the rise was not nearly 
enough to cover our costs, our increased costs, and I personally had 
violent objections to it. There was a great deal of discussion in the 
executive committee with respect to this matter, and there were per- 
sons with very strong differences of opinion. 

I thought that we were making a mistake. The chart that I showed 
you earlier this morning indicates quite clearly that in spite of the 
increases in price, that one and the subsequent one, that our profit 
margins did not improve in the fourth quarter, and they continued 
to deteriorate during 1957, and I had personally thought we were 
making a serious mistake, 

There were others who thought the same. The preponderance of 
opinion was, however, that we should not raise our prices by the 
amount of our costs because our competitor had a car that was in the 
third model year, and we thought it quite possible that they might 
shade very considerably. Our principal competitor came out with 
higher prices than we expected. We had a better product than they 
did. We knew we could beat them in the market with it. We wanted 
to make a decent profit, and so what we did was to raise our prices 
up to a point where we would still have a very substantial competi- 
tive advantage over them. 

As it turned out, we did. We sold more Fords than they sold 
Chevrolets. I think if any one of you had sat in on the whole circum- 
stance, that you probably would have done the same kind of thing. 
We were not covering our costs, even the two combined increases did 
not cover our increased cost, and this is not a matter of opinion. As 
I say, it was a very close decision in the first place as to what to do, 
and finally what we did was to revise it and to add something that 
still did not cover our total costs. Now, that is the whole story as 
it happened. 

Senator Krerauver. Mr. Yntema, let’s get the dates fixed in our 
mind. You arrived at your prices on September 29, 1956, for your 
1957 car. Mr. McNamara described the price rises as “no more than 
our actual costs for materials and labor have gone up.” 

You just said you thought you had a good product, you were going 
to make a good profit. But what happened in 2 weeks? Just exactly 
2 weeks later, Chevrolet came out with higher prices for all General 
Motors products; then, even though you were satisfied that you would 
make a good profit, you immediately raised yours. Why? Why not 
keep your competitive position ? 
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Mr. Yntema. Mr. Chairman, I was not satisfied that we were going 
to make a good profit. 

Senator Keravver. I am talking about the management of Ford. 

Mr. Ynrema. They were not satisfied, as a matter of fact. I mean 
this is the kind of thing that happens in a competitive situation. It 
is like a boxing game where rs try to guess what your opponent is 
going todo. You cannot tell, but this is part of the whole assorted 

icture. 
” We made a very bad guess as to what our opponent would do. We 
knew we should price higher if we were going to maintain anything 
like the profit margins like we had and which was not enough to—— 

Senator Keravver. If you had kept your prices lower, might not 
Chevrolet and other cars have come down to meet yours? 

Mr, Yntema. Conceivably, it would have happened. Ido not know 
if it would have happened. 

Senator Keravuver. If you had kept yours lower, would you not 
have gotten more sales, more business ? 

Mr. Yntema. Probably some more. I do not know how much. 

This is a question of all of the factors in the situation that you 
take into account, and I have told you the story just as it happened. 

Senator Keravuver. I still do not understand exactly why, on the 
same day 2 weeks later, when they came out with their prices, how 
you, after having made a decision 2 weeks before, could have changed 
your decision to become almost identical with theirs? 

Mr. Ynrtema. In the view of all the circumstances, we thought that 
we had made the wrong decision earlier, and there were some of us 
who thought so originally. 

I must say that the views of some of us were quite different from 
the actions taken and that later prevailed. 

Senator Kerauver. Very aa. 

Does anyone have any questions? 

Senator Witey. Yes, Mr. Chairman. I have been very patient all 
day and I would like to get my penny’s worth here. 

I have been listening to this matter of prices. Asa matter of busi- 
ness, it is your business to pick your prices unless you go ahead and 
violate the antitrust or the monopoly laws of this country. 

Now, I just want to ask about the difference in cars. Don’t you 
have a different engine than General Motors and Chrysler? 

Mr. Ynrema. Yes. 

Senator Witey. Do you not have a different frame? 

Mr. Yntema. Yes, sir. 

Senator Witey. Don’t you have a different body ? 

Mr. Yntema. That is right. 

Senator Wier. Isn’t there also in the cars different glass at times? 

Mr. Yntema. Yes, there is. 

Senator Wirey. And different interior material ? 

Mr. Yntema. That is correct. 

Senator Wier. Well, then, as you have said in your statement, in 
competition there is more than one dimension ? 

Mr. Yntema. That is correct, sir. 

Senator Witry. You might have mules of different color but it 
would not be a great distinction, but when you get machinery, a pro- 
duction line like an automobile with different engines, with different 
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component parts, with different appearances, different bodies, it pro- 
vides, I suppose, the kind of difference in dimension that you are talk- 
ing about. 

Sow the products are not identical and I think the real issue is 
whether or not you and Chrysler and General Motors ever get to- 
gether to try, as has been stated, to fix prices? 

Mr. Ynrema. We never have. 

As a matter of fact the incident that has just been discussed is as 
good evidence as you will ever find that we did not. 

Senator Witzy. Later on you are going to tell us about the profits 
that you made? 

Mr. Yntema. That is right. 

Senator Witry. And you are going to tell us about the labor costs? 
Do you want to tell what percentage you figure that is in a Ford car? 

r. YNreEMA. Yes, the total labor cost, total salaries, certainly, sir. 
We have a breakdown of the total. 

Senator Witey. That is all coming? 

Mr. Yntema. That is not in this part but I will present that. Yes, 
we have that available. . 

Senator Witey. And then the material costs? 

Mr. Yntema. That is right, sir. 

Senator Witry. And then the taxes? 

Mr. Yntema. That is right, sir. 

Senator Witey. And other elements. You are going to tell us 
about that ? 

Mr. Ynrema. That is correct, sir. We shall. It is not in this 
presentation but I will put that in. 

Senator Wirey. I presume that the reason you have gone into these 
details is primarily to try to have an answer for things that have been 
testified to here that would indicate that you are not giving the public 
a fair deal. What is your judgment on that? 

Mr. Ynrtema. I think the automobile industry has probably done 
the best job of any industry (I may be biased) in giving the consumer 
more for his dollar. I do not know where you can get a better bar- 
gain than an automobile. 

Senator Wirry. Do you think that the competing companies—I 
think it has been said about 2,500 of them in the last 30 years or so 
have gone out of business—have gone out of business because they 
could not compete ? 

Mr. Ynrema. They were competing, but in a sense, yes, they could 
not offer as good a product at the prices. Yes, sir, there is no doubt 
about that. 

Senator Wier. The other questions that I desire to ask go to the 
question of whether or not as one of the great industries of this coun- 
try there is in your opinion a proper relationship between labor and 
—— What would happen if you did cut prices? What would 

appen to the other competing companies, supposing that prices were 
cut ? 

What in your judgment would happen to the other companies that 
are at this time barely existing ? 

Mr. Yntema. I think if Reuther’s suggestion of a $100 cut in prices 
were adopted it would wipe out the other 2 companies, the smaller 
companies. 
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Senator Wier. That I suppose would be proper competition in 
— pesnies view, but you people have not felt that way; is that 
right 

r. YnTemA, Our concern is based upon another factor as well, as 
I want to show in the following section. Our earnings are not such 
that we can distribute our profits as grants to the public. We just 
have to do a better job than we are doing. 

Senator Wier. That is all at this time, Mr. Chairman. 

Senator Dirksen. Mr. Chairman? 

Senator Keravuver. Senator Dirksen. 

Senator Dirksen. At this point, Mr. Yntema, I want to ask some 
questions in pursuance of a line of inquiry that was raised by Senator 
O’Mahoney. 

Mr. Ynrema. Yes, sir. 

Senator Dirksen. It is with reference to the change in styling and 
design, weight and all those other things that mark model changes 
from one year to another. 

Does not it after all follow out a rather basic concept in our whole 
trade and marketing picture which you find, for instance, in the 
clothing industry where there are model changes, style changes? You 
find it in the millinery industry. And that you are probably con- 
fronted with the same problem they are, that when one line fails to 
appeal to the public, you have to devise some other line in order to 
captivate and keep sales up. Is not that the case, after all, of guessing 
the disposition and the taste of the consumer, and then trying by mass 
sales effort to capitalize on that taste? 

Mr. Yntema. That is right. 

Senator Dirxsen. Is that the whole story ? 

Mr. Yntema. The consumer is king. I mean we cannot sell auto- 
mobiles that he does not want. That is very clear. And we have to 
try to guess what he wants. I point out in just a few minutes we start 
4 or 5 years ahead of time, and the guesses are frozen, as I will show 
a couple of years ahead of time, and it is a very risky and a very un- 
certain business, but we cannot sell our cars unless we make the kind 
of cars the consumer wants, as we find to our sorrow when we do not. 

Senator Dirksen. This morning I came by a car lot on Wisconsin 
Avenue. I will not identify it by name, except that it seems to be de- 
voted mainly to the sale of small cars. I saw some British models, 
some Italian models, some French cars, and I thought maybe there 
was a Volkswagen or two also. 

There again is an effort to appeal to the desire of people not only 
here but elsewhere to buy a smaller car first because it is cheaper, 
secondly, that it represents a smaller investment; third, you get more 
mileage out of a gallon of gasoline, and fourth, it is allegedly related 
to smaller parking space. But to me the intriguing thing is that 
small cars have been abroad for a long time. If you travel around 
the world you will find they have great appeal in foreign markets, 
I think mainly because people in other markets are somewhat more 
short-statured than we are, smaller, it is easier to get into and out 
of them, but they have not as yet had a terrific appeal here, because I 
would not figure that 250,000 small imported cars for the year 1957 
is a very terrific segment of the American car market. 
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Do you have any observations on why it has had no greater appeal 
than it has had, when you stop to consider that probably the cost is 
half of a standard bulk line American car? 

Mr. Yntema. The development which you describe is a very in- 
teresting development, and the roots of that lie in the rising incomes 
of the American public. 

If we made the kind of car that was made in the twenties or in the 
thirties or even 10 years ago as compared to the kind of car we make 
now, we would not be able to sell in mass volume as we do sell our 
Fords. 

As you notice, the Ford, Chevrolet, and the Plymouth are all movin 
up, and the real heart of that is the rising incomes of consumers an 
the fact that the bulk of the people in the country want a higher 
roe 4 a a car and a more expensive car. 

Well, that has left a gap underneath, and that is part of the reason, 
a large part of the reason why the small cars are getting an increas- 
ing share of the total market. This is a basic economic phenomenon 
of our time. 

Senator Dirxsen. I would not offend for the world my old friend 
George Romney of American Motors, but as I looked at those cars 
this morning, I thought what do you do with your family if you have 
four or five children? I do not know where you would put them. 
And this is essentially a family nation and families are getting larger. 

Mr. Yntema. That is right. 

Senator Dirksen. And it would be a factor, I think, in that picture. 

Mr. Ynrema. But the consumer is king and some consumers want 
that and some of them do not, and it is quite obvious there are dif- 
ferences in taste with different people. 

Senator Dirxsen. I want to ask Senator O’Mahoney, because this 
question has been raised any number of times, I wonder if we are 
going to find an answer on which we can all agree so that when it 
stands in the record we will say that is the answer and we accept it 
astheanswer. Do you agree with this testimony ? 

Senator O’Manoney. May I say to the Senator from Illinois that 
it was not my intention to give anybody the idea that I was advocating 
a model Mother Hubbard for all the automobile industry. I was just 
looking for facts, not making an argument. 

Senator Dirksen. I was not sure. Then I have got to address my 
distinguished chairman, because it sticks in my mind that the other 
day we asked Mr. Curtice why cars were not made smaller, why they 
were not made lighter, if I remember the testimony correctly, and 
T am not so sure that the committee is still satisfied with the answers, 
but I wish we would find a settled answer and say that is it. Then 
we can forget about this question of models. 

Senator O’Manonery. Let’s see whether Mr. Yntema does not agree 
with me. Isn’t it a fact that the importation of small cars from 
Europe into the United States has been increasing ? 

Mr. Ynrema. It has. 

FOREIGN CARS 


Senator O’Manonery. What is the anticipated importation of the 
smaller European cars this year ? 
oo Ynrema. For 1957 or for 1958? 1958 is guessing, I do not 
ow. 
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For 1957 it is 3.4 percent of the total registrations, and the latest 
monthly figures are higher than that, Senator, but I do not like to 
guess for 1958 because I do not know. 

Senator O’Manoney. Some persons in the automobile industry have 
said to me that in the next 12 months, assuming the purchasing power 
to remain as it is, the purchasing of the small imported cars will be 
between three hundred and four hundred thousand units. One of the 
officers of one of the large automobile manufacturers told me that one 
limit upon importation of the small cars is the difficulty of finding 
space on seagoing vessels to carry them. That is, if they could be 
brought in in greater numbers, that probably more of them would 
comein. Do you find that to be the case ? 

Mr. Yntema. I do not know that to be true. I have no information 
to that effect. 

Senator O’Manoney. Then you do not anticipate any competition 
from the smaller cars manufactured abroad ? 

Mr. Yntema. No,Senator. I would not say that. I mean quite the 
contrary—we do have competition from them. 

Senator O’Manoney. You do? 

Mr. Yntema. Yes, sir; we do. 

Senator O’Manoney. Isn’t it increasing ? 

Mr. Ynrema. Yes; there is an increase in the number of small 
cars. 

Senator O’Manonry. How about the importation of Ford cars 
made by Ford abroad ? 

Mr. Yntema. That has been increasing. 

Senator O’Manoney. They are smal] cars? 

Mr. Yntema. They are small, small cars, yes, sir; the size of the 
Volkswagen. 

Senator O’Manonry. What about the style of those small cars, is 
there anything that prevents their sale if you could get them in? 

Mr. Yntrema. No; I think in some cases the peculiar styling of the 
car may appeal. 

People are different. Some of them want one kind of thing and 
some another, and the very small car and sometimes the different 
stylings, the fact that it comes from abroad may actually appeal. 
We find that some people want to buy something that is foreign and 
different. 

Senator O’Manoney. I have heard it also stated that some of these 
foreign-made cars are rather superior so far as material and work- 
manship go. 

Mr. Yntema. Some of them are well-made cars. 

Senator O’Manoney. I just wanted to make the record clear that 
there was no dispute between the Senator from Illinois and the Sen- 
ator from Wyoming on this matter. 

Mr. Ynrtema. This is a very interesting basic problem in our in- 
dustry, Senator, this question of the upgrading of the lowest priced 
car that we have in response to the economic facts of life, the rising 
income of consumers. 

Senator O’Manonry. One of the questions that all of you manu- 
facturers of domestic cars for sale in the United States will have to 
face is whether the models that you have decided upon for this year 
are going to command the market demand that you anticipated when 
you chose them. 
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Mr. Ynrema. Senator, you are absolutely right on that. 

Senator Dirksen. Mr. Yntema, I just want to conclude my interest 
in that particular subject by saying that I suppose the members of 
this committee are going to have to advise you what kind of styling, 
color, and horsepower and so forth you should put in your cars to get 
a satisfactory answer, to sort of help you run your business. 

Mr. Ynrema. We would like to have your help on that if the con- 
sumers will buy it. 

Senator Dirksen. On an informal basis however. 

Mr. Yntema. That is right. 

Senator Keravuver. Off the record. 

(Off the record.) 

Senator Keravuver. Senator O’Mahoney. 

Senator O’Manonry. There have been many suggestions over the 
years when evidence has been presented to the Senate on industry 
that the General Motors Corp. is in such a position by reason of its 
size, of its many diverse activities, including its finance companies, 
to drive any other manufacturer out of business if it wanted to do so. 

Is there any truth in that report as you see it ? 

Mr. Ynrema. I think we would give them a tough time if they 
tried it. 

I think some of the other companies that have narrower profit 
margins than we do might not be able to. 

Senator O’Manoney. I think that answers the question, and I 
thank you very much. 

There was a time when I first began looking into this matter when 
there were at least a dozen apparently prosperous automobile manu- 
facturers in the United States. 

Mr. Yntema. That is right. 

Senator O’Manonry. Today there is no disputing the fact that 
General Motors, Ford, and Chrysler are the Big Three and that 
together they handle probably 95 percent of the domestic market. 

Mr. Yntema. That is right. 

Senator O’Manoney. Do you object to that ? 

Mr. Ynrema. No; I do not. And could I say this for General 
Motors? General Motors does not, however, gouge the consumer. 
Let me say this. They are tough competition. They make their 
profits and they have got their eminence through a very fine opera- 
tion, efficient management and low costs. I mean they have not 
gouged the consumer. They have been a blessing to the consumer 
in this country. 

Senator O’Manonery. Do you think that their diversity of product 
gives them an advantage ? 

Mr. Ynrema. To some extent. I do not know. Possibly. 

Senator O’Manoney. You would not deny that the economic power 
of a huge manufacturing company or a huge finance company or a 
huge trading company does give it an advantage in the market? 

Mr. Ynrema. The economy of scale in this business is large Sen- 
ator in this field. I want to make this clear, however. 1 do not 
think General Motors has ever abused the power that it has by virtue 
of its very low costs and the high degree of efficiency it has achieved. 

Senator O’Manoney. The statement has frequently been made that 
General Motors could have driven you all out of business if it desired 
to do so. It has the power, but has withheld the use of the power. 
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Mr. Yntema. I think that General Motors has done a great service 
to thiscountry. I mean I give the devil his due. 

Senator Krerauver. Mr. Yntema—as we leave now, and we will 
resume at 10 o’clock in the morning if that is all right with you, and 
we will undertake to finish tomorrow—I did want to get in this idea. 
The reason we are talking about prices and buyer resistance among 
other things is that we see there are 300,000 or 400,000 people unem- 
ployed in the automobile industry. Why aren’t people buying? And 
that means that a lot of people are unemployed in the steel industry. 
Plant capacity use is down in automobiles, steel, in all the suppliers 
of automobiles. We are interested in you coming up with an answer 
and giving us your suggestions as to what can be done about it. 
How we can get production up. 

Mr. Ynrema. I would be glad to answer the general question if 
you would like to put it to me; yes, sir. 

Senator Kerauver. And how to use more plant capacity in order 
to give the whole economy a shot in the arm. You think that over. 

Mr. Ynrema. I have thought about it and any time you would 
like, I would be glad to give you an answer. 

Senator Krerauver. We may let that be the first question in the 
morning. 

Mr. Ynrema. That is fine. Thank you. 

Senator Keravuver. We will stand in recess until 10 o’clock in the 
morning. 

(Whereupon, at 3:35 p. m., the committee was recessed to recon- 
vene at 10 a. m., Wednesday, February 5, 1958.) 
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Unirtep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver, presiding. 

Present: Senators Kefauver (chairman), Dirksen, Wiley, and Car- 
roll. 

Also present : Senator Barry Goldwater of Nevada. 

Paul Rand Dixon, counsel and staff director; Dr. John M. Blair, 
chief economist; Peter N. Chumbris, minority counsel; Carlile Bol- 
ton-Smith, counsel to Senator Wiley; Horace L. Flurry, assistant 
counsel; Dr. E. Wayles Browne, Jr., economist; Peter Posmantur, at- 
torney ; Thomas B. Collins, staff member, Committee on the Judiciary. 

Senator Kerauver. The committee will come to order. It will be 
our effort to finish this part of our hearing by noon today if we can do. 

Before resuming Mr. Yntema’s testimony, there are two items in 
the newspapers this morning which I think are of interest to this 
hearing. One is from page B-8 of the Washington Post, giving the 
number and percentages of automobiles produced during the month 
of January. It is a short article which I will make a part of the 
record as committee exhibit 27. 

(The article referred to may be found in the appendix on p. 3630.) 

Senator Kreravuver. The article begins: 

Passenger car assemblies for January fell 8.5 percent below December totals 
and 23.7 percent under the figure for January a year ago. The only company 
reporting a gain in output was American Motors, which set a monthly record. 

Overall January production totaled 489,000 units compared with 534,000 in 
December and 641,000 in January 1957. It was the lowest figure for the month 
since 1954. The breakdown: Ford Motor Co. built 159,000 cars and trucks, com- 
pared with 219,000 units a year ago. 

General Motors reported its United States factories built 274,000 
passenger cars, 31,000 trucks and coaches last month. This compared 
with 308,000 cars and 40,000 trucks in the like 1957 month. Chevro- 
let, GM’s heaviest producer, assembled 151,000 cars last month. 
Chrysler plants built 59,000 cars and 4,000 trucks last month com- 
pared with 124,000 cars and 7,000 trucks assembled in the same month 
last year. 

American Motors built 16,000 cars last month, topping the previous 
month’s record of 14,000 units built in October, 1957. American 
Motors built 6,000 cars in January last year, 13,000 in December. 

Studebaker-Packard built a total of 2,945 cars and trucks in Janu- 
ary compared with the 7,055 a year ago. 

Mr. Yntema showed a chart, showing that registrations up to al- 
most the end of last year, estimated for 1957—— 
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Mr. Ynrema. Those are not registrations. Those are percentages 
of the industry total. 

Senator Kerauver. That is what I mean. I meant percentages. 

Mr. Yntema. Yes, it does not show the actual level of registration. 

Senator Keravver. I know, it shows percentage. 

The story I have read from the Washin sik Post may not tell the 
whole story because some trucks were made by other companies out- 
side of these 5, of course, but taking these 5, this shows General Motors 
is just under 60 percent this month, Ford is down some, Chrysler down 
some, American Motors up some. The actual production figures 
taken from the Automotive News of February 3 in terms of passenger 
cars, leaving out the trucks—General Motors is 55.4, up from 45; Ford 
is 27.6 from 32, Chrysler is 13.2 from about 19, American Motors 
from about 11% is up to 3.31, and Studebaker is 1 percent. 

Another item of interest which does bear on the same issue is on 
page B-9 with reference to the United Fruit Co. It will be committee 
exhibit 28 in the record. 

(The article referred to may be found in the appendix on p. 3631.) 

Senator Keravver. This is to the effect that a consent decree has 
been entered by United Fruit to set up a new company that would 
handle roughly 35 percent of the banana imports into this country 
handled by United Fruit last year. 

The situation was that United Fruit had about 90 percent of pro- 
duction, its competitor 10 percent. United Fruit is given, under the 
consent decree, until June 1955 to submit a proposal for forming a 
new company. This is relevant in showing what happens when a com- 
pany gets a monopoly or near a monopoly. 

Of course, under this decree it is going to be 8 years before the 
proposal is made to get more competition into the fruit industry. 

Senator Dirksen. Mr. Chairman, will you yield at. this point? 

Senator Keravver. Yes. 

Senator Drmxsen. I certainly do not want the record to stand that 
way on the basis of a newspaper clipping. I respectfully suggest that 
we get a complete copy of the consent decree which I understand was 
agreed to yesterday, and have it inserted at this point in the record, 
so that every possible factor which was taken into account may be 
fully disclosed. 

Senator Kerauver. We will print that in the record. It may be 
long, therefore it may be better to print it in the appendix. I was 
not bringing the matter up for the purpose of going into the United 
Fruit Co. 1 was trying to relate it to the automobile business. I 
was not interested in the details, but we will get the text. 

Senator Dirxsen. When you said this shows what will happen 
under certain circumstances, the question is what are all the circum- 
stances and what actually did happen, so that we have all the facts. 

Senator Keravuver. I was only, of course, stating my opinion about 
what happens under certain circumstances. But the point is that I 
understand this company—and I suppose the consent decree will show 
it—had about 90 percent of the imports. I think Standard was the 
other company, with about 9 or 10 percent. 

Senator Drr«sen. It is agreed that goes in the record. 

Senator Keravuver. Yes, that will go in the record. 

(The document referred to may be found in the appendix on p. 
3933.) 





bi 


| ee el 


~ 


oe Ss ~~ cr 


ADMINISTERED PRICES 2703 


Senator Keravver. The point is that in the Aluminum Co. decision, 
the special court held that 90 percent of the industry was monopoliza- 
tion in and of itself. agendas of what it did with its power, that 
was monopolization in and of itself. From 60 to 65 percent, it was 
doubtful; it might be monopolization and it might not. Anyway, it 
indicated that 33 percent definitely was not monopolization in and of 
itself, but it indicated that when you get to the 60-percent zone, you 
are in that doubtful danger zone that might be a violation of the 
Sherman Act, section 2. You know that to be true. 


STATEMENT OF THEODORE 0. YNTEMA, VICE PRESIDENT, FINANCE, 
FORD MOTOR CO., ACCOMPANIED BY WILLIAM T. GOSSETT, VICE 
PRESIDENT AND GENERAL COUNSEL; FRED SECREST, MANAGER, 
PRODUCT FINANCIAL PLANNING DEPARTMENT; W. W. BOOTH, 
MANAGER, BUDGET ANALYSIS DEPARTMENT; JOHN S. BUGAS, 
VICE PRESIDENT, INDUSTRIAL RELATIONS; ROBERT S. Mc- 
NAMARA, VICE PRESIDENT, GROUP EXECUTIVE, CAR AND TRUCK 
DIVISIONS; R. L. JOHNSON, MANAGER, SPECIAL FINANCIAL 
PROJECTS DEPARTMENT; AND J. E. LUNDY, TREASURER— 
Resumed 


Mr. Ynrema. Mr. Chairman, I might say that matters such as this 
properly engage the attention of this committee. My point is that 
this is a rough, tough, competitive business, and if I may say so again 
there are two dimensions of this thing. That is, there is the price 
change and there is product change, and I think that in this whole 
matter, these studies are certainly a proper matter for consideration 
by this committee. 

We are concerned as much as you with some of these things, that 
is the very large expenditures on changeover which have to be made 
because the consumers want a new and different product year by year. 

Senator Keravuver. I brought out that car productions for this 
month by one company alone was up to 55.4 percent. 

I mention the fact of the Aluminum Co. case to preface this ques- 
tion, Mr. Yntema. Just divorcing yourself from the fact that you 
are a Ford vice president, if that is possible to do, and thinking purely 
as an economist with great experience, interested in the free competi- 
tive situation, does it alarm you, worry you or cause you concern that 
one company in the automobile industry is getting up to the 60-percent 
mark which was mentioned in the Aluminum Co. case? 

That is, do you feel that there is a point at which there might be 
dominance, it might hurt the other companies, it might be destructive 
to competition ? ' 

Mr. Ynrema. There are a number of questions. 

First of all, let me say I am not going to give a legal answer to this. 

Senator Keravuver. I understand. 

Mr. Ynrema. I am informed that there is some legal question here, 
but let me answer without trying to bea lawyer at all. 

Senator Kreravuver. Just as an economist. 

Mr. Yntema. Yes, sir, if I may. 

I would say that in certain circumstances a big firm will have econ- 
omies of scale which will enable it to produce at lower costs, sell at 
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lower prices, or offer more attractive products so that the smaller firms 
cannot live. That can happen. 

That, however, is competition. You may call it whatever you want, 
I mean you may call it by a bad name, destructive competition or 
whatever you please. The fact is that General Motors has got where 
it is by offering better products, more attractive products, and at least 
as low prices as anybody else. 

Now, it has served the consumer very well. If you ask me as an 
economist what to do, I would say that I would study and watch the 
situation. I think so far General Motors has served the public very 
well. 

Senator Dirksen. Mr. Yntema, if the chairman does not mind if I 
interject at this point, if I recall Mr. Curtice’s testimony correctly, he 
said they were constantly striving to get up to 50 percent of the market 
if they could; that they didn’t always get het 

Mr. YntrMa. No. 

Senator Dirksen. That must be on an annual basis. I do not believe 
you can set aside 1 month for any reason and accept that as a criterion 
for what they achieve in the course of a whole year. 

The other thing is that if they got up to 50 percent, that still is a long 
ways from 90 percent, which was referred to as in and of itself monop- 
oly inthe Aluminum case. I do not have the text of the decision of the 
court before me, and I think, Mr. Chairman, perhaps the pertinent 
part of that decision might be inserted in the record at this point. 

Senator Keravver. I think that is a good idea. I will ask counsel 
to get the pertinent part of the Aluminum Co. case and that will be 
printed in the appendix. I think it is important. 

(The material referred to may be found in the appendix on p. 4179.) 

Senator Kreravver. What is the citation ? 

Mr. Dixon. United States v. Aluminum Company of America (148 
Fed. 2d, 416). 

Senator Keravver. All right. I think it is important to have that 
in the record. 

Senator Dirksen. May I ask another question ? 

Mr. Yntema, in so far as you know, going back over a period of 
years, did the Ford Motor Co. ever have anywhere near 50 percent 
of the market ? 

Mr. Ynrema. Yes, they did. That appears in one of the exhibits. 

Senator Kerauver. Yes. I think back in the 1920’s. 

Mr. Yntema. That is right. 

Senator Keravuver. They had up to sixty-odd percent of automo- 
bile production at that time. But the point you make is in reference 
to reaching up to 60 or near 60 percent at least for 1 month. And I 
notice that in your exhibit it indicates that for some time General 
Motors averaged 50.8 percent of the car market. You say they got 
there by competition, but I suppose United Fruit would say it is com- 
petition that enabled them to get their 90 percent position. Yet you 
would agree that when it gets to a place where it pushes the other 
fellow down to such an extent that there is little or no competition, 
why, then, you have an unhealthy situation which should be looked 
into. 

Mr. Ynrema. Mr. Chairman, I do not know anything about the 
United Fruit situation. 
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Senator Kerauver. I am just asking you hypothetically. 

Mr. Ywnrema. I would say this: That we have in our industry—I 
will be very frank about it—we have in our industry a situation in 
which the economies of scale, that is, the reduction in cost which 
goes with a large volume of production, is very great. You cannot 
make automobiles on a small scale and make them efficiently. 

General Motors has very large economies of scale. We have also 
economies of scale. I think then you have the problem, Is this in- 
dustry serving the consumer well? I am not talking now as a lawyer 
or trying to interpret the antitrust laws. I am talking as an econ- 
omist and as a citizen. 

I think you have that question. I would say that, by and large, 
the industry has served the country very well indeed. That does not 
mean you should not study this, you should not look at it. I think 
you should. But I think on the record that the performance of the 
industry has been superbly good in its service to the consumer. 

Senator Kerauver. You are talking about economy of scale as just 
an economist, and you referred to. economy of scale in General 
Motors. Just as an economist, what do all these other conglomerate 
lines of endeavor have to do with their economy of scale ‘for auto- 
mobiles, that is, Frigidaire and all the others, locomotives and elec- 
trical equipment? 

Mr. Yntema. Mr. Chairman, I, of course, do not know intimately 
those operations. I can only give you a guess. But I will give you 
my honest guess on that. I think probably they have very “Tittle to 
do with the economies of scale in the automobile business. I don’t 
know that, but that would be my hunch, and I would suspect that 
would turn out to be true. But 1 do not know that from any factual 
basis; only from analogy, general knowledge of business. 

Senator Kerauver. But it does give them more money. 

Mr. Ynrema. But that is not what I am talking about. I am talk- 
ing about the economies that go with large-scale production in the 
automobile business. 

Senator Krerauver. We are agreed on that. I am just wondering 
what you thought about the general conglomerate merger situation 
of getting unrelated businesses 

Mr. Ywvrema. I don’t think that complicates the situation in the 
automobile business one way or the other, so I have no comment to 

make on that from the point of view of the question you asked me 
originally. 

Senator Krerauver. I am just asking you as an economist what you 
thought about it. 

Mr. Ynrema. Mr. Chairman, I don’t know the details of the home 
appliance business. I don’t know the details of the bus business. 
Now, there may or may: not be some important aspects of the situation 
from the point of view of those industries. I am speaking only from 
the point of view of the automobile industry. I say as far as the 
automobile business is concerned, competition and the behavior in 
that area, I don’t think these other matters are of any great 
consequence. : 

In the first place, these other operations of General Motors are 
really relatively small as compared with their automotive operations. 
I don’t know what percentage it is. It may be 10 percent, something 
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in that order of magnitude. I don’t know just what it is. It is 
relatively small. 

In the second place, the economies that carry over from these other 
operations into the automobile business I do not think are large, 
That is my frank opinion of the situation. 

Senator Kerauver. I want to repeat what I said before. I think 
being in many businesses where you can make a profit in one and 
loss in another and make it up by the larger profits you make in the 
other business, even though they may be unrelated, is very, very 
rough on a competitor in only one line of business. 

Mr. Yntema. But, Mr. Chairman, the point I am trying to make is 
this: You see, the automobile business may be 90 percent of General 
Motor’s business, and what the effect of the other 10 percent upon 
this 90 may be is relatively inconsequential. 

Senator Keravuver. Very well. 

Any questions at this point by any members of the committee? 

Senator Dirksen. No questions, Mr. Chairman, but I would like to 
ask you, in view of your last observation as to getting into many 
lines, some of which are profitable and some of which are losing 
money, is there an implication that you have in mind some legislative 
control of this situation which would put a lid on size or on the 
diversity of products that any given company can produce? 

Senator Krravuver. No. It is an indication that I think it is an 
important problem the Nation and the Congress have to study. I 
might say to the Senator from Illinois that I have discussed this 
matter with members of the Federal Trade Commission, for instance, 
and some lawyers in the Government feel that there might be power 
to deal with so-called conglomerate mergers in present laws. Others 
think there is not. I do feel that this recent tendency toward con- 
glomerate mergers is an increasing problem which should engage the 
attention of this committee, of the Department of Justice, and the 
Federal Trade Commission. 

As I said previously, I have no preconceived notion about what 
could be done about it. I have no exact legislative proposal in mind. 
But as we go on and get more information about it, particularly if 
the tendency increases, if the numbers of corporations in one line of 
business are finding it increasingly impossible or difficult to compete 
with conglomerate corporations, I do think it is a matter which re- 

quires our very serious attention. 

Senator Dirxsen. I hope the chairman realizes I had certainly no 
intention of being invidious in that question. 

Senator Keravver. I know that. The Senator, I believe, has some- 
what the same concern that I may have about it. 

Senator Drrxsen. But I try in every case to spell it out to see 
where we go finally if somebody has in mind legislation of a char- 
acter which connotes more intensive regulation or even control, be- 
cause I like to spell it out in stages as we go, since, as you know, I 
have a great devotion to a free and uncontrolled system. I should 
point out that regulation is one thing, but control is quite another. 

Senator Keravver. I am sure the Senator feels as I do, that we 
do not want to get in to a situation that they had in Japan before the 
last war, where the Zaibatsu families controlled large conglomerate 
corporations so that they were tremendously effective also in politics 
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and in the control of the government and social order of Japan. One 
of the first things that General MacArthur did when he took over 
as military commander was to try to break up this Zaibatsu family 
control and energize new business with little-business men. I think 
that was one reason why we have a healthier Japan at the present 
time. They have now set up a fair-trade commission. We all met 
the head of their fair-trade commission when he was here this week. 
The man I am talking about is Hiroshacino, head of the Fair Trade 
Commission of Japan. He said they are trying to prevent what they 
had before the war. 

Senator Dirksen. Mr. Chairman, since you make the record on that 
point, the thing that intrigued me most about the Japanese Commis- 
sioner’s observations at the meeting the other evening was that you 
can set up a corporate entity in Japan without having to comply with 
a lot of restrictions in a Federal law or a provincial law of any kind. 
People just assemble their capital and their individuals and go in and 
set it up, and that, of course, is a far cry from what Senator O’Mahoney 
constantly had in mind; namely, Federal charters for corporations in 
interstate business conditioned upon certain criteria and requirements 
in the law. Then if there is an iieention that one of them has violated 
it, why, you are hauled before some Federal agency to give an account 
of yourself and it could become the basis for either a suspension or a 
complete repeal of your license under the Federal law. I got no 
mention from the Japanese Commissioner that any such situation 
existed in Japan, and in that respect, of course, they would be far 
freer in their corporate relationship than we are. 

Senator Kerauver. I had understood they had to get some kind of 
a charter of incorporation similar to our corporations which get a 
charter in any of the 48 States to do business. As a matter of fact, 
most of the major corporations are in Delaware and New Jersey. But 
in any event I am glad Mr. Yntema agrees that it is a matter of 
importance and should be discussed. 


enator Wiley, do you want to ask any questions or make any ob- 
servations ? 

Senator Wizey. I was not here when you fellows were carrying on 
this, I suppose, related inquiry, but I would like to go on with the 
witness’ testimony and find out something about the other questions of 
productivity, the question of related costs and the question of whether 
or not there is anything left in the jackpot if certain ideas were 
carried out, and then I might have some questions to ask. 

Senator Kreravuver. Very well. We are very glad to have Senator 
Goldwater present with us, and we will be glad to have you participate 
and ask any questions, Senator Goldwater. 

Senator Coase Thank you. 

Senator Keravuver. You were discussing productivity, Mr. Yntema. 

Mr. Ynrema. Yes, Mr. Chairman. 

Senator Keravver. It is No.6 of your presentation. 

Will you proceed, sir? 

Mr. Yntema. Thank you. 

VI. Productivity: Probably no concept in economics has produced 
so much in the way of confused thinking misuse of statistics, economic 


pros, and union propaganda as has the so-called “productivity of 
abor.’ 
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In trying to clear up misconceptions in regard to productivity, I 
do not want to create any misconceptions as to the attitude of our 
company toward its employees. 

We want employment at Ford to be at least as attractive as em- 

loyment at competitive establishments. We want our employees, both 
aie and salaried—without regard to whether they are represented 
by unions—to make healthy economic progress. On the other hand, 
we would like to see the productivity advances in the economy dis- 
tributed more in lower prices and less in higher money wages of re- 
duced purchasing power. 

Man’s rise to a better standard of living, with greatly increased 
output per hour worked, is the result of his mental and physical la- 
bors and his accumulation of capital. Most of this increased produc- 
tivity we owe to the scientists (the mathematician, the physicist, the 
chemist, the biologist), to. the engineers (the product engineer, the 

lant engineer, the process engineer, and the designer), to the pioneers 
in better methods of management, to the entrepreneurs who struggle to 
put all this know-how to work to serve the consumer, and to the in- 
vestors who furnish the funds for the machines and plants. Although 
the contributions of hourly workers through increased education and 
skill are not negligible, they constitute a relatively minor source of in- 
creased productivity. Certainly the workers do not put forth more 
physical effort than they did years ago. 

The UAW does not disagree with us on this score. The Ford-UAW 

contract states: 
* * * a continuing improvement in the standard of living of employees depends 
upon technological progress, better tools, methods, processes, and equipment, 
and a cooperative attitude on the part of all parties in such progress * * * to 
produce more with the same amount of human effort is a sound economic and 
social objective (art. IX, sec. 2 (a)). 

The UAW is vigilant, as a matter of general union policy, to op- 

ap the attainment of productivity increases through increased effort 

y its members. The fact of the matter is that unions frequently have 
impeded productivity advances by featherbedding, slowdowns, and 
other restrictive practices, and by opposing or penalizing the intro- 
duction of new processes. 

Senator Kerauver. Mr. Yntema, in all fairness, Mr. Reuther testi- 
fied that he and the UAW were all for automation, that they had 
encouraged automation and the introduction of new processes. 

Mr. Ynrema. Mr. Chairman, let me say this also in fairness to Mr. 
Reuther. I think we have had less difficulty than most industries on 
this score. 

Senator Kerauver. What is that, sir? 

Mr. Ynrema. I think we have had less difficulty than most indus- 
tries on this score, but we have had difficulty. We had a prolonged 
slowdown in our steel mill, for example. We have had difficulties Dut 
I a less than are characteristic of most of the areas of unionized 
labor. 

Some areas are very much worse in this respect than ours, and I 
think Mr, Reuther’s position is quite right, that he should not oppose 
automation and all the changes that will lead to increased output per 
man-hour. 

In that I concur entirely. 
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Senator Keravuver. Did you read his statement about automation ? 

Mr. Yntema. I do not recall the details of it, but I know his gen- 
eral attitude and we think that that is the proper attitude he should 
take. 

We agree with him in respect to that. 

Senator Keravver. All right, sir. 

Senator Dmxson. Mr. Yntema, have you a general opinion as to 
whether or not automation and the fear of automation might be an 
incentive for featherbedding and slowdowns, on the theory that it will 
knock out a number of jobs? 

What I have in mind is this: At the beginning of the industrial 
revolution, as far back as 1788 I think, the industrial history of Eng- 
land will indicate that often workers went into plants with sledges 
and broke up the machinery because they were inspired by a fear that 
they were going to be put out of work. I have no conclusions on that, 
but you have been identified with industry and you may have. 

Mr. Ynrema. I think that is one of the considerations, but of course 
if the workers were successful in opposing such advances, we could 
not havea higher standard of living. 

This is made very clear, incidentally, in the book referred to yester- 
day, Productivity, Wages, and National Income. 

Senator Kerauver. That is the book by Mr. Bell ? 

Mr. Ynrema. That is right; yes. 

Senator Dirxson. Did you finish your answer ? 

Mr. Yntema. Yes,sir. Thank you, sir. 

In a good society, there are direct rewards for those who contribute 
to increased productivity, but most of the benefits before long are 
diffused by competition to all members of the society. Certainly, we 
should not tolerate attempts by any power group to grab such benefits 
for themselves. Insofar as workers put forth extra effort, provide 
special skills, or contribute ideas to improve efficiency, they should be 
directly compensated. But, with the exceptions just noted, the in- 
creased productivity of society does not belong to labor in any moral 
or ethical sense. As members of the community, workers have a 
right to share in increased productivity, and they naturally participate 
in the competitive processes that extend productivity gains through- 
out the community. It is most unfortunate, however, when the eco- 
nomic power of labor is so great that its wage-inflation pressures 
prevent productivity increases from being shared by the whole com- 
munity in the form of lower prices. 

The productivity of society is reflected in the physical volume of 
output per man-hour worked. This output per man-hour is usually 
called the productivity of labor. The term, however, is a misnomer 
because laborers are not responsible for much of the increase in pro- 
ductivity. The increases in productivity come mainly from manage- 
ment’s utilizing capital and putting into operation the improvements 
discovered by scientists, engineers, and others. It is somewhat ironi- 
cal that productivity should be expressed as output per man-hour, 
and it is most unfortunate that the term “productivity of labor” 
— be misinterpreted, as it often is, as productivity attributable to 
abor. 

It follows, of course, that if the workers in a particular industry 
or company are not responsible for the increased productivity of the 
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industry or company, they do not have any prior claim on such pro- 
ductivity. Wages may have to be higher than average to draw work- 
ers into a growing industry or company, but there is no moral, ethi 

or economic basis for a union’s efforts to appropriate to itself the 
unusual gains in productivity of the industry or company in question. 
With some lag to provide rewards for capital and management, and 
for labor, too, if it has made a special contribution, productivity gains 
ideally should be diffused in lower prices to everybody in the econ- 
er: In practice, money wage rates are likely to rise, but it would 
be better for everybody if they rose less than productivity. 

_ A dramatic illustration of this general point is to be found in farm- 
ing. Farming is going through pretty much the same cycle the auto- 
mobile business went through from 1914 to 1929. 

Over the past 10 years in farming, output per man-hour has risen 
about twice as fast in farming as in manufacturing, but wage rates 
in farming rose only 32 percent from 1947 to 1957, while wage rates 
in manufacturing rose 67 percent. 

There has been much technological disemployment in agriculture. 
Had wage rates followed the course of productivity in farming, they 
would have discouraged the movement of farm labor to other sectors 
of the economy where there were employment opportunities. Unem- 

loyment would have risen, farm costs would an one up, cost of 
iving would have gone up more, and the farm problem would have 
been aggravated. 

I want to take just a moment to reiterate that had wage rates fol- 
lowed the course of productivity, output per man-hour in the auto- 
mobile industry from 1914 to 1929, and the great advances in mass 
production methods were taking place, we couldn’t have passed the 
gains on to the consumer. 

We did pass those gains on to the consumer, and what has hap- 
pened, of course, has been of great benefit to the country. 

All this leads to one simple conclusion: Mr. Reuther cannot estab- 
lish a valid, prior lien on the advances in productivity in the 
automobile industry. The members of his union can, however, expect 
to share in the fruits of productivity for the economy as a whole. 
And they do. Unfortunately this has come about almost entirely 
through Claas money wages. 

Mr. Reuther cannot establish any valid basis in his productivity 
arguments for wage increases to catch up with the past or for more 
rapid wage advances in the future. The present rates of compensa- 
tion of automobile workers are now substantially above the average 
in manufacturing, and far above the average in the whole economy. 
They could not be duplicated in all sectors of the economy without a 
big cost-price inflation. 

r. Reuther would be hard pressed to explain the favored position 
of his UAW employees except in terms of his monopoly power. If 
Mr. Reuther is now to get special increases on the basis of some theory 
of past productivity advances, he will widen still further the gap 
between the pay of automobile workers and the pay of others in the 
economy. On the other hand, if everybody is to get the same kind 
of money wage increase, there will be a general rise in costs and prices. 

Senator Kerauver. Senator Dirksen. 
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Senator Dirksen. Mr. Yntema, at that point I recall Mr. Reuther 
saying that when you consider productivity in relation to wages, you 
have to relate the total real wage in terms of its purchasing power 
rather than to the money wage as such. 

Have you any additional comment to make? Because if I recall 
correctly, his contention was that when related to the real wage or the 
purchasing power, they were not asking for too much. 

Mr. Ynrema. Senator Dirksen, I am going to come to that point in 
just a minute. I will be glad to elaborate on that if it is not clear, sir. 

(Ford exhibit 25 follows:) 


Exursir 25 


AVERAGE GROSS HOURLY EARNINGS 
AUTOMOBILE MANUFACTURING INDUSTRY COMPARED WITH 
TOTAL DURABLE GOODS, TOTAL NON-DURABLE GOODS, AND 
pANOUNT ALL MANUFACTURING 





996 47 48 49 50 Si 52 53 54 55 56 57%) 
(A) TEN MONTHS THROUGH OCTOBER. (AUTOMOBILE PRELIMINARY; ALL OTHERS FINAL) 
SOURCE : BLS 


Mr. Yntema. Exhibit 25 shows, for the years 1946-57, average gross 
hourly earnings in the automobile manufacturing industry, durable 
_— manufacturing industries, nondurable goods manufacturing in- 

ustries, and all manufacturing industries. These hourly earnings are 
for hours paid and do not include fringe benefits. 

In 1957, average gross hourly earnings in the automobile manufac- 
turing industry were $2.45. This was nearly 12 percent higher than 
average earnings in all durable goods manufacturing, nearly 19 per- 
cent higher than the average for all manufacturing companies, and 
30 percent higher than the average for total nondurable goods manu- 
facturing. If fringe benefits were included, the differences would be 
even greater. In January 1958, the earnings of Ford employees per 
hour worked, including fringe benefits, amounted to $3.17. 
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The claim by Mr. Reuther that wages should rise more rapidly in 
the future because of the magnitude of productivity increases cannot 
be supported. 

A figure of 3.9 percent for the increase per man-hour in the whole 
economy from 1948 to 1957 was calculated by the Bureau of Labor 
Statistics. The 3.9 percent is the slope of a trend line fitted to data, 
by the method of —— 

Senator Keravver. Just right there, Mr. Yntema, 3.9 percent is the 
figure used in the President’s Economic Report. 

Mr. Yntema. That is correct. I am speaking of his interpretation 
of that figure with reference to the problem before us. 

Senator Keravver. I just wanted to get where it was. That is 
3.6 percent per year. Was that for all manufacturing? 

Mr. Ynrema. The 3.6 percent is for the whole economy, sir. If 
we took the first figure at the beginning of the period and the figure 
at the end—I want to speak about the validity of that. The com- 
pound rate of return, if you figured it at so much percent each year, 
would be 3.6 percent, not 3.9. The 3.9 percent is obtained by fitting 
a curve by least squares to the data. 

Senator Kerrauver. The 3.6 does not include the automobile 
industry ? 

Mr. Yntema. Yes, it does, sir. It is the whole economy. I mean 
this is a technical statistical problem. I am not ready to say one is 
right or one is wrong. There are much more fundamental questions 
than this with respect to the data. 

This is a technical detail, but it shows what can er Tr with a slight 
technical manipulation. You can get a 10 percent different answer. 

Senator Keravver. All right, sir. 

Mr. Ynrema. Although the rate of productivity increase was fairly 
high immediately after the war, and that happened, too, in our in- 
dustry, as I indicated yesterday, it has slowed down to a fraction of 
that rate in recent years. 

In the last 2 years, 1955 to 1957, the rate of rise in output per man- 
hour worked was 1.7 percent for the whole economy, and 1.1 per- 
cent for the nonagricultural economy. As a matter of fact, an im- 
portant cause of the 1955-57 inflation, in my opinion, was the very 
slow rise in output per man-hour. 

This next I think is important. All the foregoing data on produc- 
tivity for the economy include the increased output resulting from 
the shifts of workers out of less productive jobs and industries into 
more productive jobs and industries. When workers move, they 
collect this increase immediately, and it is not available for others. 

Thus all these figures on productivity for the economy seriously 
overstate the productivity that is available for increasing wage rates. 

Senator Kreravuver. Mr. Yntema, from Bureau of Labor Statistics 
information, you stated back there that the overall increase was 3.6 
percent a year. Our staff has taken manufacturing and arrived at 
a yearly increase from 1948 to 1957, inclusive, of 27% percent per 
year. Have you undertaken to break down the manufacturing as 
aside from the others? 

Mr. Ynrema. Mr. Chairman, I cannot verify that, but that looks 
approximately correct from the data. I think it is about right. I 
haven’t checked it, so I have no question about it, except this: that 
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that result again is subject to the same difficulties. Within manufac- 
turing, even within a single company, you may have an upgrading of 
employment. You have fewer people doing ordinary unskilled labor, 
sad more skilled laborers, so that the wage rate may not go up at all, 
but the output per man-hour may go up a great deal. 

I think this is very important to keep in mind. You cannot look 
at the overall productivity increase for the economy as it is calcu- 
lated and tell whether or not wage rates can go up that much. 

I can tell you this: that if wage rates all through the country had 

ne up at the rate of 3.9 percent per year, you would have had a 
ating inflation. These figures do not make any allowance for mix. 

Let me give you an illustration. If, for example, from one year to 
the next we sell a richer mix, that is, we sell more of the higher- 
priced cars, even though we do not have any increase in price at all, 
the average price per car will go up, and that is exactly what happens 
in these productivity figures. 

So they have to be used with very great caution indeed. 

If I may continue: 

In all these statistical comparisons, there are substantial margins 
of error inherent in the data and the changing situation. Moreover, 
care must be exercised to use productivity per hour worked in com- 
parisons only with labor costs per hour worked—not per hour paid. 

The data available indicate that the average rate of increase of 
output per man-hour—excluding the effects of job shifts—has recently 
been substantially less than 2 percent a year. 

Unless the demands of Mr. Reuther and other labor leaders are 
to have inflationary consequences, all of them—the total of them— 
must be covered by the increase in productivity in the economy. 

Senator Keravuver. Mr. Yntema, I dislike to interrupt you, but 
respectfully, sir, the report of the Bureau of Labor Statistics does 
not bear out your 2-percent figure there. 

Mr. Yntema. It does in—— 

Senator Keravuver. We put a chart in the record yesterday which 
shows the graph of increased productivity from 1947, I believe, 
through 1957 Tt comes up about the same degree all the way through. 

Mr. Yntema. Mr. Chairman, unfortunately we have to deal with 
the present and the future, and not with the past. The high rate of 
productivity advance in the period from 1947 to 1957 occurred from 
1947 to 1950. The rate since 1950 has been much less, and in the last 
few years has slowed down very greatly. 

And if we are concerned particularly with the last few years, the 
situation today, we have to be concerned with what is, so far as we can 
tell, the trend of productivity today. 

I don’t profess to know just what that is. I do say this: that in 
the last few years the productivity increase, the output per man- 
hour, has risen very slowly, extremely slowly, in manufacturing, 
slowly in the nonfarm area of the economy, and slowly in total, even 
in spite of the great advances in farming. 

And that is the fact which has a bearing on the inflation in the last 
2 years, and must be taken into account in looking to the future. 

Mr. Reuther, for example, in order to find a basis for increased 
productivity in the automobile industry, went back to the period 1919 
to 1929. From 1929 to 1939, Mr. Bell shows there is no increase in the 
productivity in the automobile industry. 





2714 ADMINISTERED PRICES 


Senator Keravuver. I believe, sir, respectfully, he said that was 
what Mr. Charles Wilson of General Motors had taken, and he read 
from a statement of Mr. Charles Wilson, taken over the low points 
and the humps and depressions, and what not, in the last 50 years, that 
Mr. Wilson had arrived at a figure of 214 percent as being a sound 
productivity increase to go by. 

I think, sir, Mr. Reuther said he thought it was higher than that 
in the automobile industry, but he did not have the statistics for the 
automobile industry. 

Mr. Yntema. I may be mistaken. 

Senator Keravver. I think that is the testimony. 

Mr. Ynrema. I think Mr. Reuther is mistaken. According to Mr, 
Bell’s method of computation, it took place before 1929. do not 
agree with the method that is used there. I think it understates the 
increases in productivity. 

That is again one of the reasons why I hesitate to rely on these 
data. They have great margins of error in them, and we talk about 
fine changes of a half a percent, 1 percent. I do not know what 


these margins of error are. 
I do know that the kind of wage increases Mr. Reuther is asking 
e increases in productivity in the 


for grossly exceed any conceivab 
economy, and that I will show. 

Senator Gotpwater. Mr. Chairman, may I ask a question? 

Senator Kerauver. Yes, Senator Goldwater. 

Senator Gotpwater. Can you give any reason for this decrease in 
the rate of productivity ? 

Mr. Yntema. Recently, sir? 

Senator Gotpwater. Yes. 

Mr. Yntema. I think what happened immediately after the war is 
partly explainable in these terms: Immediately after the war we 
had the shift from wartime production to peacetime production. In 
1946 to 1947, the efficiency of industry where such shifts are in- 
volved—it is certainly true of our industry—the efficiency was very 
low. 

From 1947, 1948, 1949 to 1950, I know that in our own industry, 
and particularly in our own company, we were making great improve- 
ments in our methods and great cost reductions. That was pretty well 
accomplished by that time. I cannot speak for all the other industries. 

What has happened in total is probably a slowing up of the applica- 
tion of the technical know-how. You see, during the first period there 
was great expansion. As you build new plants, put new processes into 
effect, you get the benefit from them. We came out of the war with 
an industrial plant which was too small to service a full-employment 
economy. It had to be built up. 

In the process of building it up, you can take advantage of the tech- 
nical advances. To some extent that may have slowed up in the last 
2 years, but I am not all wise—this is a very complicated subject. I 
am not sure I can give you a good and sufficient answer. 

The facts are apparently as is indicated, but the full explanation of 
them I wouldn’t profess to know, Senator. 

Senator Gotpwater. You feel that the reasons on which you base 

our answer are such that we can expect a continuation of this decline 
in productivity ? 
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Mr. Yntema. Senator, I do not know. All I can say is the recent 
past has exhibited this phenomenon. I would hope we might have 
some change. I do not know whether it is going to occur or not, but 
suppose that it does improve somewhat, suppose we get 214 percent— 
as I will show in a moment, the kind of thing Mr. Reuther 1s talking 
about, whether we get a 2 percent or a 3 percent or a 1 percent increase, 
is going to result in a terrific inflation. 

Senator GotpwatTer. Just one more part of this question : 

Is it not true that while the Russians claim, I believe, a 7.4-percent 
increase over the last comparable period of time, they have only 
achieved about 4 or slightly in excess of that? If we take the situa- 
tion in Russia where she has increased her productivity at a greater 
rate than we have, and recognize that Germany has done likewise, and 
that some segments of the British economy have where they have be- 
come denationalized, do you think it has some national importance 
to us to be concerned with this decrease in productivity ? 

Mr. Yntema. There hasn’t been a decrease. There has been a slow- 
ing up of the rate of increase. 

t me point out, I do not happen to know the details of the situa- 
tions to which you refer, but one general observation might be made: 
Russia has made a lot of her phenomenal progress by copying us. It 
is much easier to catch up by following somebody else who knows how 
to do it, than finding out how to do it yourself. 

Senator Gotpwater. I might say we have taken a lot of backward 
ee by following her, too. 

r. YnreMa. There is no doubt the whole future of the improve- 
ment in the standard of living lies in making goods better and making 
them cheaper, and that is our unremitting goal—that is the goal to 
which our effort is unremittingly addressed, and I want to comment 
on that in my conclusions. It is one of the things that really struck 
me when I first came into the automobile industry. 

Senator Kerauver. Mr. Yntema, in the President’s Economic Re- 
port, based on man-hours worked, including agriculture, the figure 
rose from. 136.3 in 1955 to 137.9 in 1956, and 140.9 in 1957. 

Those are the —— 

Mr. Yntema. That is for the total economy, sir. 

Senator Kerauver. Excluding agriculture, it goes from 130.6 to 
132.6. 

Mr. Yntema. That is right; which is a very slow rate of increase, 
Mr. Chairman. 

Senator Keravuver. Mr. Wilson’s actual quotation is set out on page 
38 of Mr. Reuther’s statement. It says here, according to Mr. Wil- 
son, speaking of the 214 percent: 

* * * was neither inflationary nor deflationary. Two and a half percent annual 
improvement factor is somewhat less than the Nation’s manufacturers have been 
able to achieve on an average in the last 50 years. 

So that was Mr. Wilson’s statement and figure that Mr. Reuther 
spoke about. 

Mr. Ynrema. Yes, to which I do not necessarily give my agree- 
ment. 

Senator Kerauver. You mean you and Mr. Wilson might disagree 
on this matter ? 
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Mr. Ynrema. Oh, certainly. As a matter of fact the statement 
would not have been true for the last 2 years. : 

Senator Keravver. All right, sir, will you proceed ? 

Mr. Ynrema. As yet there is no recognition of this fact, that is, 
with reference to the recent rate of increases in the productivity, no 
recognition of this fact by Mr. Reuther. 

Several weeks ago the UAW-CIO approved unanimously his pro- 
posals for demands to be presented to the automobile manufacturers 
this spring. 

The next chart, exhibit 26, shows what these demands are. 

(Ford Exhibit 26 is as follows :) 


ExnuiBit 26 


UAW-CIO 1958 basic minimum economic demands 

Estimated range 

of cost per hour 

worked (cents) t 

. General wage increase, to “realistically reflect the increases in na- 

RRR INE Es. ced et ss eka, 2ee eis x i: 

. Elimination of wage rate inequities__.__._.._._..........-...__-_-- 

. Improvement in the cost-of-living allowance formula__-_________- 

. Liberalization of supplemental unemployment benefit plans, in- 

cluding increases in benefit levels, extension of duration to 52 

weeks, provision of benefits for short work weeks, and added 
allowances for dependents 

. Severance pay or relocation compensation in event of decentral- 

ization, plant movement or closing__________-__-_-__--_-- ao 

. A “meaningful increase’ in pension benefits, including larger 

normal and disability benefits, improvements in vesting and 

early retirement provisions and cost-of-living escalation in 

benefits eg = 

7. Improved hospital-medical-insurance protection for employees 

and families 
. Additional demands, “where appropriate in specific situations,”’ 
relative to overtime pay on 7-day operations, shift differentials, 


.-.--30-45 


1 Estimates are necessarily highly approximate because of the broad, general terms in which the UAW- 
CIO 1958 program is stated. 


Mr. Yntema. This chart entitled “UAW-CIO 1958 basic minimum 
economic demands” lists these demands. 

You might like to glance at them. It will save you time if I do not 
read each item. 

If you like we can stop and read each item. The important thin 
is this: On the basis of available information, our best estimate o 
the cost of these demands is from 35 to 45 cents per hour. 

That has to be a rough estimate because we do not know precisely 
what each one of these things is, but this is the best guess we can make 
about it. 

These demands Mr. Reuther alluded to but did not explain to you. 
They amount to about an 1i to 14 percent increase in our wage costs 
and a far higher percentage for workers throughout the economy. 

Senator Dirksen. Mr. Yntema, will you go back to the bottom of 
the preceding page? Inoticein that paragraph you say: 

They amount to about an 11 to 14 percent increase in our wage costs, and a far 
higher percentage for workers throughout the economy. 

What do you mean by that last clause ? 

Mr. Yntema. I mean this: that our wage rates are far higher than 
prevail generally throughout the economy, and if these kinds of in- 
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creases of 35 to 45 cents an hour were to be obtained by everybody, it 
would be a much higher percentage increase in the wages throughout 
the rest of the economy on the average. 

Senator Krravuver. Mr. Yntema, your statement about this—and I 
do not want to prolong the discussion—at the bottom of page VI-6 is 
not in line with what Mr. Reuther testified. His testimony, as I 
recall the colloquy with Senator Dirksen, was that aside from the profit 
sharing on 25 percent of the amount above 10 percent before taxes, no 
new money except an amount necessary to offset the increase in pro- 
ductivity was involved except perhaps a very small contribution to a 
pension fund, which I believe he said amounted to a penny or some- 
thing like that. 

Mr. Yntema. Mr. Chairman, I assure you 

Senator Keravver. Is that your recollection ? 

Senator Dirksen. No, I thought that particular portion of the testi- 
mony related only to the supplementary unemployment benefit fund. 

Mr. Ynrema. Mr. Chairman, all I can say is we have been con- 
fronted before with proposals of this kind. This is our best estimate 
of what we think they would be. 

Now it will necessarily vary, but I think we have the general order 
of magnitude here. 

Senator Witry. Mr. Yntema, as I understand it, you arrived at that 
particular figure by the formula that he suggested ? 

Mr. Yntema. No, Senator Wiley. This is entirely aside from the 

rofitsharing. This is before you get to profit sharing. He is asking 
for the profit sharing on top of this. This is what he starts with in his 
wage demands. 

Then he wants profit sharing besides this. 

Senator Witry. He wants these wage increases 

Mr. Ynrema. First. 

Senator Wizey. Before he gets the 25 percent ? 

Mr. Ynrema. Certainly. 

Senator Witey. Of the profits according to his formula? 

Mr. Ynrema. Yes, sir. 

Senator Witey. That adds another element to what we were dis- 
cussing when he was here. I presume that you have set up in chart 
form what that formula ais bring in relation to your profits? 

Mr. Yntema. Yes, sir. I have a table on it, I do not happen to 
have a chart to project but I do have a table and will submit that for 
the record, sir. 

(The table referred to may be found in the appendix on p. 4178.) 

Senator Witry. Have you set up also what in your opinion that 
would mean in increased costs for the car? 

Mr. Ynrema. That implies that we would raise prices to cover it, 
but that would be the same thing. 

Yes, I translate that into amount per car, and also if I have time 
I want to indicate the differential in this between General Motors, 
Ford, and Chrysler in the effective price of the car and in the profit 
per car. 

Senator Wier. Did you give us the total? You said 45 cents? 

Mr. Yntema. Thirty-five to forty-five. 

_ Senator Winey. What would that amount to in millions of dollars 
crease in wages? 
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Mr. Ynrema. You mean for our company ? 

Senator Wirey. Yes, for you. 

Mr. Ynrema. I am informed it is well over $100 million for our 
company. 

Senator Dmxsen. Have you finished, Senator Wiley ? 

Senator Wier. I wanted to ask what was your net profit after 
taxes in 1957? 

Mr. Ynrema. That has not been released, sir. The fourth quarter 
data have not been released. 

Senator Wirey. How much? 

Mr. Ynrema. I say the fourth quarter data have not yet been 
released. 

Senator Witey. Approximately. 

Mr. Ynrema. The final audited figures. 

Senator Winey. Let’s say for 1956 then. 

Mr. Yntema. Do you want the aftertax total profits ? 

$237 million, sir. 

Senator Witey. What were the dividends that year? 

Mr. Ynrema. It was $130 million. 

Senator Witey. What capital investments did you make that year? 

Mr. Ynrema. Do you want the total investment or the increase in 
the net worth during the period ? 

I am not sure I get your question, sir. 

Senator Wier. What I was getting at, you just told me what was 
left after you paid the dividends. I understand you did make some 
expansions in machinery and so forth. 

Mr. Yntema. Oh, yes. 

Senator Witey. What did that amount to? 

Mr. Yntema. Those were very large, sir. They were so large that 
we had to borrow money in order to make them. 

We could not finance them out of our profits and retained earnings. 

We had to borrow money in order to finance the expansion. 

Senator Wier. I know, but that does not answer the question. 

Mr. Ynrema. No. 

Senator Wixey. I think it is important to know if you shoved back 
into the business more than your net after paying dividends and had 
to borrow money to make your capital investment to keep the business 
going. 
~ Mr. Ywrema. That is right, sir. 

Senator Witey. I want to know what that was. 

Senator Carroti. Will the Senator from Wisconsin yield until I 
put a question along this line to help your question ? 

Senator Witey. Yes, certainly. 

Senator Keravver. Senator Carrdil: 

Senator Carrott. Mr. Yntema, I have before me your annual re- 
port for 1956. Your income before taxes was about $479 million. 

Mr. Yntrema. That is before taxes. 

Senator Carrot. Your income after taxes was $237 million? 

Mr. Ynrema. That is correct. 

Senator Carroty. Your expenditures for expansion, modernization, 
and replacement of facilities were $530 million ? 

Mr. Ynrema. That is right; the total. The gross additions to 
property, plant, and equipment, that is the additions to our property, 
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plant and equipment less our retirements amounted to $487 million. 

Senator Carrouu. If I may ask this further question with the in- 
dulgence of my able friend from Wisconsin, in your net income of 
$237 million, how much did you pay out in dividends, what percent 
of that 

Mr. Ynrema. Approximately 55 percent. 

Senator Carro.u. Fifty-five percent, and you took the balance and 
you plowed back into expenditures for expansion ? 

Mr. Ynrema. We did, sir. 

Senator Carroti. And then you also had to do some refinancing ? 

Mr. Ynrema. We had to do some borrowing; yes, sir. 

Senator Carrot. How much refinancing ? 

Mr. Yntrema. We borrowed $250 million. We did not get it all in 
that year but we had to arrange for a loan of $250 million receivable 
to us during 1956 and 1957. 

Senator Biennm Am I right in this? It seems to me I read some 

lace in the newspaper that for the first time the Ford Motor Co. 
be an astock program. Was that about 2 years ago? 
{r. Ynrema. No, sir; that is not correct, sir. 

We did not issue stock publicly. The Ford Foundation—this is a 
misapprehension—the Ford Foundation is the major stockholder, has 
been the major stockholder in the Ford Motor Co. 

The Ford Foundation sold some of the stock that it held to the 
public. 

Senator Carro.t. I see. 

Mr. Ynrema. But we did not as a company issue any stock at that 
time. This was stock sold by a stockholder in the company to other 
stockholders generally. 

Senator Carrotu. Your financing then was done separately ? 

Mr. YnremMa. That is correct, sir. 

Senator Carroitu. And independently ? 

Mr. Yntema. Oh, yes. 

Senator Carrot. [ thank you. 

Senator Kerauver. Would Senator Wiley yield while we are on 
this question ? 

General Motors gave us the amount they had put in their business 
~ “ last 10 years showing the amount of new capital they plowed 

ack. 

Could you give us a similar figure ? 

Mr. Ynrema. Yes. 

Could I have just a moment ? 

I have not got it in my mind but it can be calculated in a few min- 
utes and we can give it to you, sir. 

Senator Kerauver. Would it take you long? I do not want to 
delay you. Suppose you have one of your men do that, and then give 
it to us as soon as you arrive at it. 

Mr. Yntrema. Thatis fine. We will be glad to do that. 

Senator Kerauver. Senator Wiley, you were asking questions. 

Senator Wiiey. I want to thank the distinguished Senator because 
the figures he elucidated brought out the point, and that was that 
when you got through paying your dividends and you found you had 
to make some capital investments to improve the business, you had 
to borrow money to do that. Do you remember what the percentage 
was you paid your stockholders, how much ? 
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Mr. Yntema. That is 55 percent. 

Senator Wizey. I am talking about whether it was 6, 7, or 8 percent 
or whatever it was. 

Mr. Yntema. It was $2.40 per share. 

Senator Wizey. $2.40 ashare. 

Do you remember what the market price of the stock was? 

Mr. Yntema. When it first came out it was over $60 a share. 

Senator Witey. How much? 

Mr. Ynrema. It was $64.50 a share when it came out. That would 
be about—— 

Senator Keravver. It is $40 now. 

Mr. Yntema. It is down to $40 now. 

Senator Wizey. If the chairman will permit, I want to make a few 
— that I think are very important from the standpoint of the 

ublic. 
r You have shown now that the stockholders have not been getting 
an unreasonable amount on their investment. Do you remember what 
the stock sold for when it was issued ? 

Mr. Ynrema. $64.50, sir. 

Senator Witzey. How much? 

Mr. Yntema. $64.50, just 2 years ago. 

Senator Wizxy. You have shown also that the wage that is paid is 
way above the average wage in the manufacturing plants of this coun- 
try, that is correct, isn’t it? 

Mr. YnteMa. It is considerably above, sir; yes, sir. 

Senator Wier. You brought out in your testimony also that the 
earnings of the company are not due solely or primarily to labor. If 
you had not had the brains that give you the inventions and the money 
that enabled you to set up the piants, and the buying public that could 
buy your product, there would not be anything for anybody, would 
there? 

Mr. Yntema. That is correct. 

Senator Witey. The real question is then it seems to me, because 
we have been trying to try out issues that in my opinion we have no 
business to try out because that is a matter for collective bargaining, 
the question of wages, but in view of the fact that we have opened this 
forum for an exposé of one side, you are now given permission to set 
forth your facts, which I presume is the right way to handle it. But 
if we keep on this way investigating everything that probably is not 
related or may be slightly related, we will go on and will not get any 
legislation through if legislation is needed. 

With that little suggestion, I just have 1 or 2 other small questions. 
On the program that is suggested by Mr. Reuther take those figures 
for 1956, take the 45 cents, that would mean $100 million in wages? 

Mr. Yntema. That is after taxes. It would be twice that before 
taxes. 

Senator Witey. What is that? 

Mr. Yntema. That is after taxes. 

Senator Wiiry. Yes, after you have paid the taxes. Now then, if 
you were to carry out the rest of the formula, how would that work 
out ¢ 

Mr. Ynrema. You are talking about the profit-sharing formula ? 

Senator Winey. Yes. 








=e Tr 


<—S ere n=" OC ® 


S. 
38 


if 
rk 





ADMINISTERED PRICES 2721 


Mr. Ynrema. I have that here, sir. 

Senator Witry. Of course you understand in that formula before 
the division goes into effect, the taxes are not taken out, am I right 
about that ? 

Mr. Ynrema. Yes, Senator Wiley. In 1955 the estimated customer 
rebates would have been $207 million and a similar amount would have 
been paid to wage earners. In 1956 the estimated customer rebates are 
$74 million, and a similar amount would have gone to employees under 
this profit-sharing plan, so that the total amount last year, 1956, for 
which we have final figures, would be approximately $148 million. 

Senator Witzy. What? 

Mr. Yntema. That is the amount that would have gone to customers 
and to employees under this so-called profit-sharing plan. That is 
for the Ford Motor Co. 

Senator Witey. And what total would go to the employees, counting 
that 45 cents? 

Mr. Yntema. In 1956 that would have been $200 million before 
taxes, another $74 million in profit sharing, that would make approxi- 
mately $275 million. 

we Wier. I will check that over myself. Thank you very 
much. 

Senator Dirxsen. Mr. Chairman. 

Senator Kreravver. I was going to ask if you had that breakdown 
we were talking about. 

Mr. Yntema. Pardon, sir? 

Senator Kerauver. While we are on the subject of new facilities, 
you were going to get a breakdown for the last 10 years. 

Mr. Yntema. Let me give you these figures, which I think will 
cover your questions, sir. The total amount spent on facilities exclud- 
ing tooling from 1946 to 1956 inclusive was $2,207 million; inclusive 
of special tools, $3,034 million. 

Now, some of that came out of depreciation. The total additional 
investment in the business for the period the last 10 years, 1948 
through 1957, with an estimate for 1957, because we do not have final 
figures, the total additional investment in the business, $1,610 million. 

Of that amount approximately $1,360 million came from retained 
earnings. 

That is about 85 percent of it, and $250 million was borrowed, 
representing 15 percent of it approximately. 

Senator Kreravver. All right, that isthe figure we wanted. Senator 
Dirksen wanted to ask a question. 

Senator Dirksen. Mr. Chairman, just to make sure that the record 
is clear as we go along, I think it should be pointed out on the basis of 
Mr. Reuther’s testimony that their demands as I see it were divided 
really into three parts. No. 1, were the minimum basic demands as they 
call them, dealing with wage increases, pensions, worker protection, in- 
equity adjustment, and so forth; No. 2, were the supplementary de- 
mands, that is the one dealing with profit sharing. Then No. 31 would 
put in a special category, which is a demand in the nature of a recom- 
mendation for this committee on the shorter workweek. 

Does that summarize the general picture as you understand it ? 

Mr. Ynrema. Yes, Senator Dirksen, plus one other thing, and that 
is a recommendation to reduce our prices on top of all that. 
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Senator Dirksen. That is, however, not a bargaining demand, is it? 

Mr. Yntema. No, sir; it is not. 

Senator Dirxsen. I thought Mr. Reuther made it quite clear that 
the price matter was not within the purview of their bargaining 
demands or their bargaining purposes. 

Mr. Ynrema. Senator Dirksen, may I say this: My next paragraph 
deals with this. We do not feel this is the proper place for collective 
bargaining. 

I think your chairman has been quite emphatic upon that. 

Senator Dirksen. That is correct. 

Mr. Ynrema. And we are not trying to settle with Mr. Reuther 
here. But he has made this a matter of public issue, and we have to 
speak up, and I would like to comment, especially with respect to the 
profit sharing in that connection, if I might. 

Senator Dirxsen. Yes. If you will just permit me at this point, 
we had a good deal of discussion about it one way or another, and I 
think there was the general disposition on the part of members of the 
committee not to trespass on the proprieties or embarrass the bar- 
gaining procedure. I think in my own case I tried to be pretty careful 
about it, and if I did offend, of course I did not mean to do so. But 
since this is public information, I think it would be helpful, Mr. 
Chairman, if we inserted in the record at this point the UAW admin- 
istrative letter dated January 13, 1958, because there is set forth this 
whole story of what the demand will be. It is rather lengthy, but 
I think it is essential to a clarification of this record, and I think it 
ought to be made a part of the record. It does not appear in Mr. 
Reuther’s presentation, namely, the long statement that he filed with 
the committee. 

Senator Kerauver. That part of it that deals with this subject 
matter we will have made a part of the record. Does it all deal with 
the subject matter ? 

Senator Dirksen. Yes. 

Senator Keravuver. Let that be committee exhibit 29. 

(The document referred to may be found in the appendix on 

. 8631. 
5 Mr. send If I may respond, nothing I have said is by way of 
any criticism to the committee. 

As I want to point out, I think Mr. Reuther should not have brought 
some of these things before the committee, but that is another story, 
sir. 

Senator Witey. What was your capital structure in 1956? 

Senator Dirksen. Did you finish your answer, Mr. Yntema? 

Mr. Yntema. I did, sir, thank you. 

The total capital, that is the capital stock, the earnings retained 
for use in the business amounted to $1,987 million. At the end of 
1956 we had borrowed $58,615,000 of the $250 million for which we 
had arranged, so at the end of this year the total, $250 million, will 
show up as a liability. 

Senator Kerauver. Senator Carroll has some questions to ask. 

Mr. Yntema. Yes, sir. 

Senator Carrot. You have been very helpful to me in clearin up 
this question of the offering of stock by the Ford Foundation. iia 
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there been any other public offerings of Ford Motor Co. stock prior 
to then? 

Mr. Yntema. No, none. I mean there were some persons who orig- 
inally had stock in the Ford Motor Co., but not a public offering, I 
would say. 

Tenotor Carrott. As I understand your statement, about 85 per- 
cent of the expansion came out of profits ? 

Mr. Ynrema. It came out of profits and out of very low dividends 
to the stockholders while that expansion took place, yes, Senator 
Carroll. 

Senator Carroti. About 15 percent came from new financing? 

Mr. Ynrema. That is correct. 

Senator Carrot. The new financing has come in the past 2 years? 

Mr. Yntema. That is correct. 

Senator Carrotu. I have before me a statement which was pre- 
ared from the records of the Federal Trade Commission, and as I 
ook at your annual report of 1956, I see the stockholders equity of 

$1,987 million plus. 

Mr. Yntrema. Correct. 

Senator Carroti. And from this statement which I have, I ob- 
serve that the stockholders average investment or its equity in 1947 
was $758 million. The net income after taxes was $62 million plus, 
and in the succeeding years from 1947 through 1956, reverting again 
back to the annual report of 1956, that equity of the stockholders has 
risen from $736 million to $1,987 million. 

Who were the principal stockholders of the Ford Motor Co. in that 
period ? 

Mr. Yntema. The principal stockholder was the Ford Foundation. 

Senator Carrott. And who isthe Ford Foundation ? 

Mr. Ynrema. The Ford Foundation is a charitable corporation and 
it is engaged in activities for the good of the country. 

Senator Carrott. Who are the principal stockholders of the Ford 
Foundation ? 

Mr. Yntrema. There are no stockholders in the Ford Foundation. 

Senator Carroiu. Prior to the formation of the foundation, who 
were the principal stockholders of the Ford Motor Co. ? 

Mr. Ynrema. That went back to the various members of the Ford 
family, and before that there were others who were stockholders. I 
do not happen to have the whole history. 

Senator Carrouy. I also observe here in the net income after taxes 
for 1947, according to this statement, the net income after taxes was 
$62 million plus, the net income after taxes in 1956, by your report, 
was approximately $237 million, and in 1955, when we had this ex- 
ceptionally fine year, the profit after taxes was $437 million, and the 
record reflects here that the rate of return there was 25.2. 

Now the 9 months ending September 30 shows $229 million. Was 
there any substantial change in the number of employees during that 
period of time numerically ? 

Mr. Ynrema. During which period, sir ? 

Senator Carrouu. This period of 1947 through 1957. 

I am referring to the workers as distinguished from salaried em- 
ployees. Then we will come to salaried. 
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Mr. Ynrema. The salaried people, many of them I think work 
harder than the hourly people. 

Senator Carrot. thought we would have them both. Let us 
take the hourly people first. 

Mr. Ynrema. In 1947 the average number of hourly employees 
from 1947 to 1957 rose from 96,700 to 135,000. The number of sal- 
aried workers increased from 22,700—I am just rounding off these 
figures—to 56,300. The total, of course, goes up from 119,000 to 
192,000, approximately. 

Senator Carrotu. I think there has been some testimony your aver- 
age _— is possibly 15 percent during that period of time. 

Mr. Ynrema. It varies from year to year. 

Senator Carroti. And you are going to discuss that ? 

Mr. Yntema. Yes, I am. That is a very important subject and I 
have very definite things to say about that. 

Senator Keravver. This statement that you have been readin 
from, Senator Carroll, has been put in the record. The average o 
those years was 15.9 after taxes. 

My attention has been called to the fact that Mr. John D. Clark, 
who was a member of the President’s Economic Council for a num- 
ber of years, is in the hearing room. We are glad to have you here, 
Mr. Clark. 

All right, Mr. Yntema, will you proceed ? 

Senator Gotpwater. Mr. Chairman. 

Senator Keravver. Senator Goldwater. 

Senator Gotpwater. I would like, with your permission, to clear 
up a point that is in the record which was made by Mr. Reuther, I 
believe, on his second day of testimony when he included the name 
of my firm along with, I think, 21,000 others as having profit-sharing 
plans. I am afraid that the record might be interpreted as meaning 
that it was his kind of a plan. 

The plan that my firm and, I think, 35,000 others operate under is 
covered by the Internal Revenue Service Code, sections 401 and 402. 
It is a plan that is voluntarily applied for by management and is 
completely controlled by the Internal Revenue Department. It 
works in a simple way. We are allowed, after being approved, to 
take 25 percent of our gross profit just so that does does not exceed 
15 percent of our total annual wage, to employees making under 
$12,000 a year. This amount of money is placed in a trust fund, the 
trustees of which have been approved by the Federal Government. 
The fund is divided up on a basis of years of service and units of 
salary. This division is then placed in the trust fund. The money 
is held in trust for the employee until he retires at the age of 65 or 
resigns after a stated minimum period of years. It cannot be gar- 
nisheed nor liened against, and is paid to the retired employee in 
monthly sums or to his heirs, if such is the case. That is under com- 


plete control of the Internal Revenue Service and it must be applied 
for. It comes without negotiation. It is under the prerogatives of 
management, as it should be, and I did not want the record to stand 
with anybody having the idea that these 35,000 profit-sharing plans 
were similar to the one that Mr. Reuther has suggested. 

I might add, too, and this is only in my opinion, that any profit- 
sharing plan dreamed up by Mr. Reuther or anyone else would first 
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have to have the approval of the Internal Revenue Service, and I 
have serious doubts, lowe the experience that we had in getting them 
to approve this relatively small amount, that they would approve any 
fantastic amount such as has been suggested. 

I just wanted to clear the record up. 

Senator Kerauver. I am glad you have, Senator Goldwater, and 
while you are speaking about it, there has been some question raised 
as to whether the amount paid under a profit-sharing plan like yours, 
with agreement with the Internal Revenue Service, is charged as an 
operating expense or a wage payment. 

Senator Gotpwater. No; it could not be charged as either. It 
comes out of the gross profit, and the amount has to be approved by 
the Internal Revenue Service before we can then, on an approved 
formula, divide it up with our employees. 

Senator Kerauver. What I was trying to get at, after it is approved 
by the Internal Revenue Department, you do not have to pay taxes? 

Senator Gotpwatrr. That is true. It comes out of taxes, just as 
the profit-sharing plan Mr. Reuther is suggesting would reduce the 
total taxes paid by any company that adopts it. 

I might say that this profit-sharing plan is favorable in some years; 
it is unfavorable in others. You take quite a risk when you take it 
on. I would suggest, Mr. Chairman, that you include in the record 
as an exhibit the Internal Revenue Service Code, sections 401 and 402, 
so that anyone studying the record can be sure as to the difference in 
these plans. 


Senator Kerauver. I think it is well to include it. That will be 
committee exhibit 30. 


(The material referred to may be found in the appendix on p. 3647.) 

Senator Witey. Mr. Chairman. 

Senator Kerauver. Senator Wiley. 

Senator Witxy. There was something developed the other day. 
I want to first know how many stockholders you now have. 

Mr. Ynrema. 280,000, approximately. 

Senator Wier. 280,000. There was a time when the Ford family 
held all the stock of the Ford Motor Co., as I understand it. At that 
time when Henry Ford started in, he had about 60 percent of the 
business; is that not right? 

Mr. Yntema. That is right. 

Senator Writer. Now General Motors has a family of stockholders 
of 720,000, and they have not quite 50 percent. In other words, com- 
petition has reduced the percentage that Ford itself had; is that right ? 

You had 60 percent of all the business at one time. Now you have 
got about how much? 

Mr. Yntema. I am sorry, I did not understand your question. 
Yes; we have a much smaller percentage of the total than we had 
back in the early 1920's; yes, sir. 

T have a chart which will show all this. 

Senator Wiiry. I understand, but the point is made that there 
has not been competition, and I want to show that the facts of life 
show that there is competition. 

Mr. Yntema. There certainly has been competition. 

Shall I continue, sir? 

Senator Krerauver. Will you proceed now ? 
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Mr. Yntema. We feel it is offensive to the proprieties of the col- 
lective bargaining process for Mr. Reuther to have brought this plan 
before the subcommittee for discussion. Since the plan has been dis- 
cussed here, however, and Mr. Reuther has publicized it throughout 
the country, we think it appropriate to call attention to some of the 
economic implications of the plan. 

“no at Ford are not against incentive compensation plans for em- 
ployees. 

There are many such plans in existence; they have been authorized 
by stockholders and are terminable at their will. These plans are 
designed to attract employees of superior talents and to give them in- 
centives to make their greatest contribution to the business. 

These plans are designed to increase efficiency, productivity, and 
profits. en profit-sharing plans achieve these goals, they serve 
the stockholders and the country well, and we are in favor of them. 

Senator Keravver. In this are you talking about the Ford Motor 
Co. or are you talking about industries soonest? 

Mr. Ynrema. I am talking about these plans generally. 

Senator Keravuver. But does Ford Motor Co. have a profit-sharing 
plan for administrative employees ? 

Mr. Ynrema. We have an incentive compensation plan; yes, sir. 

pee Keravver. Does it start at 10 percent or where does it 
start 

Mr. Ynrema. It happens to start at 10 percent of the capital em- 
ployed in the business, that is correct. 

enator Kerauver. Before taxes or after taxes? 

Mr. Ynrema. Before taxes, sir. 

Senator Keravver. All right, sir. 

Mr. Yntema. But Mr. Reuther’s proposal is quite different. He 
does not propose that employees be given incentives to make addi- 
tional efforts and contributions to the business, to the end that the 
profits going to stockholders may be increased. 

Having first claimed through his basic demands as we have just 
seen, more than his full share of the productivity pie, he seeks through 
his profit-sharing plan to appropriate a portion of the share belong- 
ing to those who risk their capital in the business. 

Mr. Reuther’s plan will bring about increased concentration in any 
industry where it is adopted. 

The rebates given to the customers and the share of profits given 
to the wage earners by the most profitable firm in the industry would 
have to be equaled or matched by its competitors. 

Since they could not be equaled in profits and rebates, they would 
have to be matched in lower prices and higher wages. 

This would destroy the weakest firms almost immediately and 
would impair the ability of the others to keep up in the competitive 
race. The antitrust laws were designed to preserve and protect com- 
petition. 

Mr. Reuther’s plan would kill competition. 

Such a plan also would accentuate business cycle fluctuations gen- 
erally, and would do so particularly in volatile industries. When an 
upturn in business occurred, sales volume would increase sharply with 
the prospect of bigger customer rebates. 








it 


i- 


le 
i- 
he 


st 
rh 


> 


ny 


en 


ld 
id 
nd 


ve 
m- 


n- 
an 
ith 


ADMINISTERED PRICES 2727 


Conversely, sales would decline sharply when the outlook for profit 
sharing and price rebates became less favorable. Thus prices would, 
in effect, be reduced in periods of expanding demand and increased 
during periods of recession. 

Finally, Mr. Reuther’s proposal would intensify cost-push infla- 
tionary forces. There would be inordinate pressure on all companies 
in an industry to match the wage-plus-profit share in the most profit- 
able company. 

Similarly, there would be enormous pressures on other industries 
to match the wage-plus-profit share in the most profitable industry. 

In the union book, correction of inequities overrides all other con- 
siderations. If the principle of equal pay for equal work is to be 

ursued, as I am sure it will be, we would see a wage inflation the 
ike of which we have never known. 

I am sure, Mr. Chairman and members of the subcommittee, that 
the more you understand the consequences of Mr. Reuther’s profit- 
sharing proposal the less you will like it. 

It would be difficult to contrive a plan more damaging to the pres- 
ervation of competition in a free society or to the integrity of our 
currency. 

Senator Kerauver. Mr. Yntema, I do not want to hurry you. We 
hope to finish this morning, but we Senators have been doing most 
of the talking and questioning. With that in mind, any part of your 
statement, you summarize from now on might be in the record in full. 

Mr. Yntema. Mr. Chairman, I will be very glad to do that. I 
would like to have it appear in the record as such. 

Senator Keravver. It will. 

Mr. Ynrema. And then my summary comments will save time. 

Senator Keravuver. It will all appear in the record. 

Mr. Ynrema. VII, profits in the automobile industry: In view of 
all the circumstances, are profits too high or too low in the automobile 
industry? Is there any really objective criterion for judging whether 
profits are too high or too low; and, if so, what does such an appraisal 
reveal ? 

These are proper questions, and I shall try to answer them. 

In this matter, we have been subject to rabid attack by Mr. Reuther. 
A few samples are found in exhibit 27. 


(Ford exhibit 27 follows :) 


EXHIBIT 27 


Mr. REUTHER ON CORPORATE PROFITS 


“* * * profits are scandalously high * * *” 


* 
“* * * denying the workers their share of the economic pie * * *” 
“* * * exploiting the American consumer * * *” 
“* * * getting a disproporitonately larger share of the gross national 
product * * *” ; 
“* * * desire to push the profits to these fantastic levels * * *” 
— the Ford Motor Co., based upon its fantastic earnings * * *” 
— Chrysler profits are equally fantastic * * *” 
a stockholders of General Motors were getting tremendous returns * * *” 
“e fabulous profits * * *” 
e extortionate profits * * *” 
am fantastically high profits * * *” 


** # # # 
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Mr. Yntrema. The fact that Mr. Reuther says these things does not 
make them so. Such ranting may influence the public, but I submit 
it should be given no weight here, except to cast suspicion on its source, 

It is sometimes said that because profits in the automobile indust 
have been higher than average in manufacturing, they are too hig 
and should be reduced. 

This is like saying that everybody whose income is higher than 
average should have it reduced. Would Mr. Reuther argue that be- 
cause the UAW members have wages above the average in manu- 
facturing, their wages should be cut? We have the same feeling 
about the raw comparison with the average that gives no attention to 
the risks of the business or the skills of management. 

If, however, the companies in the automobile industry are compared 
with the leading industrial corporations of this country, their profits 
are not impressive. 

In July 1957, the Fortune Directory was published, listing for 
1956 the 500 largest industrial corporations in the country, their size, 
their profits, their sales margins and their returns on investment. 
This is how the automobile companies stood : 

Exhibit 28 compares the passenger car manufacturers rangin 
among the 500 largest United States industrial corporations. i 
would like to take just a moment on that. 

(Ford exhibit 28 follows :) 





















Exureir 28 


Passenger car manufacturers ranking among the 500 largest United States 
industrial corporations, 1956 


General Ford Chrysler | American |studebaker- 
Motors Motors Packard 















hp Shut 6 dddebdushiaiuadutarasctaas 87 
Rina iene mint Retaientbtieniiaindiaaatd 5 17 125 ly 
Net profit as a percentage of sales__....___- 133 262 47 492 497 
Net prof as a percentage of invested 

UE hee nos an non totancsenrcaspes 79 269 472 492 497 


Source: The Fortune Directory, July 1957. Profit ratios could be calculated for only 497 of the 500 
companies. 








Mr. Yntema. In terms of absolute size, General Motors, Ford, and 
Chrysler ranked among the first 10 in sales and among the first 20 
in assets. American Motors and Studebaker-Packard were well 
above the average of the 500 leading corporations in both sales and 
assets. They are large companies, too, in this country. 

The automobile business is, and has to be, a big mass-production 
business with very large amounts of capital at risk. 

How well did the automobile companies do profitwise? 

In terms of percentage of profit to sales—this refers to 1956—not 
a single automobile company appeared in the top quarter of the list; 
4 out of 5 were below the median; 1 was 22d from the bottom, 1 was 
6th from the bottom, and 1 was at the extreme bottom of the list. 

The bottom of the list is 497 because these data could not be cal- 
culated for 3 of the firms. 

In terms of profit as a percentage of invested capital, 1 appeared 
79th on the list; the other 4 were all below the median; 1 was 26th 
from the bottom, 1 was 6th from the bottom, and 1 was again at the 
extreme bottom of the list. 
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Is this a picture of fabulous, fantastic or scandalous profits, as Mr. 
Reuther says? If we had the picture for 1957—the data are not yet 
available—this would have looked a little better for the automobile 
business. Chrysler would have looked better, Ford a little better, 
General Motors worse, the other two at the bottom of the list again. 

Senator Kerauver. Would you refer to 1955? 

Mr. Ynrema. I do not have the figures before me. The automobile 
business would have looked better in 1955. 

Senator Kerauver. As committee exhibit 31, I have the returns 
for 1955 taken from the Federal Trade Commission. This table shows 
that for that year only one company made a higher rate of return 
than General Motors, and that was the Cuban Tobacco Co. with profits 
of $674,000. This is out of 500 leading manufacturing companies. 
General Motors was second with $1,180 million, or a rate of return of 
80.5. Ford was 12th with $437 million or a rate of return of 25.2. 

(The table referred to follows :) 


Manufacturing corporations having higher rates of return in 1955 than Ford 





Motor Co. 
Company Net profits | Rate of return 
(thousands) (percent) 

eens "sweden Ges eI cin eusbinaeacdon Dihisteoiiue | $674 34.2 
General Moters Oorp.................... era, whasalnsaliptege wes econ ke AGRA REA ERIS Coad Sul | 1, 189, 477 30.5 
I le i ree tania 1, 080 29.1 
James B. Beam Distilling Wet canwenstthaccadlte ood aloes adesounoaectas 1, 807 28.9 
NE RE LS dle tbiob karate cubenniniguaaien adie iat mbinieiaauliiert a aie ail | 9, 040 28.8 
Reynolds Metals ee wcnnws eldb bass date 2k ies each bbe 46, 514 27.0 
American Home Products.__.----------- EN LOL EI LM, NIB PIAA 20, 537 24.9 
PBR a se ES SET BE See Galt he Seen | 2,070 24.8 
Kaiser Aluminum k, Chemical CIEL, «coin bs ccebtigeou-dralenceasia euee inaabowsaeacl ee | 53, 326 24.8 
Te IR OUNE  T oe enip tik ob wens pucpeciniea en deep ap phh sds leaadaey 4,115 24.7 
McGraw-Hill P ublishing Si Oicenieyx oveeaa guts eraroen aoe dines sicis cian aoe ae | 6, 284 24.6 
Ford Motor Co__.. 420, 228 24.3 


Beate ae ae Bees eee: ie fa 


Note.— Based on 480 manufacturing corporations, excluding aircraft manufacturers. 


Source: Federal Trade Commission, Report on Rate of Return (After Taxes) for Identical Companies in 
Selected Manufacturing Industries, 1940, 1947-55. 


Mr. Yntema. Mr. Chairman, those figures reflect the fact primarily 
that the automobile business is a big mass-production business. Those 
are aggregate or total profits, ind are not related to the return on 
investment. 

Now, 1955 was an unusually big year for the automobile business 
and the profits were relatively hi 

Senator Keravuver. I was id primarily about the rate of 
return on stockholder’s equity. General Motors was second. 

Mr. Yntema. I am sorry, sir. 

Senator Keravver. Among the 500 large manufacturing corpora- 
tions in 1955. 

Mr. Yntema. That was a most unusual year, the like of which I 
am afraid we may not see again. Let me say this: 1956 was not a 
poor year for the automobile industry. That was a relatively good 
year. It was the third highest year we ever had in terms of number 
of units sold. 1955 was a - phenomenal and a highly atypical year. 

Senator Kreravuver. 1956 was not sort of a bad year? 

Mr. Ynrtema. No, it was not, Mr. Chairman. That is one of the 
delusions that is abroad. It just looked bad in comparison with the 
extraordinary volume in 1955. 
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Let me remind you that American Motors and Studebaker-Packard 
are not only large but long-established concerns and recently were 
relatively prosperous. 

f you reduce the prices and the profits in this industry substan- 
tially, you will kill off two of the competitors, and you will weaken 
Ford and Chrysler and leave them limping low in the list of indus- 
trial concerns. 

We do not yet have comparative resuts for 1957 but, if we did, 
I think the automobile industry would look a little better. 

Chrysler would show up much better, Ford slightly better, Gen- 
eral Motors somewhat worse, and American Motors and Studebaker- 
Packard still at or near the bottom of the list. 

This next section is designed to indicate that the risks of the auto- 
mobile business are extraordinarily great. 

Senator Kerauver. What page are you on now ? 

Mr. Yntema. VII-4. 

Exhibit 29. 

(Ford exhibit 29 follows :) 


ExuHisir 29 


The risks in automobile business are extraordinarily great because of— 


1. The uncertainty as to what styling or product features will be most 
attractive to customers. 


2. The long period between styling, engineering, facility and tooling de- 
cisions and the sale to customers. 


3. The large investments in styling, engineering, special facilities and 
tooling far ahead of sales. 


4. The heavy losses if the product does not sell. 


5. The long period required to correct mistakes in styling or product 
features—often 2 years. 


6. The rapid changes in styling and engineering features of the product 
brought about by intense competition. 

Mr. Ynrema. The risks in the automobile business are extraordi- 
narily great. A few wrong decisions can wreck a company. Right 
decisions can Jead to handsome profits (incidentally, this is why it is 
profitable to offer big inducements to attract the best men to the top 
jobs where these decisions are made). 

We have a multiyear production cycle. We have got to commit our- 
selves for what we are going to do in 1961. Automobile model 
changes, even relatively modest ones, require long-lead time because of 
research, styling, engineering, tooling, facility, and manufacturing 
problems that are involved. As shown in exhibit 30, in 1958 our 
company is working on product programs for 1958, 1959, 1960, 1961, 
and 1962 and on engineering research programs for 1963-65. 

(Ford exhibit 30 follows :) 
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Bxureit 30 


FORD MOTOR COMPANY 
AUTOMOTIVE PRODUCT PROGRAMS IN PROCESS DURING 1958 


PRODUCTION & SALES 


TESTING | 
FACILITIES 


PROD. & SALES 


TESTING 
TOOLING 
FACILITIES 


STYLING © 


be FACILITIES © 


Mr. Ynrema. The 1958 model, of course, is in production. The 
1959 model has been fully designed, styled, and engineered; facility 
procurement is nearing completion and prototype vehicles are under- 
going operational and durability tests. For the 1960 model, tooling 
orders are being placed, and engineering will be completed by mid- 
year. For the ‘1961 models, preliminary package-size decisions have 
been made and basic styling themes, expressed in full-sized clay mod- 
els, will be frozen during the latter part of 1958. 

For the 1962 models, “market analyses and preliminary styling ren- 
derings will be underw ay by mid-1958. In addition, engineering re- 
search is exploring to find iprckoomannte to incor porate into our 1963, 
1964, and 1965 models. 

The 4-year gestation period for new-model development (not count- 
ing engineering research) is, I believe, unique to the automobile in- 
dustry in the consumer- -goods field. Certainly no other industry of 
comparable magnitude faces such a long product-planning cycle for 
all of its models in every year. 

In a typical, new- -model program, about 40 percent of the expendi- 
tures for tooling, engineering, styling, and facilities are committed a 
full year before ‘the first car is produced. It is most expensive to make 
major alterations in the program after this point, because work al- 
ready done must be written off as a dead loss, and replacement work 
must be carried out on a high-cost crash basis. 

Nevertheless, market requirements may change dramatically be- 
tween the start of heavy spending on a new model program and the 
production date. 
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Consumers’ styling preferences shift unpredictably from round to 
flat, or blunt to sharp, or gaudy to austere. Various body styles rise 
and fall in popularity. Buying motives may be dominated by power 
in one year, economy in a second, size in a third, and style in a fourth. 

No manufacturer can guess right on these 100 —— of the time, 
especially when the guessing must start 4 years before the first sale. 
When it appears that his original guess is likely to be wrong, the 
producer has two alternatives: 

1. Rush last-minute product changes at great expense, and hope 
the second guess is right ; 

2. If it is too late for that, or if the second guess is also wrong, 
take a licking in the market. 

Neither Ticcimativon is pleasant; yet no producer has been able to 
avoid at least an occasional year of wrong guessing. 

Next is an indication of the major model change costs and what it 
indicates is that our dollar costs for changeover is rising very rapidly, 
they are many times larger than in 1948 and as a ratio to sales our 
changeover costs are now about 21% times as big. This reflects the 
struggle between the automobile companies to get customers by 
changing the product from year to year and trying to get an increase 
in cohen of business. 

This is the thing I referred to earlier this morning, sir. 

The indexes in the start, exhibit 31, show the increase during the 
past 10 years in the company’s special tool amortization, engineering, 
and styling costs. These are the costs most directly related to model 
changes, although many product changes also involve piece-cost 
increases and significant expenditures for new facilities. 


(Ford exhibit 31 follows :) 


ExursitT 31 


FORD MOTOR COMPANY 
INDEX OF MAJOR MODEL-CHANGE COSTS 
1948 —1957 


52 53 54 


CALENDAR YEAR 
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Mr. Ynrema. The top line shows the index of changes in dollar 
expenditures for tooling, engineering, and styling, with 1948 as a 
base of 100, Expenditures have risen every year since 1950; in 1957, 
they were more than 614 times the base. 

The lower line shows an index of these expenses as a percentage 
of the company’s annual dollar sales (excluding defense sales). In 
relation to sales, model change costs are almost 214 times as large as 
they were in 1948. 

Senator Kerauver. Since we were talking about 1955 and 1956, to 
get a fair picture I think the staff might get together a composite 
for the 10-year period for all manufacturing which would give a bet- 
ter picture. Do you not think so? 

Mr. Ynrema. I think that the recent picture is more nearly typical 
of what we can look forward to. 

If you want a history of the past, I do not think 1955 is typical. 

I think what we have now—— 

Senator Keravver. I think a 10-year period might be of some help. 

Mr. Ynrema. I think it might be very interesting, but if you are 
talking about prices 

Senator Kerauver. We will ask the staff to do that. 

(As compared to average rates of return on net worth after taxes 
for the 10-year period, 1948-57, of 25.0 percent for General Motors 
and 15.4 percent for Ford, the average for all manufacturing corpo- 
rations was 12.2 percent.) 

Mr. Ynrema. Our point is merely this. If you are considering 
action or judging the present situation, you have to look at the situa- 
tion as it is now and as It is likely to be. 

You always have to look at the present and the future but I think 
the compilation would be interesting. 

Exhibit 32 shows the carryover from the 1955 model to the 1958 
model. 

(Ford exhibit 32 follows :) 





ExHIBIT 32 


FORD CAR SPECIAL TOOLING 


pencentace or oss CARRY OVER FROM 1955 MODEL TO 1958 MODEL 
MODEL TOOL COST 
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Mr. Ynrema. This chart indicates the degree of obsolescence on 
Ford car special tooling during the past 3 years. 

Of our total 1955 model tool expenditure for standard Ford cars, 
72 percent represented body and front-end tooling, 12 percent was 
chassis tooling and 16 percent engine tooling. Three years later, all of 
the body, front end, and chassis components were changed to such an 
extent that the tools purchased for the 1955 model could not be used 
to produce the 1958 parts. 

nly a small portion of the engine tooling—equal to 314 percent of 
the total 1955 tool expenditures—is still in use on 1958 model output. 

The preceding exhibits have outlined some of the reasons why auto- 
mobile manufacturing is a precarious business: A long and expensive 
preproduction planning cycle, repeated year after year; higher and 
rising model change expenditures; unpredictable changes in consum- 
ers’ buying motives. 

In this industry, you cannot afford many consecutive mistakes. A 
few bad years in a row can spell disaster for even a strong, long- 
established firm. Dealers resign their franchises; used-car values de- 
cline drastically ; capable engineers, stylists, and executives quit; in- 
vestors place their funds elsewhere. 

Senator Kerauver. Can you give this in dollars instead of indexes 
on exhibit 31? 

Mr. Yntema. We have never released that information, Senator, 
and we would like to be excused from giving it. Our competitors do 
not release it and we would like to not be requested to do so. 

Senator Keravuver. Very well, I will not press the point, but I have 
had a feeling that these frequent model changes might be one of the 
major difficulties that you, Chrysler, and General Motors are having. 

Mr. Yntema. Mr. Chairman, I think that is a very serious problem. 
These expenditures are very large. 

It is very intense competition in this product area. It is extremely 
intense. 

Senator Keravuver. All right, sir. 

Senator Dirksen. One question. 

Mr. Yntema, what do you think would happen if a governmental 
board armed with authority would intrude and make decisions 
with respect to model changes rather than to leave it where it is at 
the present time ? 

Mr. Ynrema. I think that would be most unfortunate from the 
point of view of the consumer. We have difficulty enough our- 
selves spending all our time on this problem trying to get what the 
consumer wants, and I would think it would be most unfortunate to 
have any Government agency trying to decide that. 

Senator Kerauver. I want to assure my friend from Illinois that 
my question did not infer that I thought we should. We are not 
trying to run their business. I just point out, with the leader 
changing every year, putting tail fins on, putting in higher horse- 
power, and changing tools and with everybody else doing the same 
thing, the leader could spread his costs out among a lot of cars 
among different businesses, whereas the lesser companies have a dif- 
ficult time doing that, so that they cannot spread the cost among as 
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many cars, and I think just the arithmetic of it shows that it is 
pretty rough on the little fellow. 

Senator Dirksen. But just to amplify, the point I want to make 
is this. The rigidity of a governmental bureaucracy being what it 
is, if they had such power over styling and changes, we might all 
still be wearing high-buttoned shoes, and I would not fancy the idea 
at all. 

Senator Keravver. All right. Will you proceed ? 

Mr. Ynrtema. In exhibit 33 we show the passenger-car makes as 
the lines entering and leaving the industry, and it shows from time 
to time—I will not go into detail—the number of makes leaving tend- 
ing to exceed the makes entering. 

(Ford exhibit 33 follows :) 


ExHIBIT 33 


PRODUCTION PASSENGER CAR MAKES ENTERING AND 
eiaciai LEAVING INDUSTRY 
OF MAKES 1922-1957 
40 


MAKES LEAVING 


30 


20 





oO a Be 
1922-25 26-29 30-33 34-37 38-41 46-49 50-53 54-57 


Senator Keravver. Would you please, not now, but for the record, 
supply the names of those companies entering and leaving the in- 
dustry, with the dates? We have one chart on that but I am not 
sure it names all the companies. 

Mr. Ynrema. Yes, sir. 

(The information referred to may be found in the appendix on 
p- 4177.) 

Senator Kerauver. All right, sir. 

Mr. Ynrema. The mortality rate among American automobile 
makes since 1922 is shown on the above chart. Prior to 1930, the 
rate of failure was high; 32 makes disappeared in the 1922-25 pe- 
riod and 26 makes between 1926 and 1929. From 1930 to 1941, 18 
makes were discontinued. There were no failures of established 
makes during the immediate postwar years, although several newly 
organized firms withdrew before they could build any cars. 
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With the return of the buyers’ market, however, the mortalities 
began again; 3 makes disappeared between 1950 and 1953 and 
makes between 1954 and 1957. 

Over the entire period, the number of makes offered by American 
producers declined from 62 to 16, and of the 16, only 9 represent sur- 
vivors from among the entrants of 1922. 

The companies shown in exhibit 34 have either failed, merged, 
or ceased manufacture of passenger cars since 1946. 


(Ford exhibit 34 follows :) 


Exutsit 34 


United States passenger-car manufacturers—Failures, mergers or cessation of 
business since 1946 
Year of failure, 
merger, or cessa- 
tion of passenger 


Failures: car manufacturing 
Oey seek bale Setisen. Gi. Tha UL eee 1948 
a tae on Sn iacastig © Re I ald SA tale ed dcp itn cn teaches oosiininianetion 1949 

Mergers: 

I oem nepeninenibionmpanmanaenl 1953 
a cae ie oo Gece acienessqnesonsareaomnmnmedipenes 1954 
NN ee en eee ee OE oa cnerelvedarthindineisenstewicinidsekinienierwindiisee 1954 
Cessation of passenger-car manufacturing: Crosley____.__-___-_______------ 1952 


Mr. Ynrema. Playboy and Tucker never really got underway. 
Kaiser-Fraser merged with Willys in 1953. The Nash-Hudson 
merged into American Motors and the Studebaker-Packard merger 
occurred in 1954. Crosley dropped passenger car manufacturing in 
1952. 

In the years 1946 through 1953, inclusive, the total after-tax earn- 
ings of Studebaker were $109 million; Packard $53 million; Nash- 
Kelvinator $139 million ; and Hudson $40 million. 

In 1956, Studebaker-Packard lost $102 million and American 
Motors lost almost $20 million. Both companies were in a loss posi- 
tion for 1957 but in its latest quarter, American Motors managed to 
show a profit. 

Does this record indicate excessive prices or lack of competition? 

Exhibit 35 is an exhibit I have referred to from time to time. I 
think it is quite dramatic in the picture of the ups and downs and 
the results of the efforts of one company to take business away from 
another, and you can see the ups and downs in our company in par- 
ticular. 

(Ford exhibit 35 follows :) 
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Exuisit 35 


PASSENGER CAR MARKET PENETRATION-BY COMPANY 
REGISTRATIONS AS PERCENTAGE OF INDUSTRY 
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Mr. Ynrema. Another illustration of the risks in the business ap- 
pears in exhibit 35. This chart shows the percentage of total pas- 
senger cars sold by each present producer in the years 1922-57. Here 
you can see the rise and fall of each company as it succeeded or failed 
in the competitive struggle to get volume. 

You can see the decline of Ford from 1924 to 1927, its temporary 
recovery, its decline again to 1933, another brief victory, and then a 
slow decline to 1941, followed by postwar resurgence of the company. 

Chrysler rose suddenly in 1931-33, lost position in the postwar 
period, and recovered partially last year. 

American Motors had 12.8 percent of the business in 1927, declined 
to 1933, recovered, hit another high in 1946, and lost position drastical- 
ly after 1952. 

Studebaker-Packard increased in relative volume in the thirties, 
did well in the early postwar period, and declined sharply after 1952. 

General Motors has had a relatively more stable history, but it too 
had a setback in the late twenties, a substantial rise after 1952, and a 
sizable setback last year. Of the firms that have been able to survive 
at all, only one, General Motors, has managed to avoid severe losses 
of position with real threats to its continued existence. 

What happened there fundamentally is that we tried to continue 
after the early twenties with a simple model. 

Our competitor came in with an improved product and took the 
business away from us. 

The development of mass production techniques is not enough. 

The lesson from this is you have to make a product that the public 
wants to buy and we have learned that again and again. 

22805—58—pt. 6——40 
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Senator Kerauver. You were previously talking about the other 
types of businesses that the companies were in. 
ocument which we will file as committee exhibit 32—if you have an 


comments, 


We have prepared a 


ou can file them for the record—on the amount of busi- 


ness Ford does in various fields: hardware, trucks, tractors, steel and 
so forth. 
(The table referred to follows: ) 


Product classes in which Ford Motor Co. is 1 of the 4 leading companies, 1950 











Percent of value 
Value of of shipments 
No. Product class shipments produced by 
(thousands) 4 leading 
companies 

mes yaewenmen-ounted fabrics... oon. c no. een och ch cnsce ous $53,275 | Over 20. 
ee in eke cee bec n chase ncgeene 72, 543 | Over 27. 
22954 | Other impregnated and coated fabrics (oilcloth, etc.) _.._._._-- 73,777 | Over 13. 
24212 | Hardwood dimension, other than furniture ---__..._-...-.---- () Not available, 
24317 | Millwork products, not elsewhere classified ____..__.._.__.---- () Do. 
24444 | Nonwirebound boxes for industrial and other uses-- ~~ --._-~-- () Do. 
24218 | Box shook: fruit, vegetable, industrial__................--_--- () Do. 
28610 | Hardwood distillation products_____-_--- Ae ecdhaa il meee (4) Do. 
Saui3 | Bees (window) Genes. oo. ss cs HiMess = 90, 689 Do. 
a el adienae nen . 189, 242 | Over 80 
33210 an 4 fron castings -__.-..._.. Deb bec ebaenonkens an < 1, 422, 520 | 29. 
33230 | Steel castings (carbon, alloy, and stainless) ....__...___- =. 474,610 | 18 
33911 | Drop, upset, and press steel forgings (only closed die) -___------ | 501,084 | 24. 
34638 | Job stampings, automotive.........______..__---...---.-------- 741, 280 | Over 52. 
34713 | Incandescent vehicular lighting equipment_-__-____._.__..----- 133, 398 | Not available. 
34930 | Steel springs, other than wire springs (code 34895)_.._______-__- (4) Do. 
ee ee caacbbbewdceccbecwnene . 705, 152 63. 


35431 | Jigs; fixtures; forming, stamping, and piercing punches and | 


454, 632 | Over 15. 
dies; die sets; and subpresses. 


36410 | Electrical equipment for internal combustion engines - --------- 486, 964 68. 
3717 Passenger cars, knocked down or assembled....._......._....-- 9,415, 476 | Over 89, 
37172 | Truck tractors, truck chassis, and trucks produced from chassis 1, 843, 489 77. 


made in the establishment. 
37175 | Engines — parts and accessories for motor vehicles (not () 





Not available. 


1 Not available. 


Source: Report of the Federal Trade Commission on Industrial Concentration and Product Diversi- 
fication in the 1,000 Largest Manufacturing Companies: 1950, January 1957. 


Senator Keravver. In the fields listed here, Ford is 1 of the 4 largest 
producers of these products. After you have a chance to look it over, 
. can make any comment you wish. I should say that in other 

ines of endeavor Ford has not been in the same class as General 
Motors. 

All right, sir. 

Senator Dirksen. Did we pass section 7, page 10? 

Mr. Yntema. Yes, sir. 

Senator Dirksen. That is exhibit 34? 

Mr. Yntema. Yes, sir. 

Senator Dirksen. I wanted to ask you a question about it. 

What would have happened to Kaiser-Fraser, Willys, Nash, Hud- 
son, Studebaker-Packard, if they could not have merged ? 

Mr. Ynrema. It is hard to say. They would have had increasing 
difficulty staying alive. The merger is no criticism at all. 

Senator Dirksen. I know. 

Mr. Ynrema. It is an indication of the intense competition. 

Senator Dirksen. The question is basically this: Had there been no 
mergers, do you think in the face of intense competition that as indi- 
vidual companies they could have survived ? 





Ve 


\- 


ADMINISTERED PRICES 2739 


Mr. Ynrema. Some of them I think probably could not. I cannot 
answer that question for sure of course. 

Senator Carroti. Mr. Chairman, I wonder if I might ask a ques- 
tion at this point. This has reference to tooling and to the necessity 
to meet the consumer demand. 

Senator Keravver. All right, Senator Carroll. 

Senator Carrott. Can you give me an idea, for example, in a normal 
year, 1956, how much was spent by Ford Motor Co., to explain its 
product, to whet the ap etite of the consumer about the desirability of 
ree your cars‘ How much did you set up as a tax deduction 

or that purpose? Not only Ford, but do you have it for General 
Motors as a comparative figure ? 

Mr. Ynvrema. Senator Carroll, do you refer to our advertising ex- 
penditures, sales promotion ? 

Senator Carron. That is right. 

Mr. Yntema. We do not know what our competitors spend on that. 
We would like to know. I wish we could be excused from supplying 
that information because it is not available in the industry. 

I would like to know what our competitors spend. We do not know 
that, but it is a very substantial sum. 

Senator CarroLtu. What I had in mind is this: 

Of course there is competition. The more money that a competitor 
has the more he will spend in the field of propaganda, we will say, to 
tell the public what they have and to encourage, and I think that goes 
into the question of—perhaps this is a trade secret and if it is, I do not 
want to invade it. It seems to me that enormous sums are spent to 
convince the public and to whet their appetites for a situation that 
calls for tremendous sums of money in tooling and changes. As I look 
at the chart, almost from 1954, running $100 million a year in tooling 
and changing. 

Mr. Yntema. The cost of changeover is very large, Senator Carroll. 

Senator Carrotu. I do not know whether you would care to express 
an opinion. 

Do you think that is might be advisable to smaller competitors if in 
some way the Treasury Department could impose a regulation, a limi- 
tation, on the amount of money that could be spent for propaganda, for 
advertising? Is there any limitation that you know of in the internal 
revenue laws? 

Mr. Yntema. No, there is none as far as I know. 

I am not a tax expert. My concern about interfering with the 
structure of American business is that some times the kickback is worse 
than the benefit. I do not know the answer to your question seriously, 
Senator Carroll, just what could be done. 

The question of magnitude of expenditures we have to make in 
order to increase the volume of our business is a matter of very grave 
concern to us. 

I mean we do not do this lightly. 

Senator Carroit. In this day of mass production and mass media, 
it would seem to me that those that have the most money can purchase 
the most propaganda time, and it is a way of selling, of course. 

Mr. Ynrema. Senator Carroll, that is one of the economies of scale, 
there is no doubt about it. That is one of the economies of doing busi- 
ness. 

Senator Carrot. And this is true in politics, too. 








1 
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Senator Kreravver. Mr. Yntema, the UAW was asked what they 
spent on information and publications and advertising and public re- 
lations and they gave some information and they are going to furnish 
the rest. 

_ Will you prepare and submit to the committee your figures on those 
items, information, public relations, advertising—no, not advertis- 
in, 





Mir, Ynrem. We have no objection at all. I would like not to be 
asked to furnish it on advertising, but on the others we would be very 
glad to furnish it, of course. 

Senator Kerauver. Leave out advertising and furnish the compar- 
able information that General Motors and the UAW will furnish. 

Mr. Yntema. Certainly. We will be very glad to do that. 

(The information referred to may be found in the appendix on 
p. 4175.) 

Mr. Ynrema. Fortunately, you do not have to rely on Mr. Reuther’s 
udgment, or on mine either, as to whether the profits in the automobile 
usiness are excessive. You can turn to the market for securities where 
millions of investors are expressing their independent, hard-headed 
appraisals of the companies. 

The high risks of the business done by automobile companies are 
refiected in the low price-earnings ratios of automobile stocks. The 
less the risk, the higher the valuation investors place on the earnings 
of a company. The greater the risk, the less investors will pay for 
earnings, and the lower the price-earnings ratio. 

Let us take as our reference the 30 stocks composing the Dow-Jones 
industrial average. A list of these companies is shown in exhibit 36. 
As can be seen, this list comprises important companies in a wide 
variety of industries. 

(Ford exhibit 36 follows :) 


EXxuHIsit 36 


ComMOoN Stocks INCLUDED IN Dow-JONES INDUSTRIAL AVERAGE 


Allied Chemical International Nickel 
American Can International Paper 
American Smelting & Refining Johns-Manville 

American Telephone and Telegraph National Distillers 
American Tobacco National Steel 

Bethlehem Steel Procter and Gamble 
Chrysler Sears, Roebuck 

Corn Products Standard Oil of California 
DuPont Standard Oil of New Jersey 
Eastman Kodak Texas Company 

General Electric Union Carbide 

General Foods United Aircraft 

General Motors United States Steel 
Goodyear Westinghouse 
International Harvester Woolworth 


Mr. Yntema. The leading automobile companies have had sub- 
stantially lower price-earnings ratios than the average for the Dow- 
Jones industrials. 

Price-earnings ratios in particular years may be distorted by abnor- 
mally low or high profits in those years. We have, therefore, com- 
pared the price-earnings ratios of the automobile companies with that 
of the Dow-Jones industrial group for the 5-year period 1953-57. 
Since Ford stock has been on the market only 2 years, the figure for 
Ford is derived from the experience of these 2 years. 


ee 


Ch ee ket Fe OO 


th 








| ADMINISTERED PRICES 2741 


This next section shows a comparison of the price-earnings ratios 


for the automobile companies with the average for the Dow-Jones 
industrials. 


(Ford exhibit 37 follows :) 
ExursiT 37 


Price-earnings ratios—Ford, General Motors, and Chrysler common stocks com- 
pared with Dow-Jones industrial average (based on 5-year period, 1953-57) 


Price-earnings 


ratio—Dow- 

Jones Indus- 

Price-earnings | trial Average 
ratio percentage 


over auto- 
motive stocks 
(percent) 


a DIE EEE SVU, sicicnven pdcteghedesnceteebeieauentpmed Tae Tantgaeteuaadancmaie 


ENE BROCOUD own enciiucscdacvasusdocuseakstsiebsk lldiehbdeaalssheeek 11.3 ll 
a a i ae a Ni inal he 110.2 23 
RE iackocpnsucdcnnaccéabsnedeadhSdetaeleca tutndacaskastthabesesbede’ 9.2 36 


1 Derived from 1956-57 experience and adjusted to 12.5 level of the Dow-Jones Industrial Average 


Mr. Yntema. This exhibit shows that General Motors has had a 
lower price-earnings ratio than the Dow-Jones industrial average, 
Ford has had a lower price-earnings ratio than General Motors, and 
Chrysler has had a still lower ratio. 

It is the judgment of the market place that the earnings of General 
Motors, Ford, and Chrysler are subject to greater hazards and are less 
likely to continue than the earnings of companies composing the Dow- 
Jones industrial average. 

If the higher risks faced by the automobile companies are to be 
Scimamented for, their percentage of profits to net worth must be 
higher than the average percentage of profit to net worth for the 
Dow-Jones industrials. 

General Motors’ ratio of profit to net worth should be 11 percent 
higher, Ford’s 23 percent higher, and Chrysler’s 36 percent higher. 
Higher profits on net worth than exist generally are appropriate and 
necessary because of the extraordinary risks confonting companies in 
this industry. 

The judgment of the market place will also tell you if the profits of 
automobile companies are higher or lower than would be expected for 
a healthy, growing business. 

In a growing industry, the stocks of the more successful firms should 
normally sell well above their book values. This is, in fact, the case. 
The margin of price over book value reflects the value of superior 
management, of an established organization, of accumulated know- 
how in production, selling, engineering, and other fields, of trademarks 
and buyers’ preferences, of dealer and supplier connections, of asset 
values in excess of cost—the point is this: the less risk there is in the 
earnings, the higher the price the investors will pay for the earnings. 

That is very simple. The more risks there are the more likely they 
will continue the lower price-earnings ratio. 

Exhibit 37 shows for the Dow-Jones industrials the 30 leading stocks 
for many industries over the 5-year period 1953 to 1957 the price- 
earnings ratio was 12.5. That is a measure, an objective measure, of 
the risk to which those earnings are subject. 
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General Motors over that period had a price-earnings ratio of 11.3. 
Ford was in the market only 2 years, so we had to take just those 2 
years and get the ratio of Ford to the Dow-Jones industrials for those 
2 years, oat interpolate the figure in the table here. 

That is how the 10.2 is derived. 

Chrysler has 9.2. These figures say that it is the judgment of the 
millions of investors in the market that the earnings which these com- 
panies obtain are subject to more risk than those of the 30 companies 
composing the Dow-Jones industrials. 

They do not tell us whether the earnings are too high or too low. 
They simply say that these earnings are subject to more risk. 
Chrysler took the most risk of the three, Ford next, General Motors 

ess. 

It says to compensate for those additional risks General Motors 
earnings would have to be 11 percent higher per dollar earned, Ford 
23 percent higher, Chrysler 36 percent higher. 

hat is not the important question, however. 

The important question is whether or not these companies’ earnings 
are high enough to compensate for a growing business. 

The inflation is not reflected in the asset value and of expenditures 
for research and engineering and planning not capitalized. 

This next sentence is the heart of this: A good going concern could 
ea, be reproduced without expending much more than its 

value. 

If this concern is worth what it costs in normal circumstances the 
stock of the company should sell above its book value. 

Exhibit 38 shows the annnal price range and book value of the 
Dow-Jones industrial stocks from 1910 through 1957. 

(Ford exhibit 38 follows :) 


ExuHrsit 38 


ANNUAL PRICE RANGE AND BOOK VALUE 
INDEX OF DOW-JONES INDUSTRIAL STOCKS 











ANNUAL RANGE 







1S TIMES 
BOOK VALUE 














ri 
is 
th 


ra 


th 
tri 
en 
the 





ADMINISTERED PRICES 2743 


Mr. Ynrema. Incidentally I may say these indexes were not pre- 
pared especially for this occasion. 

These indexes were prepared in connection with research done in 
1949-50—to help evaluate the role of common stocks in pension fund 
investments. 

A line has also been drawn at 1.5 times book value. By inspection, 
you can see that the Dow-Jones industrial index has fluctuated above 
and below an average level equal to about 1.5 times book value. 

The vertical lines in this chart show the actual range of the Dow- 
Jones industrials, the high and the low. The step line at the bottom 
shows the average book values of these stocks. We have taken the 
geometric mean for technical statistical reasons that I do not want 
to discuss to avoid the cumulative bias which the arithmetic mean 
would show. 

We have drawn in on the chart a line equal to 1.5 times book value. 

Just by looking at the chart you can see that very rarely, only in a 
terrible deevamtion, do stocks of this type, successful stocks, sell as low 
as the book value. 

Sometimes they get way out of line, as in 1929 when they got on 
ridiculous heights, but by and large an average normal sort of value 
is about 1.5 times book value, and that is shown a little more clearly in 
the following chart. 

Here what I have done is to show the price book value ratios, the 
ratio of price to book value at year end from 1910 through 1957, and 
you can see fairly easily there that 1.5 is a more or less average figure. 

Sometimes it is above, sometimes it is below. 

This can be seen even more clearly on exhibit 39, in which is plotted 
the ratio of price to book value at year end for the Dow-Jones indus- 
trial index, 1910-57. From this chart it can also be seen that at year 
end 1957, the Dow-Jones industrials stood just above 1.5, close to 
the normal or average relation to book value. 

(Ford exhibit 39 follows:) 

ExuHisiT 39 


PRICE -BOOK VALUE RATIOS 
(AT YEAR ENDS) 
INDEX OF DOW-JONES INDUSTRIAL STOCKS 


VALUE 
aN ae Ria Reha ee 
a ee el ae 
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Mr. Ynrema. Both Chrysler and General Motors are included in 
the list of Dow-Jones industrials, and Ford, if it had been on the 
market, would certainly have qualified for the list. 

Ford and Chrysler are both large, well-managed companies. If 
their earnings on invested capital were adequate in relation to the 
risks involved, they would sell as high in relation to book value as 
the Dow-Jones industrials. Dothey? They do not. 

(Ford exhibit 40 follows :) 


Exursir 40 
Ford, General Motors, and Chrysler price/book value ratios at December 31, 1957 


Per share Price to 
book-value 
ratio 
Price Book value ! 


$3744 $39. 07 
3314 15. 62 
52% 83. 80 





1 As of Sept. 30, 1957. 


At the year end, Ford stock was selling at about $37 per share, a 
little below its $39 book value. It is $4134 now. 

You can make adjustments for my comments but these are all year- 
end values and I am going to discuss them on that basis. 

At the year end, Ford stock was selling at about $37 per share, 
a little below its $39 book value. It is now selling just a little above 
it. But look at Chrysler stock. 


Chrysler’s stock sold for about $53—it is about $55 now—per share 
at year end compared with a book value of nearly $85. You could buy 
Chrysler’s net assets for about 60 cents on the dollar. This was lower 
than at any year end since the twenties, lower than in the great 
depression. 

Chrysler’s assets were on the bargain block. The price was lower in 
et book value than at any year end even in 1932-1933. 


Senator Keravuver. I remember though that Chrysler for instance 
was $68 or $69 or $70 in August. 

Mr. Yntema. That is right, but that is the very point I am making. 

The Dow-Jones Industrials were higher too. 

We are talking about the present situation and the risks that are 
involved. 

How does the market appraise the situation now ? 

The point is this: The verdict of the market is unmistakable. 
Chrysler’s earnings and Ford’s earnings are too low in relation to the 
risks involved. 

Their earnings must be raised to warrant a normal value for a 
healthy, going concern. Instead of cutting automobile prices and 
giving our profits away as largesse to customers and employees, it is 
the job of everyone of us in these companies to wr efficiency ; 
increase volume, maintain profit margins, if possible; and increase 

rofits. 
. General Motors, which sold for $33.50 per share at year end, 1957, 
is rated better in relation to its net asset value than the average of the 
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ae ones Industrials but, at 2.1, it is by no means at the top of the 
ist. 
If you see the list, it will stand eighth in the list of thirty stocks. 
By virtue of consistently excellent performance over a long period 
of years, General Motors has won a high rating of its net asset values. 
Its management has been able to achieve unusual efficiencies in scale of 
operations, in dealer organizations, in product improvements, in pro- 
duction methods, and in other phases of its operations. As we know 
only too well, General Motors does not get its profits by excessive 
prices, but by low costs. 
) The judgment of the market place overrides all that Mr. Reuther 
or anyone else has to say. The judgment is not pleasant to us, but it 
is clear. Only General Motors is making adequate profits in relation 
to the risks incurred to qualify as a successful, going concern. We at 
Ford must raise profits by some 50 percent to qualify. Chrysler must 
3 show even greater improvement. Far from being excessive, the profits 
4 in the automobile industry are not high enough. 
To this section I should like to add a postscript on reinvested or 
lowed-back earnings. I have never been able to understand why 
abor leaders complain about them. If I were a labor leader, I would 


a be thankful that stockholders are willing to leave their profits in the 
business. Such plow-backs make for increased productivity and for 
P= higher wages or lower prices. 
In our economic system, most of the increased product made possible 
e, by increased capital investment goes to workers, not to investors. 
8 If all businesses had to finance themselves by borrowing and selling 
stock, it would lessen expansion, slow up technical progress, retard 
re the development of small business, and reduce the growth in the real 
Ly incomes of workers. 
er I say Mr. Reuther’s attacks on plowed-back profits are a real dis- 
at service to his UAW members and to the country at large. 
Senator Kerauver. Mr. Yntema, they have called us to the floor. 
in Can you just summarize your conclusions ? 
| Mr. Ynrema. Mr. Chairman, there aresomany points. 
ce The conclusion is where do we go from here. Sicaamnet summarize it. 
This is already summarized as much as I can summarize it. 
ig. I would be very glad to read it. Otherwise I would rather offer it 
for the record. 
wre I cannot summarize it any further than I have done here and have 


it make any sense. 
Mr. Chairman, if you want me to come back, I will be glad to do 


yle. anything that is the pleasure of the committee. 
the This 1s a very important chapter from my point of view. It pro- 

vides in part an answer to the important question you left with me at 
ra the end of the day yesterday and which I frankly think is one of the 
and crucial problems of our time and I am willing to speak on it if you 
t is would like to have me do so. 
cy} Senator Keravuver. Very well, read your conclusions, sir. 
2aSe Mr. Ynrema. VIII. Conclusion. 

The fundamental test of any business is whether it serves our 

957, society well—whether it provides in its products increasingly good 


‘the values to consumers, whether it provides good, well-paying jobs for 
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employees, and whether it yields a profit to owners commensurate with 
the risks involved. 

The automobile companies and their suppliers have pioneered and 
improved mass production techniques and management methods. 
Thereby, they have achieved increased efficiency, lower costs and lower 

rices. 

Absorption of wage and material price increases through such in- 
creased efficiency during the last 10 years has saved the consumer 
many hundreds of dollars on each new car he purchases. 

Our technological advances in product and production methods 
have not been equalled in any other industry. 

Where else can you buy as much for your money as in the mechanical 
marvels that make up an automobile? Where can you get as much per 
dollar in performance, comfort, convenience and style ¢ 

When 1 came into the automobile industry from teaching, 9 years 
ago, what impressed me most was the tremendous, unremitting effort 
of the men in top positions to make a better product, produce it more 
cheaply, and serve the consumer better than anybody ie in the world. 
They did this to make a profit, but they knew the only way they could 
make a good profit was by serving the consumer. Henry Ford, Alfred 
Sioan, Donaldson Brown, Walter Chrysler, other leaders in this in- 
dustry, their associates and their successors, have done as much as any 
group of men to raise the standards of living of the American people. 

At the same time, the industry has provided good jobs at high pay 
for its hourly and salaried employees. We hope that we can continue 
to do more for our employees and continue to offer them substantially 
better than average pay for the work they do. 

As to the stockholders who furnished the capital, some have had 
big losses, some large profits. These profits and losses were the re- 
wards and penalties for superior, or inferior, service to the consumer 
rendered by their companies. 

Now, Mr. Reuther comes with two proposals: One, to reduce the 
price of our products arbitrarily; the other, to raise our costs dras- 
tically and to set a pattern for cost increases across the country. 

If Mr. Reuther’s price-reduction proposal were adopted, it would 
wipe out two companies in the industry, and it would weaken Chrysler 
and Ford. It would become more difficult to improve our aaitamia 
and raise the efficiency of our plants. 

Before long, wage increases would have to be smaller and price in- 
creases larger. The jobs of employees would be less secure. Con- 
sumers and wage earners would be worse off. 

If Mr. Reuther’s wage and profit-sharing proposals were adopted, 
they would increase costs drastically in our industry and also across 
the country, as the wage patterns in automobiles was followed else- 

where. 

When Mr. Reuther says his labor proposals are not inflationary, he 
is talking nonsense. His basic minimum economic demands, which he 
did not explain to you, amount to some 40 cents per hour, or about 
12 percent of our hourly rates and a much higher percentage of wages 
generally. 

Since 1955 output per man-hour in the economy has been rising very 
slowly, about 1.7 percent per year, and still more slowly in manufactur- 


ing. 
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The increase in productivity cannot possibly cover such an increase 
in wages. The result will be a massive cost-push inflation. Not only 
our business and other businesses, but millions of little people will get 
hurt, 

Forty cents an hour is $800 a year. If every one of the 67 million 
ersons at work got such an increase, it would amount to $54 billion. 
‘ven if Mr. Reuther’s minimum basic economic package were denied 

agriculture and the Armed Forces—and I do not see why it should 
be, it would still amount to $47 billion for nonagricultural employ- 
ment. For corporate employees alone it would add up to $26 billion, 
enough to eat up three-quarters of corporate profits and leave a $13.5 
billion deficit in corporate taxes. 

Mr. Reuther is insulting the intelligence of this subcommittee and 
the American public when he says such demands are not inflationary 
and will not raise prices. The only way such huge wage increases 
and cost increases could possibly be paid is through a sharp rise in 
prices. Even Mr. Reuther cannot fool all of the people all the time. 

Mr. Reuther poses a further threat to the welfare of this country 
which is of the utmost gravity. 

This is in response to the question put to me yesterday. 

As I have pointed out, his economic proposals will raise costs and 
push up prices; in the cost-push sense, they are highly inflationary. 
If it were not for this threat of wage inflation, it would be much 
easier to deal with the present recession. We could stop it from 
turning into a depression and we could soon get people back to work. 
ame are simple monetary and fiscal measures to accomplish this 
result. 

I am not speaking for the monetary authorities or for those re- 
sponsible for fiscal recommendations, but I am sure they are aware 
of the inflationary threat made by Mr. Reuther. If I were in their 
place, I could not in good conscience take action to encourage and 
validate the inflationary moves Mr. Reuther proposes. 

Mr. Reuther is forcing upon us the unhappy choice between infla- 
tion and unemployment. Either one will hurt a lot of people not so 
strongly placed as Mr. Reuther and his UAW. And even his own 
union members will suffer from reduced employment. 

I cannot conclude without a word on Mr. Reuther’s purchasing 
power argument for increasing wages. This is a remedy that was 
tried on a large scale in the NRA in the thirties. It did not cure the 
depression. The reasons are not very difficult to understand. 

An increase in wages raises the money incomes of the workers get- 
ting the increase—but part of the increase is automatically taken by 
the tax collector. Costs are raised by the full amount of the increase. 
If prices are raised to cover costs, the additional money expenditures 
required to take goods off the market will be larger than the increase 
in wage incomes of consumers. 

The result is depressing. If prices are raised less than costs, 
profits will be reduced, and businesses will have less to spend and 
also have less inducement to spend what they have. 

At the higher prices and higher level of money incomes, the desire 
for funds to be held as cash balances, both by companies and by 
individuals, will rise and will further curtail spending. 
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Jacking up wage rates will not get us out of a recession or a depres- 
sion. It will force up prices, and it will increase the need for mone- 
tary and fiscal action to support the higher price level. 

can not disagreeing with Mr. Reuther when he says that there is 
need in a depression to increase purchasing power. The important 
point is that Mr. Reuther’s wage increases will not increase the pur- 
chasing power of the whole economy. 

Some favored groups may get an increase, but the total real demand 
for goods and services will not increase. We can get out of a de- 
pression by increasing purchasing power through credit expansion 
and fiscal action and by increasing confidence—the willingness to use 
the purchasing power that people have. 

There are well-known monetary and fiscal measures to stop and 
reverse a depression. I will give you chapter and verse if you want 
to have it. 

The tragedy of the situation is that Mr. Reuther’s massive wage 
increases will make the job of monetary and fiscal measures more 
difficult, will ultimately jead to a higher price level, and will hurt 
millions of people. 

Mr. Reuther is one of the dominant figures of our time, as judged 
by his power to influence the destinies of our Nation. 

He is a tireless worker, ¢ talented debater and orator, a skillful 
strategist and tactician, a powerful labor leader, and a most influential 
politician. 

But he is not a very good economist. His proposals would hurt 
a lot of innocent people. I hope the man in the street will realize 
that while Mr. Reuther is pointing to pie in the sky with one hand, 
his other hand is taking money out of the consumer’s pocket. 

While I recognize the talents Mr. Reuther brings to his high posi- 
tion, I believe the economic and political power he has should not be 
entrusted toany man. The fact is that bargaining power has swung 
so far in favor of the giant unions that wages are bound to outrun 
increases in productivity, and cost-push inflation is certain to result. 
Let me make this clear. I do not propose and have not proposed that 
the unions be reduced to Veipebtedan -ahiee only that ways and means 
be found to limit their power to injure the economy. 

I agree with you, Mr. Chairman—this was addressed originally in 
the record to Senator Kefauver—that inflation is domestic public 
enemy No. 1, and I would call it what it is, wage inflation. 

Senator Carroti. Senator Wiley, do you have any questions? 

Senator Wixey. In this statement you are going to submit showing 
the working out, say, of 1956, would you also show the amount of 
taxes that the Government would lose? 

Mr. Ynrema. Yes, sir; we shall. 

We will file this statement in detail ; yes, sir. 

That is, the amount of taxes, corporate taxes: is that right, sir? 

Senator Wirey. That is right, if that formula were put into being. 

Mr. Ynrema. That is right. 

Senator Wirey. And if the wages were increased as suggested, and 
the formula put into being, what that would mean in a reduction of 
taxes to the Federal Government? 

Mr. Yntema. Senator, I cannot answer that question completely. 
I mean I can show you what the effect will be on the taxes of our 
company or approximately in the automobile industry. 
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Senator Wixey. Yes, I understand. 

Mr. Yntema. But I cannot trace the secondary consequences that 
would develop from that. 

Senator Wixey. Your company pays 

Mr. Ynrema. If the workers get more money they will pay taxes 
on it but I do not know what the rates of tax would be and I cannot 
figure that out. It would be less than we would pay. 

Senator Wier. The workers would get about $4,500 a year? 

Mr. Ynrema. But their rate of tax would be less than ours. 

I mean I cannot make a final calculation but our computation will 
show what the effects are as far as our company is involved in its pay- 
ment of taxes to the Federal Government. 

Senator Writer. I have no other questions. 

Benater Carrott. Do you gentlemen have any questions at this 
time? 

Mr. Cuumeris. I just wanted to ask one question, Mr. Yntema. 

A while ago you testified that in 1947, 1948, 1949, and I believe you 
said 1950, they were out-of-proportion years for productivity. 

Mr. Yntema. No, sir; not quite. 

Beginning in 1947 the automobile business was operating very in- 
efficiently. ‘That improved in 1948 and improved in 1949. 

By the end of 1950 we were operating more or less normally again, 
I would say. 

Mr. Cuumpris. Then from 1950 to 1957 you said the productivity 
maintained a certain level, is that right ? 

What I am getting at is this: There was a chart introduced from 
1947 to 1957. Now, taking into consideration those specific years that 
you mentioned, did you prepare a chart leaving out those unusual 
years and bringing it, say, from 1950 to 1957 for comparison ? 

Would that serve any purpose to the subcommittee ? 

Mr. Yntema. I do not know that it would. Let me say this: That 
would show up very unfavorably for Mr. Reuther. If we took the 
number of units produced, which is what Dr. Bell did in his book, and 
got the ratio of that to the number of hours, that is, we get the number 
of units produced per hour, that would not show any substantial in- 
crease for the industry, but it would not show either, you see, the 
seg pit poe in the product that has taken place. 

will be glad to put the figures in the record. They would show up 
very favorably to someone who is arguing against the union, but I do 
not think they are fair, just as I think some of the things Mr. Reuther 
did were quite foolish. 

I would be glad to file it but I would not want to say 

Mr. Cuumpris. What we would like to get is a balanced record. 

Mr. Ynrema. That is right. 

Mr. Cuumpris. And ‘if there is any chart that has an inference in 
one direction, whether it would serve any purpose to put in a chart 
to sort of balance the record. 

Mr. Yntema. We will be glad to put that in the record but I just 
want to say that I am not sponsoring it as a good measure of pro- 
ductivity. 

Mr. Botton-Smirn. Supplementing the information which Senator 
Wiley requested, is it your understanding that your calculation would 
include profits before taxes in 1956, the deduction of 10 percent of 
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net worth to be retained for the company and stockholders’ deduction 
of 25 percent to labor and 25 percent for customers’ rebates, and then 
a reflection of the company’s investment in that year and the approxi- 
mate costs of the specific wage increase, 35 to 45 cents, and after indi- 
cating where the dividends might come from, what sort of a situation 
that would leave the company in with respect to the operations and 
income of that year ? 

Mr. Yntema. Yes, sir; I will be very glad to do that. 

Thank you. 

Senator Carroiu. I have just a few questions. 

I trust you will understand the reason that some of the members of 
the committee have left to go over to the floor. 

Mr. Yntrema. Yes, sir. 

Senator Carrotu. I am very much impressed with your statement 
but what are we going to do about it ? 

Mr. Ynrema. Senator, that is a good question. 

Senator Carrott. I am a new member of this committee, but I 
participated in the stee] hearings in a modest way. The thought was 
running through my mind when I thought of the tremendous organi- 
zation of both the General Motors and the Ford Motor Co., and of 
Chrysler. You are waging an economic war against one another. I 
believe that there is a type of competition. I noted in Colorado not 
long ago where Ford, for the first time in some period, had gone ahead 
of Chevrolet in sales. 

Mr. Ynrema. May I say, Mr. Chairman, we were ahead of Chevrolet 
last year. 

Senator Carroty. When I think of a thousand trained men in the 
field of price mechanism who are searching and exploring economic 
questions, and I suspect financial questions, and I suspect trying to get 
some intelligent questions to find out what the opposition is doing 
and what it may do, the thought comes to me as we think of this vast 
organization in all these major corporations—but we will stay today in 
the automotive field. On the one hand, we find labor—your testimony 
today is that Mr. Reuther heads a monopoly. 

Mr. Ynrema. That is correct. 

Senator Carroti. And it gave rise to my own opinion some time 
ago, speaking only for myself because I was confused as I am some- 
what confused today, not by what you have said because on your side 
of the fence you have made a very splendid and spirited advocacy. I 
think it is very clear, the clearest I have seen in my limited experience 
and read. 

But it seems to me that the question is what are we going to do 
about it. We have a decline in our economy as all economists know 
and all the people know who are not economists. We have growing 
unemployment, and a decline in production, and I think you would 
agree with Mr. Reuther’s statement that when the production of the 
automotive industry declines, it has an effect upon steel, rubber, and 
textiles. You will agree with that, will you not ? 

Mr. Ynrema. That is correct. 

Senator Carroty. You are one of the major purchasers in those 
industries. I am referring to Ford, not to the entire automotive 
industry. 

Mr. Yntema. That is correct. 
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Senator Carroiu. I think by your own testimony you want to in- 
crease your volume. You are much interested in that. In this de- 
clining economy—we hope it is temporary—how many cars and trucks 
could you make in this year with your pow plant and equipment, 
how many do you expect to make in a declining economy ¢ 

Mr. Yntema. We will make fewer. It is well known that when 
the incomes of consumers go down, the purchase of automobiles goes 
down more than the percentage decline in the incomes of consumers. 

If you want an answer to the question—this is a question put to me 
yesterday—as to what we should do about it in the present circum- 
stances, I am willing to speak to the — 

I have very strong opinions on what we should do about the present 
recession. 

I can make them briefly. 

Senator Carrouu. I would like to have it. 

Before you do that, if we have your opinion—and that is one of 
the purposes I assume of this investigation. It seems to me that if 
you are not producing—and you have, I assume, laid off some peo- 

le-—— 

Mr. Yntema. That is correct. 

Senator Carroty. And when those people are not working, it inter- 
feres with purchasing power, does it not, if it spreads throughout the 
economy ¢ 

Mr. Yntema. That is right, sir. 

Senator Carrot. And if the people do not have purchasing power, 
they cannot open the channels of trade. You would accept that as a 
reasonable theory, would you not ? 

Mr. Yntema. That is correct, but the question is what to do about 
it and I would be very happy to speak to that. 

Senator Carroti. For example, when we talk to the economists, 
and they are learned men—there are also the big industries of oil and 
of steel, these are major corporations, some bigger than Ford—we 
find all of them saying the same thing “We are not making enough 
money.” 

We have said to them—at least I have said—“If you continue to 
pressure prices upward, will you not eventually price your commodity 
out of the market ? 

The other day in my discussion, just a very limited one with Mr. 
Curtice, I spoke of the efforts of one of his dealers, whom I visited 
at his own request and he showed me his profit picture. His profits 
aredown. He was in the black only by selling small automobiles, and 
I note in this morning’s paper, though there is a decline in production 
for Ford, General Motors, and Chrysler, here is American Motors 
building a smaller car and they show an increase, I think, in December 
and January. 

I do not want to get into the economics of it because you men are too 
learned. You have a wonderful staff. You know the field. All I - 
know is the effect of the economics upon the people, and when we 
have spreading unemployment, I think we are agreed it interferes 
with purchasing power and we are snowballing downhill. The 
question is where does it stop? 

Mr. Ynrema. Senator, I would like to answer that question. I 
think that is the $64 billion question and then some. 
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Senator Carrott. We will be very happy to have your opinion. 

Mr. Ynrema. There are two things we need to do. 

May I speak very frankly and forthrightly about this, because 
some of my answers may not be popular. 

Let me go back just a moment to what happened in 1926 to 1932. 
I do not think it is realized that from 1926, 1927, 1928, 1929 prices were 
going down. 

Commodity prices were dropping 3 years before the depression. I 
mean a dropping price level will not save you from a catastrophe. 
That is the first thing I would like to state. 

From 1929 to 1932 the percentage of national income originating 
in business going to workers increased from 75 percent to over 100 
percent. That will not save you from a depression. That is per- 
fectly clear. 

The 1929 to 1932 experience which we are not going to have re- 
peated, was due basically to a collapse of our credit and our money. 
It is something we know how to prevent today. 

It is a great tragedy that our ignorance was so great during the 
thirties that we did not get out. 

What shall we do now? 

There are very simple monetary and fiscal measures that can be 
taken to reverse a Deeunedanodediahia I am talking about—and to 
increase purchasing power and to get back to high level employment. 

You cannot use those measures freely, however, if there are very 
strong cost-push inflationary forces. I say there are two things that 
need to be done. The first one is to reduce the monopoly power of 
unions, because labor is the big element in this total. 

There may be some pyramiding by businesses, but in the aggregate 
the cost-push inflation of labor outweighs many, manyfold anything 
that the corporations may do. That is the first thing. 

Now that is a very unpopular sort of thing. The folklore, the 
witch hunting traditions of our time are not in favor of doing that, 
but you asked me a question and I am going to give you an honest 
answer. 

That is the first thing that has to be done, and a mark of greatness 
will be upon the man who achieves it. 

The second thing is just plain simple horse sense, just applying 
what we know about the mechanics of monetary and fiscal policy to 
a depression. 

Let me make three points here. 

First of all, we are in a very much more fortunate situation than 
we were in 1929. There are a great many forces which automatically 
tend to counteract a depression. There is the pay-as-you-go tax sys- 
tem. There is unemployment compensation. There will be an in- 
crease in old-age and survivors’ pensions, the transfer payments to 
the Government. 

It is a very important thing. 

The second thing is that we have in the Federal Reserve System— 
there are differences of opinion as to whether they did it just right 
at the right time—there are in the Federal Reserve System powers 
and also a highly competent staff and a great leader in my opinion 
who have been making credit easier and who will I think be relied 
upon to take the proper kind of action. 
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Now suppose those two do not work. Suppose the automatic 
stabilizers and the action to make credit easy and the open market 
operations, the reductions in the rediscount rate, the reductions re- 
quired, suppose those do not work. 

Then what can you do? 

It is a very simple technique, very simple. 

Don’t just reduce taxes but have a moratorium on the collection 
of personal income taxes or on a part of them if you do not want to 
do it in the higher brackets and the depression will vanish like the 
mist under the sun. vu 

It is a very simple mechanical thing. You can make it automatic if 
you want. You can hook it into your unemployment situation. But 
Jet me say this: That if you do that, that then you have a problem 
of public morals and caren responsibility that has got to be faced 
by all of us, because that is an enormously powerful device. __ 

If you use that device, it can validate the price level established 
by cost-push inflation. It can lead to an enormous expansion of the 
national debt and it can be abused. 

I mean any power can be abused. That is why we have to have 
both those things together. But if those two things are done we do 
not have to have mass unemployment. It is not necessary at all, 
and it can be avoided, Senator Carroll. 

Senator Carroti. In your statement, I heard your comment about 
the necessity for public education. 

Mr. Ynrema. Yes, sir. 

Senator Carrotu. Do you agree with Walter Reuther that before 
there is a price increase in those industries which have an important 
influence—where there is a concentration of power, to use the words 
of some people—before there is a price increase initiated that public 
hearings be held so that the public can be educated, so that these facts 
ean be presented to the people? 

Mr. Ynrema. Mr. Chairman, that is a very interesting question. 

Let me state my case. 

I think that there are a number of answers that should be given 
to that. If there is a public hearing—first of all, the public does not 
yet understand these problems. 

There is a long lag in economics. I used to be laughed at by my 
economist associates when I would say some of these things. 

Finally a few years ago I could get up in a meeting of the American 
Economic Association and say the things that I am saying today. 
But there is a long, long lag and the public has not caught up with 
the facts of life yet. i 

I do not think that the response of the public would be intelligent 
to the kind of problems that would be brought to the attention of 
such a group, and so I would have some concern about the judgment 
that would be exercised there. 

Senator Carrotu. Think in another sense if you will. You say 
that labor is a monopoly that has to be curbed in order to eliminate 
this cost-push inflation, Labor, on the other hand, says you are a 
monopoly. Many people believe that to be true. I say you act 
collectively. ta, 

Now somewhere along the line there has to be a resolution of this 
to find out what the facts are. You say labor is a giant and you, 
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the automotive industry, are giants. As the giants clash, what hap- 
pens to the public interest ? 

Mr. Yntema. Senator, let me say this: I do not think that this 
problem is going to be solved properly by bringing this before some 
public body every time there is a price or a wage increase. 

I think it is a more difficult problem than that and I think this 
subcommittee can do a great service by examining it as a structural 
problem. : ; Beeliey: 

The question, do we have the right kinds of institutions, do they 
function well? We have the Federal Trade Commission, we have 
the Antitrust Division, working on this problem. 

If you find some part of this economy does not function to serve 
the consumers well or function in the public interest, I think then 
that you ought to look into what structural changes can be made. 

I do not think in the present stage of the folklore or the miscon- 
ceptions that are abroad in the public that you will get really very 
wise action out of a public review of wages and prices. 

Senator Carrot. Think in terms now of your own statement. 

Mr. Yntema. Iam. 

Senator Carroti. About price ratio to book value. 

Mr. Yntrema. That is right. 

Senator Carrott. Would you say because of the great risks of the 
automotive industry and your particular corporation that you need 
greater profits? I think you ae 26 percent. 

Mr. Ynrema. What I said is we have extraordinary risks, and the 
investor says you do not qualify as a healthy growing concern. 

That is what he says to us, that is what he says to Chrysler. 

Senator Carroity. But as I understand your statement, it is not 
what Reuther says, not what you say, but what the market says. 

Mr. Yntema. That is correct, sir. 

Senator Carrot. And the market is subject to many variables? 

Mr. Ynrema. It is the composite wisdom of a lot of people. 

Senator Carroitu. There are many variables, so can the public in- 
terest be subject to the variables of the market or do we go back to 
the old concept that they talked about in 1929% I think you used 
the expression, “the survival of the fittest.” Do we go back to the 
law of the economic jungle of the tooth and the claw or is there a pub- 
lic interest to be served by education ? 

Mr. Ywnrema. I think there is a great public interest to be served 
by education, and I happened to participate in one of those enter- 
prises in the Committee for Economic Development. 

I think it did a great deal for the education of the businessmen and 
the education of the professors and perhaps for the public abroad. 
I think there is great need for that. I think, however, that the long 
run solution for this problem has to lie in the structure of the agencies. 

I do not think you get a good operation in a private economy if you 
have a public body sitting over it all the time. I think that you want 
to have as free markets as possible. If you studied this industry and 
you think there ought to be some structural change—and this 1s the 
very thing that ought to be done with great care and great caution, 
because often these structural changes boomerang on you and you 
have consequences you never dream of. 
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I am not suggesting that you take precipitate action. I say this is 
a topflight important public problem. I do not know exactly what 
to do about it. I do not think that the hearing, this other proposition 
Mr. Reuther made, would work out very well. 

Senator Carroti. Senator O’Mahoney, 10 years ago, had this con- 
cept. 

Mr. Yntema. I know that. 

Senator Carrott. And the more I sit in on these hearings, and this 
one has been especially educational to me and I commend you for a 
very excellent presentation, very fine 

Mr. Yntema. Thank you, sir. 

Senator Carron. I thought the same thing when Walter Reuther 
got through. This is one of the reasons I should like to have you 
at one ena of the table and Walter Reuther at the other, not to engage 
in hurling epithets at one another, but somewhere between the two of 
you there may be—and this is not to disparage either one of you in 
telling the truth—there may be a compromise ground. 

We sit here as lawmakers listening to experts in the field of price 
mechanism which is a lifetime study, and after you leave today, we 
will have another one in tomorrow with another theory. 

The question is, at the same time when we are appropriating bil- 
lions of dollars in the defense of the Nation, when we have tremendous 
economic difficulties and we see unemployment—Senator Gore referred 
to a breadline forming down in Tennessee. It is not too bad in 
Colorado yet, as I read the figures, but it is bad enough. 

Mr. Ynrema. That is the expression of the people who put up the 
money, which is an important expression. 

May I say this also? I think the solution to this problem lies in 
the study of the structures of these institutions rather than interfering 
with their market operation. 

This is the kind of thing that happens. 

I mean I do not know all the consequences of having a public re- 
view of price changes or wage changes. 

One of the things that might happen though, it is just one of these 
paradoxical things that happens to you, is that you might increase 
the price rigidity in the country. 

Now why would that happen? Look at what has happened in the 
last 6 months. 

When we had inflation we were asked to cut our prices so as to 
hold the line. Then we get into a depression and it is suggested that 
we cut our prices in order to get out of the deflation. 

Mr. Reuther proposes the same patent medicine for both situations. 
Well, you cannot have your cake and eat it, too. 

Now, if you want corporations to act as deficit financing institu- 
tions, which I think is the function of the Government in a depres- 
sion—and let me say I am not talking about Government spending 
That is not the way to have a deficit in a depression. 

f you want to increase purchasing power, do it through a mora- 
torium in taxes, but you cannot ask corporations to act as deficit 
financing agents to create purchasing power in a depression, unless 


you are willing to let them make offsetting additional profits in boom 
times. 
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Now, I do not think that that is a tolerable way of behavior. I 
do not think it could be tolerated politically, and if you bring pressure 
upon corporations in boom times not to raise their prices as their 
costs go up, you may very well find them still more reluctant to cut 
their prices if their costs go down. 

I mean I do not know. 

It is very strange the secondary effects you get from some of these 
things, and they have to be studied very carefully. I am not all wise. 
I have very grave doubts about this. 

Senator Carroiy. Time is running out and I know Senator Ke- 
fauver wants to put some questions. I think we have enough brains 
in American industry and in the American labor movement so that 
they are capable of getting together somehow. I thought of the 
Government not in a compulsory fashion but in a voluntary fashion, 
of getting them together. We have to solve some of these questions. 

I think it is well to speak in terms of confidence of what is going to 
happen, but I know what happened when the military budget was 
cut $2 billion by the Defense and the Bureau of the Budget, there was 
the stretchout, and the cutbacks and layoffs, which had an effect in 
Colorado where we do not have great military establishments. 

Mr. Ynrema. I am not saying we are going to do the right thing. 
I am saying there are competent economists. 

On the structural problem, that is a tougher one. We do know how 
to get out of deflation. That is not a difficult thing to do. 

enator Carrot. You know this from long experience as an econ- 
omist. When men are thrown out of work, it affects their family life, 
it affects the community. You know this: That a man whose belly is 
rubbing against his backbone is not about to try to reach the most 
reasonable conclusions. 

Now, this is the sort of thing we have got to look at. This is more 
dangerous to us. 

Senator Kefauver has mentioned it, you have mentioned it—about 
inflation. This is one of the great, one of the most serious problems 
confronting our country today, far more serious than the launching 
of a sputnik, in my opinion. 

Mr. Yntema. I agree with you, Senator. 

Senator Carrotu. I thank you very much for your presentation. 

Senator Kerauver. Mr. Yntema, I do want to put in the record two 
of the outstanding phrases from the book, Ford Expansion and Chal- 
lenge: 1915-82, published by Scribners, referring to the time Mr. 
Ford was losing sales and wanted to keep his factory going, the proc- 
ess that he followed and how he figured it would be profitable. In 
other words, he cut prices. That is all through the book. That was 
his philosophy. He cut his product down low and did not try to 
keep it in line with the other companies. 

This is page 152 to near the bottom of page 153, page 264, near the 
bottom of page 264, one paragraph, and a low others. 

(The excerpts from the book referred to are as follows :) 

But by midsummer the situation had become menacing. Sales were falling 
off, yet the costs of raw material continued high. To maintain production and 
income, some kind of wizardry was required. Ford now perceived that inflation 
must be met boldly. He would reduce prices. He recognized that since he was 
still paying high rates for materials, any drastic reduction in car prices—and 
he knew that a drastic step was necessary—would mean that for some time he 
would sell every model at a loss. 
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But he could neutralize much of the loss through the sale of parts; his act 
would compel his rivals to reduce prices; costs of materials, sure to fall in any 
case, would be deflated more rapidly; and over the long period the operation 
would be profitable. 

He called a conference of high Ford Motor Co. officials (Edsel, Kanzler, Soren- 
sen, Knudsen, Ryan, William H. Smith among them), informed them of his 
intention, and bade them plan reductions. They worked out a set of figures. 
Ford glanced at these, and announced abruptly that the cuts were too small. 

They tried to argue with him, and he got mad. He pulled out a piece of 
paper with penciled prices on it and said: “There, gentlemen, are your prices.” 

The men were astonished. They told him the company would go broke on 
those prices. He asked for the paper back and reduced 2 cars $5 more. 

The first leader in the industry to act, Ford startled the Nation and his com- 
petitors on September 21 by the size of the cuts, some of which were: 








Unit Old price New price | Amount of 
cut 
SED. 2601.5 £56 Sdaook ree bbb bith onbbtil deeb ddbisad $525 $360 $165 
IED 6 inicccceshvocwscubb banks Sebe badktok ee ttudcscaces 550 395 155 
OG. ow nicccvbceenaantudaewhs thule nee sdadadeetn 575 440 135 
INE iota capcs-tsissiosojp sp eacriiin mn cnenepeeie men eaainiea nt eiaaaregiep landlines caiapinteds 850 745 105 
Sed 


idaticehitbry stub dale ltpangeosenteveannnconhiaenutanaanda 975 795 180 





Ford said in a statement accompanying these figures: 

“The war is over and it is time war prices were over * * * 

“Inflated prices always retard progress. We had to stand it during the war, 
although it was not right, so the Ford Motor Co. will make the prices of its 
products the same as they were before the war. 

“We must of course take a temporary loss because of the stock of materials 
on hand, bought at inflated prices, * * * but we take it willingly in order to 
bring about a going state of business throughout the country.” 

The reductions, the largest in the history of the trade, seemed the more be- 
wildering because Ford declared that he had a bank of 146,065 orders for cars 
and tractors. 

The immediate response of a number of rivals was hostile. One group, in- 
cluding Dodge, Maxwell-Chalmers, Hupp, Hudson, Essex, Paige, and General 
Motors, conferred in Detroit and announced that prices should not be lowered, 
because buyers would then expect further reductions, and all buying would 
cease. “You can expect anything from him,” remarked one competitor. “We're 
disposed to look at it just as we looked at his peace ship,” shrugged another, 
“an eccentric matter, which he is perfectly able to pay for, and therefore is 
entitled to enjoy as much as he can.” 

But in 2 days the Franklin Automobile Co. followed the Ford lead, and soon 
too did Studebaker and Willys-Overland. “It was said that we were disturbing 
conditions,” Ford remarked later. “That is exactly what we were trying to do.” 

The company responded to this challenge by the procedure always followed 
in the past: the reduction of prices without a lowering of quality. Indeed, 
during this period quality was definitely raised in various ways, * * * 

The combination of an improved commodity and lower prices (6 price cuts 
were made from 1921 to 1925) kept the Ford car in demand up to the end of 
1925. The final cut of December 2, 1924, found the runabout selling for $260, 
the touring car for $290, and the 4-door sedan (an enclosed model) for $660. 
No competitor could approach these prices and values. 

The popular impression was that successive cuts merely represented improve- 
ments in engineering and production routines by which Ford had effected sav- 
ings, passed on to the public. Actually, the order was reversed: price cuts 
were made before any reduction in costs were effected. The reductions were 
indeed a series of nightmares for purchasing and production officials. 

“There have been times when Mr. Ford cut prices,” stated one company 
executive, “when everybody shivered around there, when they figured they 
could not make ends meet * * * Mr. Ford himself does not pay a whole lot 
of attention to costs * * *. Probably 97 percent of the time we did not give 
much attention to costs when it came to cutting prices.” 
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Senator Keravver. I would be glad if you would file any statement 
about this that you wish. It does show to me different thinking about 
a problem of economics on his part than we have had expressed 

ere. 

Mr. Ynrema. Senator, I would be very glad in 1 minute to give you 
my comments on that. 

Senator Keravver. Very well. 

Mr. Yntema. If you would look at what happened to his contribu- 
tion to unemployment as a result of that policy of not improving his 

roduct from 1929 to 1932, I think you would find a sorry picture. 
That is, the share of the market obtained by our company in that period 
of depression dropped off drastically because he did not follow the 
policy of improving his product. 

Senator AuveR. He did mighty well in keeping his factories 
going 15 or 20 years and keeping ahead. 

Mr. Yntema. That worked until about the middle twenties, and 
from that point on he lost very rapidly in position. 

Senator Keravuver. And in the later twenties also. 

Mr. Ynrema. There was a recovery again when he changed his 
model and that lasted for a couple of years and then he lost position 
again. 

Senator Keravver. The point I was making is that he gained posi- 
tion time and again by reducing prices and keeping the factories going. 
He did not follow any leader over a long period of time. 

Mr. Ynrema. He lost out because he did not improve his product. 

Senator Keravuver. I am talking about his reduction in prices, how 
he kept his prices moving. 

Mr. Ynrema. That is not, you see, typical of most of the history. 

Senator Kerauver. Very well. Will you read over the parts we 
have put in the record that I have referred to? 

Mr. YntemaA. Yes, sir. 

Senator Krrauver. We appreciate your appearance here, Mr. 
Yntema, and that of your associates, 

Mr. Yntema. Thank you, sir. 

Senator Keravuver. | feel that Congress will be enlightened, and 
certainly public good ought to come from discussions of this kind so 
we can understand the problems of the motor companies from both the 
management and labor sides and get a better understanding of the 
importance of the motor industry in connection with our overall 
economy, in connection with the employment of people. All of your 
charts and records and aie kan you will make in response to 
questions will be studied by he staff and by every member of this 
committee. 

Thank you very much. 

Mr. Yntema. Senator Kefauver, may I just say for our company 
that we appreciate very much the opportunity of being here and we 
appreciate particularly the courtesy you have shown us in the course 
of the hearings. 

Thank you. 

Senator Kerauver. We will stand in recess until 10 tomorrow 
morning. 

(Whereupon, at 12:50 p. m., the subcommittee was adjourned to 
reconvene at 10 a. m., Thursday, February 6, 1958.) 
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Unirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Carroll, 
Dirksen, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter N. Chumbris, minority coun- 
sel; Carlile Bolton-Smith, counsel to Senator Wiley; Horace L. 
Flurry, assistant counsel; Dr. E, Wayles Browne, Jr., economist; Dr. 
Irene Till, economist; Peter Posmantur, attorney; and Thomas B. 
Collins, staff member, Committee on the Judiciary. 

Senator Kerauver. We will get started now. 

Before hearing our distinguished witnesses, I have four items from 
newspapers or trade magazines which I feel have some bearing on the 
hearings we are having which I[ will put in the record. First is an 
article this morning from the Journal of Commerce, one of their reg- 
ular columns, which will be made exhibit 37, which deals with the 
facts that price dislocations do exist and this is one of the main causes 
of the recession that we are having. It discusses particularly machine 
tools, steel, and the automobile industry in that connection, and the 
price increases in these particular lines of commerce. 

(The article referred to may be found in the appendix on p. 3649.) 

Senator Kerauver. The last two paragraphs say : 

It is not a coincidence that the greatest contractions in production since the 
current recession began have occurred, as a general rule, in those areas where 
prices have increased the most since the early postwar years. 

This development appears to have been overlooked by the majority of 
economists. 


But not the economists who have appeared before our committee, I 
should say. 

Another very interesting article discusses styling and model 
changes. It appeared in the Washington Post this morning in the 


column “Business Outlook,” by J. A. Livingston, which I am sure is 
of interest. 


This will be exhibit 38. 
(The article referred to may be found in the appendix on p. 3650. . 
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Senator Keravuver. Of interest to the automobile industry, I am 
sure, is this little item in the Wall Street Journal this morning to 
the effect that— 


Buick dealers find Opels popular. They’re handling the economy cars, made by 
GM’s German subsidiary, exclusively under a new arrangement and imports are 
at a rate of 1,000 to 1,200 a month. “We could sell a lot more,” says a Buick 
division spokesman, “but we have to fight for every car because demand for the 
European market is so strong.” 

That will be committee exhibit 33. 

Senator Kerauver. The fourth item is an article of January 13 
from the Wall Street Journal telling about the effect on the textile 
mills, particularly in the South, of the cutback in automobile pro- 
duction. It shows that the textile mills have suffered considerably 
as a result of the lack of orders. 

This will be committee exhibit 34. 

The article referred to may be found in the appendix on p. 3651.) 

Senator Keravuver. Today the committee is pleased to have a num- 
ber of officials of the Chrysler Corp., including the president, Mr. L. L. 
“Tex” Colbert. We are glad to oe you with us, Mr. Colbert. 

Mr. Colbert, would you like to introduce, at this time, the other 
officials with Chrysler who will assist you or take part in the pre- 
sentation ? 

Mr. Cotsert. Thank you, Senator. This is Frank Misch, our vice 
president in charge of finance. 

Senator Keravuver. We are glad to have you, Mr. Misch. 

Mr. Miscu. Thank you, Senator. 

Mr. Corzerr. Bill Flaherty, our director of business research. 

Senator Keravuver. Glad to have you, Mr. Flaherty. 

Mr. Corsert. Paul Ackerman, our vice president in charge of engi- 
neering. 

Senator Keravver. That is Paul Ackerman and Dick Steading. 
Mr. Ackerman is vice president in charge of engineering; is that 
correct ? 

Mr. Corzert. Yes, sir. 

Dick Steading is one of our chief engineers with Mr. Ackerman 
on his presentation. 

We have a number of other gentlemen here who, if questions came 
up in their baliwick, we will refer to them for answering. That will 
depend on the type of questioning. 

Baar Keravuver. And Mr. Theodore Iserman is your 

Mr. Corzert. Our general counsel, yes. 

Senator Kerauver. Your general counsel, who is here with you. 

Mr. Cotzert. Mr. Iserman is right here. 

Senator Keravver. The staff of the committee wrote letters to you 
on November 26 and December 2, which will be made a part of the 
record, asking for certain material. They will be put in the record 
together with your answer of January 15. 

(The correspondence referred to may be found in the appendix 
on p. 3652.) 

Senator Keravver. In your answer of January 15 you include your 
annual report, which has some pictures and things of that sort that 
Iam sure you will present otherwise. That part of your annual report 
will be eliminated in the presentation in the record. We will present 
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the substance and the financial highlights and pertinent information, 
but some parts describing automobiles will be eliminated. We are 
grateful to you for the information that you have given us. 

Our plan today, Mr. Colbert and gentlemen, will be to run until 
shortly after 12 and then to come back at 2 o’clock this afternoon and 
attempt to finish today. 

Mr. Colbert, you have prepared a statement. Do you want to make 
any preliminary remarks before starting your statement ? 


STATEMENT OF L. L. COLBERT, PRESIDENT, CHRYSLER CORP.; AC- 
COMPANIED BY THEODORE ISERMAN, GENERAL COUNSEL; F. W. 
MISCH, VICE PRESIDENT, FINANCE; W. C. FLAHERTY, DI- 
RECTOR, BUSINESS RESEARCH; AND PAUL C. ACKERMAN, VICE 
PRESIDENT AND DIRECTOR OF ENGINEERING 


Mr. Cotpert. Well, just these, Senator. 

My statement as prepared here will take about not over 35 minutes 
for me to read through, if we go through without questions and wait 
for questions until the end. 

Mr. Ackerman and Mr. Steading’s engineering statement will run 
about 45 minutes to go through if we wait for questions until the 
end. 

We think our statements have been so prepared and hang together 
so well that many of the questions you would ask as we go through 
would be covered. But that is up to you as to how 

Senator Keravuver. It is rather hard to prevent Senators from ask- 
ing questions for 30 minutes, Mr. Colbert. 

Mr. Couzerr. We will endeavor to answer the Senators’ questions 
as they arise. 

Senator Keravver. Mr. Colbert, before you start your statement, 
will you give us a brief résumé of your business experience and 
background ? 

Mr. Corpert. Yes, sir. May I say one more thing, Senator, before 
we get into that ? 

Senator Kerauver. Yes. 

Mr. Cotsert. We would like permission, if we may have it, to file 
a supplementary statement after the conclusion of your hearings, after 
all the testimony is in. May we have that permission ? 

Senator Kerauver. Yes; you may have permission. 

Mr. Cotsert. You say you would like to have a résumé of my busi- 
ness background ? 

Senator Kreravuver. Yes, sir; not in great detail. How did you get 
the name of “Tex” ? 

Mr. Cotzert. I was born in the State of Texas, and I went to the 
University of Texas where I had a business administration schoo! 
background, got a bachelor of business administration degree there. 

Senator Kreravver. That is a very important part. 

Mr. Corpert. Yes, sir. 

I understand you had Spurgeon Bell before you. He was dean of 
the business administration school when I was a graduate student 
there. 

Senator Kerauver. Yes, we had Mr. Bell’s book here. You have 
read his book, have you ? 














2762 ADMINISTERED PRICES 


Mr. Cotpert. I have read a number of his books. I do not know 
whether I have read that particular one or not. Remember, it was 
1925 when I finished there. But he was dean of the school then. 

Senator Keravuver. Do you agree with his productivity increase 
chart which was referred to? 

Mr. Coxpert. At the time I was a student, I agreed with what he 
hadtosay. Ihave not read it since. [Laughter.] 

Senator Krerauver. You have not read it since you became presi- 
dent of Chrysler. 

Mr. Corzerr. I have not read any of his recent writings, Senator, 
no. Iamsorry. 

Senator Keravuver. You look his chart over, and we will be glad 
to have your 20-year-later remarks about what you think of your 
former professor. 

Mr. Cotpert. Thirty-two years. 

Senator Keravuver. Thirty-two years. All right, sir. 

Mr. Cotzert. Then I bought cotton. I have been in business. 
While I was going to the University of Texas I was a cotton buyer. 
I don’t mean trading on the exchanges; actually buying spot cotton 
and reselling it. 

Then I went from the business administration school in Texas to 
the Harvard Law School, continued to buy cotton during the summer 
months while I was at the Harvard Law School, intending to go back 
to Texas and into the cotton business. But after I finished the law 
school, I got an offer to come to New York with a New York law 
firm, then Larkin, Rathbone & Perry, now Kelley, Drye, Newhall & 
Maginnes, and that was in 1929. 

I accepted the offer of Mr. Nicholas Kelley to join this law firm. 
There is where I met Walter P. Chrysler, because the firm was gen- 
eral counsel for Chrysler Corp. and also the personal counsel for the 
Chrysler family. And although I made it clear to this law firm I 
was going into business back in Texas—when I went there, I expected 
to—after I met Mr. Chrysler he offered me a job to come to Detroit 
in 1933. That was when NRA had just come in. 

I went out to Detroit as resident attorney principally to work with 
the plant managers on the operation of 7 (a) of NRA, which was col- 
lective bargaining, which was relatively new in the automobile indus- 
try at that time, and I had done some work in New York on 7 (a) 
of the act. 

I went out there in the summer of 1933, at which time Mr. Walter 
Chrysler and Mr. K. T. Keller, who was then president of Dodge, put 
me in the management meetings of the corporation to start right off, 
because my No. 1 job was to work with these plant managers on labor 
relations, and what to do, how to operate under 7 (a) of NRA. 

So I got a very good break there in getting introduced to the plant 
managers and the workings of the plants. We set up a legal depart- 
ment, but I had little time for the actual legal cases and things that 
deal with that, because I was busy in the plants on these labor-rela- 
tions matters. 

One of the first things we did was to work up an employee repre- 
sentation plan—that was before you had an actual union out there 
And we went through the various independent unions and our em- 
ployee representation plan until 1937, when we had out sit-down 
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strikes, when the men seized the plants. And then we made our first 
agreement in the spring of 1937. . 

From that point on, I broadened out into other activities, busi- 
ness activities in the plants. In 1935 they made me a vice president 
of the Dodge division of Chrysler Corp., and in that vice president’s 
job I got a much broader experience. I was not applying myself only 
to labor relations, of course, but everything which had to do with 
the operation of the division. 

I went along as vice president of the Dodge division, and also some 
of the other divisions, until World War II, and also working on labor 
relations very closely with our vice president in charge of labor rela- 
tions then, until World War II came along. 

Well, there were 2 years there, 1939 and 1940, where I went to night 
school at thae suggestion of Mr. K. T. Keller, who was then president 
of corporation 

Senator Kerauver. I do not want you to take too much time, Mr. 
Colbert. When did you become president of Chrysler Corp. ? 

Mr. Coxzert. I became president of Chrysler Corp. in November 
of 1950. 

Senator Krerauver. And you have been president ever since? 

Mr. Cotpert. Yes, sir. 

Senator Kerauver. Was there any other point you wanted to bring 
out to the committee ¢ 

Mr. Coxrpert. No, sir. 

Senator Keravuver. Very well. 

Suppose you start with your statement, then, Mr. Colbert. 

Mr. Coxzert. I was pleased to note, Mr. Chairman, that in your 
opening remarks at the present phase of these hearings, you stated that 
“it is not the jurisdiction nor the purpose of this subcommittee to medi- 
ate a wage dispute” and that “in fact, it would be improper for the 
subcommittee to make recommendations as to what wages or profits 
should be.” 

As the subcommittee knows, we have felt that these hearings are 
not a proper forum for the discussion of issues that will arise in the 
forthcoming collective bargaining between Chrysler Corp. and the 
union representing its employees. I therefore shall not engage in de- 
tailed discussion of the UAW’s demands. After the union presents 
them to Chrysler Corp. formally, we shall respond directly to the 
union. 

It is appropriate, however, for me to point out to this subcommittee 
what I believe are the underlying purposes of some of the union’s 
past proposals, so that we may keep clearly before us what is involved. 

The UAW has engaged in a long and persistent campaign to force 
management to abdicate important parts of its res onsibility to make 
business decisions. On the one hand, the union has sought to make 
companies answerable to some Government agency for their pricing 
decisions. On the other, it has sought, in effect, to shift the making 
of these and other business decisions from company management to 
union officials. 

In an effort to accomplish these overall objectives, the UAW 
repeatedly and persistently has sought to force the companies to show 
confidential competitive information, either directly to the union 
or through public bodies. 
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Chrysler Corp. has insisted that it should not be required to supply 
this kind of information, and we do not believe revealing it would 
be in the public interest. 

Discussion of confidential cost, price, and profit data, whether 
privately with our competitors or the union, or in public, would 
reveal our points of relative strength, the nature and allocation of our 
resources, and our plans and strategies. These matters are funda- 
mental to our ability to compete, and revealing them undoubtedly 
would weaken this ability and injure competition in our industry. 

Maintaining effective competition is fundamental to preserving the 
American economic system. And if effective competition is to be 
maintained, the managers of American firms must continue to have 
the responsibility for making the decisions that are essential to the 
successful operation of their businesses. These managers must con- 
tinue to have the responsibility for deciding when and how and where 
to invest the funds that become available from sound operations. This 
responsibility is the heart of the American way of doing business. 

Any yielding to efforts aimed at weakening these responsibilities will 
contribute directly to strangling our competitive enterprise system, 
which has made possible for our people the highest standard of living 
the world has ever known. I understood that a particular interest 
of this subcommittee as administered prices. I am not clear in my 
own mind exactly what you mean by administered prices. 

Senator Wirey. You are not the only one. 

Senator Keravuver. I expect the public knows pretty well what is 
meant by administered prices, Mr. Colbert. 

Administered prices are those fixed by management and kept in 
effect over a period of time, without letting the law of supply and de- 
mand play any particular part in their operation. In other words, 
prices in a concentrated industry where one company usually makes 
a price, and all of the others follow. As an example, we have United 
States Steel making the price and maintaining it; even if the cost of 
scrap goes down, they do not reduce it. Plant production is down to 
55 percent and hundreds of thousands of people are idle over the 
country and still the price stays up. 

That is what we mean by administered price. We have what is 
the same thing in the automobile industry and that is what is causing 
a lot of unemployment concern and difficulty in the Nation today. 

Mr. Corzert. Senator, if that is what you mean by “administered 
rices,” I hope you will permit me to disagree with you. We do not 
ave that in the automobile industry. 

Senator Wier. Our barbershop in the Senate and our restaurant, 
then, have administered prices, also. What I had in mind by inter- 
jecting my remark was, it is a term we get from someone who dug it 
up, and with it is administered a lot of confusion. What I meant 
was not to add more confusion to the idea but, rather, to make clear 
that we not indulge simply in terminology. We want facts. 

Senator Kerauver. We will come back to whether you administer 
your prices or not, Mr. Colbert, in the questioning, or we will ask you 
about it now, if you wish. 

Mr. Corzert. As you choose. I come to it later on in my report 
here, I think. 
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Senator Keravuver. All right. I did not see where you said in here 
what is the capacity of your plants at which you are operating now. 

Mr. Coxzert. That is not stated in this report. 

Senator Kerauver. Would you tell us? 

Mr. Coxzert. The capacity at which we are operating now? 

Senator Keravuver. Yes. 

Mr. Coxzert. Well, the figures are published as to the rates at which 
we are operating. At the present time we are not operating at all. 
We have a discussion going on with the UAW about production stand- 
ards. We are trying to increase our productive efficiency. So at the 
present time, my answer would have to be, yesterday we weren’t oper- 
ating at all except in 1 or 2 of our plants. And I understand it is a 
question whether we will operate today or not. 

Senator Krrauver. What capacity of plant operation did you 
maintain last month? 

Mr. Corzert. I don’t have the figure before me, the rate at which we 
operated in the month of January, but I think we ran—do you have 
that figure, Frank ¢ 

Mr. Miscu. Worldwide, we produced about 65,000 cars, in round 
figures, last month. 

Senator Kerauver. It was reported yesterday that the Chrysler 
plants built 59,929 cars and 4,615 trucks last month, compared with 
124,258 cars and 7,796 trucks assembled in the same month last year. 
Plymouth, 38,000 against 62,000 in January of last year. 

Mr. Couserz. Those figures are correct, approximately correct. 

Senator Kerauver. Are you operating at half capacity or 60 
percent ? 

Mr. Cotpert. We are operating at a little better than half the rate 
at which we ran last year, last January. That is because the demand 
for the cars and trucks just isn’t here. We haven’t got dealers’ orders 
for them; there is no reason to build them. 

Senator Keravuver. All right, sir. 

Mr. Corzerr. If you mean that in our industry each company estab- 
lishes prices for its products instead of selling them at auction, why, 
of course we dothat. On the other hand, if the term implies that there 
is some gort of collusion among companies within the automobile in- 
dustry in arriving at prices, or that we establish prices without regard 
to costs or to the realities of competition, then the implication is in- 
correct. Wedo not do that. 

One paragraph in your chairman’s letter to me of November 7 noted 
the subcommittee had before it estimates that recent increases in the 
price of steel amounted to something between $1.58 and $10 per car. 

It also stated that recent, price increases in the automobile industry 
were “considerably in excess of the amounts directly attributable to 
the increased price of steel.” 

If this implies that increases in the prices of automobiles result 
only from increases in the price of steel, then this implication also is 
incorrect. 

Steel is one material in the manufacture of automobiles and, to be 
sure, a relatively important one. But it still is only one. There are a 
great many others—aluminum and other metals, plastics, fabrics, 
rubber, glass, paint, and electrical equipment, to mention but a few. 
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Moreover, many more factors than the cost of materials enter into 
the extremely complex business of manufacturing, pricing, and sell- 
ing automobiles. I might mention the added value that year after 
year we build into our automobiles, the increasing cost of services such 
as transportation, the mounting tax burdens, the steadily rising cost 
of labor, unreasonable limitations on productive efficiency resulting 
from employees not giving a full day’s work for a full day’s pay, and 
the obstacles to efficient operations resulting directly from unauthor- 
ized strikes and slowdowns. 

Any assertion that automobile prices are guided primarily by the 
fluctuations in the price of any one—or even a selected few—of the 
elements of manufacturing cost fails to recognize realities. 

I shall go into these matters in more detail later on. But first, 
by way of background, I should like to discuss briefly certain gen- 
eral aspects of the automobile business and of Chrysler Corp. This 
background is essential to any constructive discussion about pricing. 

Senator Krrauver. Mr. Colbert, while you are on steel, can you 

ive us the amount of the increase on your average car, resulting 
mh the price increase in steel? I think in your report you said 
about $10. 

Mr. Corpert. No, we didn’t say that in our report. That is a 
very complex thing to determine. Mr. Misch will deal with that 
question. 

Mr. Miscu. In the report we gave you, Senator, we gave you the 
effect directly of the steel increases in August of 1956 and July of 
1957; and they amounted, on a per car basis, to $17, the two combined. 

Now in order to avoid misunderstanding or confusion, you should 
understand that that is the raw steel that we purchase and put in 
an automobile. It does not include the steel that is in fabricated 
parts which we buy from suppliers. 

In the case of our operations, that is a pretty substantial amount of 
steel, because we buy such items as frames, wheels. 

Senator Kreravuver. Can you give us an estimate? General Motors 
estimated $34.96. 

Mr. Miscu. We aren’t able to estimate that completely. The direct 
cost of the steel increases in those two price increases was $17, and 
we can give you a good figure on that. We cannot estimate the other 
figure with any degree of accuracy, but it is substantial. 

Senator Keravuver. Considerably more than $10 or $11? 

Mr. Miscu. That I couldn’t say. 

Senator Keravver. I believe General Motors’ estimate was on the 
two steel price increases, not the one. 

Mr. Miscu. This doesn’t take into consideration, Senator, any addi- 
tional steel that may have gone into automobiles in that time because 
of specification change, nor does it take into account approximately 
$1 a car in raw steel price increase that became effective because of 
the January 1957 price change in extras, and I don’t believe that was 
covered in the questionnaire. 

Senator Keravuver. If you could give us any rough estimate, I 
think that—— 

Mr. Miscn. I am not able to make a good estimate of that. 

Senator Kreravver. If you think it over and you can make an esti- 
mate, we will be glad to have it. 
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Mr. Miscu. All right, sir. 

Senator Witry. How about all the material costs in relation to the 
costs of the car? 

Mr. Miscu. That, Senator, is a figure we feel very strongly is a con- 
fidential figure, and we feel it would be hurtful to us in competition 
if we did divulge it here. 

Senator Witry. Yet you are willing to give the costs of steel. 

Mr. Miscu. We don’t think that the cost of one item—as Mr. Col- 
bert has just pointed out here, there are many, many items which make 
up the cost of an automobile, but one item out of the many doesn’t 
divulge things which might be helpful to our competition or to others. 
We think that if we gave the total, it would be. 

Senator Wier. Then I will not press that. I did want to get just 
one point out which was referred to yesterday. I presume that every 
part of your car is more or less different from the car of the Ford Co. 
In other words, you have your own engines, do you not? 

Mr. Miscu. That is correct. 

‘ Senator Witey. And you have your own frames. 

Mr. Miscu. That is correct. 

Senator Wimxry. And you have your own material inside, and all 
the other things that go with a car are your own in the sense that they 
are not copies of the other makes; is that right? 

Mr. Miscu. They are not only our own, Senator, but we think that 
they are better. 

oe Wier. You havea right to say that. 

Mr. Miscu. That is right. 

Senator Wirtey. You are not bragging. 

Mr. Miscu. That is right. 

Mr. Cotzert. Wecan prove that. 

Senator Kerauver. Mr. Misch, in response to Senator Wiley’s 
question about the cost of things that went into automobiles, General 
Motors did give us a breakdown on the basis of $1—supply so much, 
labor so much, other things so much. That was in percentages of 
the dollar. Mr. Yntema said he would furnish the same figure yester- 
day. Do you object to furnishing percentages of the dollar as dis- 
tinguished from unit costs? 

Mr. Miscu. We are perfectly willing, Senator, to put into the 
record and to give you a breakdown of our ao charts which are break- 
downs of our sales dollars, but that applies of course to our total 
business. 
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(The pie chart referred to follows:) 
WHAT WE DID WITH WHAT WE RECEIVED 


Ten Years, 1947-1956 
TOTAL INCOME RECEIVED $23,084,200,000 










Wages, Salaries 
and Employee Benefits 
22.6% 








Wear and Tear 
on Buildings, Machinery, 
Equipment and Tools 





Materials, 
Supplies and Services 
66 .0% 


Federal, State and 
Local Taxes (Excluding 
Federal Excise Tax) 







Dividends - 2.0% 


Earnings Retained 
in the Business - 1.4% 


January, 1958 
Chrysler Corporation 


Mr. Miscu. Now as you doubtless know, certain of our people are 
working with members of your staff on this whole problem of what we 
think that we can give you without hurting ourselves competitive- 
wise. We feel very 

Senator Keravver. All right, sir, we do not want you to reveal any- 
thing that is going to put you in an adverse position with your com- 
petitors. 

The other two companies seem to think that percentage of the sales 
dollar—I believe that is the way it is—— 

Mr. Miscu. Right. 

Senator Kerauver. Was not confidential information that would be 
damaging. If you can get up the same thing and feel you can, we 
would appreciate it. 

Mr. Miscu. O. K., sir, we will look further into it. 

Senator Kerauver. While we are on the subject, the National 
Archives submitted to this committee the unit costs compiled by them 
for 1941 on the basis of public information. It does have some 
bearing on costs in those days. I know it is not applicable now, but 
it is interesting by way of background. The unit costs of a small 
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firm, $686; unit costs of a large firm, $725, with some breakdown 
which I think would be of historic interest. 

This will be committee exhibit 35. 

(The letter referred to follows:) 


GENERAL SERVICES ADMINISTRATION, 
NATIONAL ARCHIVES AND RECORDS SERVICE, 


Washington, D. C., February 3, 1958. 
Dr. JoHN BLarr, 


Senate Antitrust Subcommittee, 
Washington, D.C. 


Dear Dr. Buare: You requested by telephone the unit cost per passenger car. 
Tabulated below are the unit costs for 4 large automobile manufacturers 
(General Motors, Ford, Chrysler, and Studebaker) and 3 small manufacturers. 
These tabulations are based on financial information for the fiscal year ended 
June 30, 1941, submitted to the Office of Price Administration by the manufac- 
turers, and on production data for the 1941 model-year, obtained by the OPA 
from Automotive News. We cannot name the small manufacturers as their 
identity might reveal information about individual companies. 





Unit costs for | Unit costs for 
large firms | small firms 


Deepeee GRRUNONEIN. Sn nb on cD ioanackated scab ktaubenswademacon Senwuder $521. 50 $403. 58 


Direct labor ---.---- ovcaspediatsdes «dae Si ddibe duce Seduggests dcansdenoetel wales 61. 51 91.73 
sa 5. 2 ta ctn errant ian Aaheioaeedesisie ne ieee aepineseeiegacarese eaten 28. 94 42.31 
Indirect labor-.-......---- welded dot Ass Si, ER IOS. hi one tell 49. 91 68. 33 
Other factory expenses__............-... so la 27.76 27. 83 
Administrative, general and other expenses___...-.........-.---------------- 36. 03 53.19 

Total unit cost.......------------- Aes 0a AY ee a eee eee 725. 65 686. 79 


Sincerely yours, 
MEYER H. FISHBEIN 
(For the Chief Archivist, Industrial Records Division). 

Senator Keravver. All right, sir. 

Mr. Cotzert. No industry has contributed more to America’s growth 
and prosperity than the automobile industry. It directly and in- 
directly provides about 10 million jobs. 

The automobile has brought more social benefits than any other 
consumer product in the history of our country. It has contributed 
immeasurably toward improving the standard of living in America. 

Ever since the first automobile rolled off an assembly line, the auto- 
mobile companies have steadily improved their products. They have 
introduced increasingly more efficient equipment and have constantly 
improved manufacturing methods. 

They have increased real wages and lowered prices in relation to 
people’s income. All of the people in America have shared in the bene- 
fits of this process. 

These contributions have been possible, in large measure, because of 
the intense competitiveness that has characterized the automobile in- 
dustry from its earliest days. 

The automobile companies compete in every part of their business, 
in the drafting rooms, on the proving grounds, on the assembly lines 
and in their dealers’ showrooms. 

They compete for markets, they compete for supplies and they com- 
pete for men. They compete in designing their cars, improving them, 
producing them and selling them, and they compete in pricing them. 

Competing in price begins long before a company has laid all its 

22805—58—pt. 6——42 








2770 ADMINISTERED PRICES 


plans for a new model and long before it begins to produce it. That 
competition begins when designing and engineering the model starts, 
and in determining the methods and techniques the company is to use 
in producing the model, and in planning and providing plants, tools, 
and other facilities with which the company will make it. Every com- 
pany uses its best engineering talent from the very beginning to control 
the cost of every part of a car by saving on the cost of labor or material 
or by improving manufacturing methods, without sacrificing quality. 
It is not unusual for a company to spend hundreds of thousands of 
dollars to reduce by only slightly the cost of one part such as a piston, 
or to keep the cost of the part from rising with the cost of labor and 
material. 

I said the automobile companies compete for supplies. They com- 
pete also in buying their supplies at the lowest cost consistent with 
the quality they require. They compete in developing new materials 
that cost less but that are as good as old ones or even better. On 
many of the items they buy, if not most of them, the companies have 
more than one source of supply, and sellers submit bids on a competi- 
tive basis. They go even further. If an outside vendor can sell to us 
a part or subassembly for less than one of our own manufacturing 
divisions can make it profitably, we will buy it outside. 

We compete for men. We compete for executive, technical, profes- 
sional, managerial talent and for rank and file help. 

We compete for productivity. This concerns itself with develop- 
ing, designing, and providing new machines, tools, and equipment 
for making the parts that go into automobiles and for putting them 
together and with getting employees to use the equipment efficiently. 
The process is continuous and automobile companies spend huge sums 
each year in an effort to increase output with the same human effort 
or even less. 

The result, if employees operate the new machines and employ the 
new techniques efficiently, is to reduce costs and thus reduce prices 
or keep them lower than they otherwise would have to be. 

Senator Drrxsen. Mr. Colbert, how many divisions are there in 
Chrysler ? 

Mr. Corzert. In automotive divisions we have five. 

Senator Dirksen. Five? 

Mr. Cotpert. Yes, sir. We have a number of other divisions in 
related and nonrelated 

Senator Dirksen. Could you name them for the record ? 

Mr. Corzert. Yes. Plymouth, Dodge, DeSoto, Chrysler, Imperial. 

Senator Dirksen. Do your divisions compete one against another 
for supplies ? 

Mr. Corpert. Yes, sir. 

Senator Dirxsen. And that sort of thing? 

Mr. Corzert. They compete one against the other. However, we 
have a central overall group whose duty it is to keep that competition 
alive as much as they can, yet to watch it to see that it does not 
become destructive to the overall picture or hurt the overall picture, 
but they do compete among themselves. 

Senator Dirksen. In addition to your automobile divisions, what 
other divisions do you have? 
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Mr. Cotsert. We have an Oilite division. I can give you that 
if you will let me have one of our annual statements here. I will 
read it into the record. It is on the annual report there, Senator, 
that you have. 

Dodge “Power Giant” trucks, MoPar parts and accessories, that 
is our parts division, Airtemp heating division and cooling equip- 
ment, Chrysler marine and industrial engines, Amplex oilite pow- 
dered metal products, Cycleweld adhesives and defense products 
division. 

Does that cover it, sir? 

Senator Krerauver. Would you just say a word about what each 
one of these divisions does, while you are on the subject? 

Mr. Co.sert. The automobile divisions, automobiles, of course; the 
truck division, trucks; MoPar parts and accessories, parts and acces- 
sories for our automobiles and trucks. Airtemp makes air-condi- 
tioning equipment and also has some defense business in the plant. 

Chrysler marine and industrial engines, we make both the marine— 
I think we have the biggest volume of marine engines in the country, 
and also make industrial engines. 

Amplex powdered metal products are powdered metal bearings we 
use in our own products and also some other companies use those 
products. 

Cycleweld adhesives, we use that on our brakes; so do some of our 
competitors. It is an adhesive that you can glue wood on wood or 
practically anything together. Defense products, we are building 
at the present time a number of defense products. 

As you know, we are building tanks. We are also building the 
Redstone missile and we are also Luilding the Jupiter missile in addi- 
tion to a number of other defense products, and a number of trucks for 
the Government. 

Senator Krravuver. You just recently got the contract to build 
the Jupiter, I believe, didn’t you? 

Mr. Coxpert. Yes, sir. 

Senator Keravver. Is that $53 million? 

Mr. Corzert. I do not know the amount of that, of the contract, 
Senator, and if I had it, I think it is secret information we are not 
supposed to divulge. 

Senator Krerauver. Well, I saw it in the paper. [Laughter. ] 

Mr. Corzert. Also in addition to these domestic divisions we have 
an export division, which exports cars and trucks and also other prod- 
ucts which we make, which is a separate division. 

Senator Kerauver. Do you have any plants in foreign countries? 

Mr. Coxbert. Yes, sir; we do. We have a plant at Antwerp, Bel- 
gium ; London, England; Australia, Venezuela, Brazil, those are prin- 
cipally places where we own plants. 

Senator Kreravuver. What are they making? 

Mr. Corpert. In Canada also. Canada is the largest one, of course. 
They make cars and trucks and assemble them. 

Senator Keravver. All right, sir. 

Mr. Coxsert. Our basic manufacturing divisions are not listed on 
there but we have several divisions comprising our basic manufac- 
turing group, Senator Dirksen. 
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The ways in which the companies compete are reflected directly in 
the costs of making automobiles, and consequently in pricing them. 
As I have indicated, competition in large measure dictates the amount 
of money devoted to research and engineering, the extent to which 
new employees are added and trained, and the extent to which new 
methods are developed to produce and market automobiles. 

Competition also largely dictates the amount of product innovation 
each company must achieve if its individual lines are to find a profit- 
able market. 

One of the great forces in the American way of doing business, I am 
convinced, is the high degree of competition that exists in innovation— 
in the steady stream of new and improved products, new devices, and 
new conveniences with which American business seeks to meet the 
desires of the consumer. Competition in innovation is especially keen 
in the automobile industry. 

Chrysler Corp. always has been a challenger—an innovator. Our 
company pioneered all-steel bodies, four-wheel hydraulic brakes, float- 
ing power engine mounts, power steering, push-button transmission, 
Torsion-Aire suspension, and many others. This kind of competitive 
spirit has characterized this company from the beginning. 

When Walter P. Chrysler reorganized Chrysler Corp.’s predecessor, 
the Maxwell Motor Corp., in 1921, it had less than 2 percent of the 
automobile market. Two companies had the bulk of the business, 
and most people considered them entrenched in their position, Ford 
and General Motors. 

By the end of 1927, 2 years after Chrysler Corp. was formed, it had 
risen from 23d to 4th place in the industry. It was making only 
Chrysler 4- and 6-cylinder cars, but it had designed and tested 2 
new automobiles, the Plymouth and the De Soto. 

In 1928, Chrysler acquired the assets of Dodge Bros. This had 
been one of the largest and most successful companies in the automo- 
bile business, but after the Dodge brothers died it lost much of its 
ability to compete and much of its market, the bankers got in there 
and the company went from bad to worse. 

Senator Kerauver. Does that indicate—— 

Mr. Corserr. Sir? 

Senator Keravuver. You referred to the bankers. 

Mr. Corzerr. I mean they did not have a management. 

The Dodge brothers were real managers and competitors. 

When the bankers came in there they did not have anybody to 
replace the Dodge brothers and that is how the company got to be 
for sale. 

This move gave Chrysler the plant and the dealer body it required 
to build and to market Plymouths and De Sotos as well as Dodges. 
Thus strengthened, Chrysler captured second place in the passenger- 
car market by 1933. 

Chrysler held more than 20 percent of the United States passenger- 
car market in every peacetime year from 1933 to 1953, except in 1950 
when a 100-day strike cut our output. 

In 1954, our share slipped to 13.1 percent. Our competitive re- 
sponse to this challenge was to bring out our 1955 models, the first 
of the “forward look” cars. We advanced from 13.1 percent of the in- 
dustry’s sales in 1954 to 17.1 percent in 1955. In 1956, we held 16.4 
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percent of the market. In 1957, we moved up to 19.5 percent of total 
domestic sales. 

Chrysler Corp. has grown from a company with 4 plants and 14,000 
employees in 1925 to one with some 60 plants and well over 100,000 
em ew Its total assets have grown from $85 million to $1,300 
million. 

The ownership of our company today is widely distributed. We 
have about 88,000 share owners of record. No individual share owner 
of record owns more than 1 percent of the stock outstanding. 

Our nearly 9,000 dealers play the key role in retailing our products 
throughout the United States and the free world. 

These are independent businessmen whose progress depends on the 
continued improvement of our products to meet today’s and tomor- 
row’s competition. 

In addition to our employees, dealers, and our stockholders, the 
success of our company is a matter of direct and personal importance 
to our more than 11,000 suppliers. 

In short, Chrysler Corp.’s business directly affects a great many 
people and a great many businesses, big and little, from one end of this 
country to the other. 

Our management is constantly aware of its responsibilities and 
obligations to those groups, whether they are customers, employees, 
dealers, suppliers, share owners, or the general public. 

I have reviewed these aspects of the automobile business and of 
Chrysler Corp.’s growth because they illustrate three basic facts that 

7 need to be kept in mind in any discussion of automobile costs, prices, 
or profits: 

1. Manufacturing automobiles is a complex undertaking, requiring 
large capital resources, and involving unusually great risks. 

2. A basic characteristic of the automobile industry is intensive com- 
petition. There is much more to competition than competing only in 
price. 

3. The automobile companies compete vigorously in creating new 
values and put-heavy emphasis on constantly improved and freshly 
styled products. 

Americans consider the automobile a necessity. Yet because pas- 
senger cars are so durable, owners need not replace them at any par- 
ticular time. They can put off buying. Automobile makers must 
compete among themselves for the consumer’s dollar. They must 
oO also compete with used cars and with the whole range of consumer 
re products and of consumer services. 

The demand for all these and the prices of them affect the demand 

d for automobiles and the prices of automobiles. Demand also is 
S. affected by a multitude of other factors—among them the level of in- 
r- comes, the changes in population, changes in the number of families, 
the trends toward suburbanization and the availability of credit, to 
r- mention a few. 
50 So many factors are involved that no one can properly examine 
pricing as a subject apart. At Chrysler Corp., pricing is an integral 
and inseparable element in the overall process of conducting our 
business. 

Each year we price a product that differs substantially, and often 

differs radically, from the one we priced the year before. We make 
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many important engineering and styling improvements each year. 
These changes are necessary to meet consumer demand and com- 
petitive situations and they add to our costs. 

Today’s automobile involves a great multiplicity of complex and 
interrelated components. A new development in one component can 
have an effect on many other components, often requiring major de- 
sign revisions not directly concerned with the original change. 

This is so important a consideration that as part of our company’s 
presentation to you I will ask Mr. Paul C. Ackerman, our vice presi- 
dent and director of engineering, to go into it in some detail when 
I have finished this statement. 

As I have indicated, development of an automobile from the first J 
stylist’s sketch to public introduction takes a great deal of time— 
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from 2 years to as much as 10. G 

During this period many major decisions have to be made. Hun- k 
dreds of millions of dollars must be committed, for research, styling, f 
design, engineering, facilities and equipment, and special tooling, be- 

fore the first unit of a new model is produced. a 
The nature of this business 
Senator Keravuver. Mr. Colbert, would you reconcile that with y 

your statement on page 8 at the bottom of the page, where you said: 

In 1954 our share slipped to 13.1 precent. J 
Mr. Cotzert. Yes. a 
Senator Keravuver (reading) : d 

Our competitive response to this challenge was to bring out our 1955 models. n 
Mr. Corzerr. Yes. tl 
Senator Kerauver. That would indicate in 1954 when you saw your vi 

business slipping, you got out a new model. But here you say it takes li 

2 to 10 years to make a new model. m 
Mr. Corzerr. That is correct. The statements are perfectly con- Cl 

sistent. pt 
In 1954, I will tell you a little bit how we got into trouble there. We 

were trying to bring out a smaller car. Our management in 1949 a 

made a decision that it was time to start thinking about a smaller car de 


in this country, and we went to work, our stylists and engineers, to 
bring out a smaller car. 
Our 1953 cars were of shorter wheelbase, and smaller cars than we ch 
had been building in previous years. 
As I say we made that decision in 1949. We thought we had made 
a wonderful step in progress and we were going to swamp the indus- 


try with smaller cars. it. 
General Motors and Ford went the other way, they made longer, mi 
bigger cars. 
Denetvr Keravver. On that point you charged about the same price | 
as they did. | 


Mr. Corzert. Well, you will find out when you get into cost that | 
the costs are about as much to build a smaller car as a larger car. Any- | 
how we brought out this smaller car, priced it as low as we could rea- 


oeeey price it with a profit to the company. W 
Within 6 months we knew we had made a bad mistake and so we an 
immediately had to turn around and turn handsprings to get out of rec 


that car. 
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We had to run it through 1953 and 1954. But fortunately we 
brought a man named Exner to our company in 1949 and turned him 
loose on a whole forward program of what he would build, what his 
idea was, his styling of what we should have in automobiles and when 
we saw we were in trouble as soon as we got those 1953 cars out we knew 
that the trouble, at the end of 6 months was not going to improve, we 
did everything we could to sell them. 

We put on intensive advertising campaigns. We did all the talk 
we could that people needed shorter cars to go into their garages, the 
parking facilities were crowded. 

We used every argument known to man to try to impress on the 
American public they needed a smaller car rather than larger cars— 

Senator Kerauver. Mr. Colbert, right at that point while you are 
on it, looking over your price record that year, you did all these things 
but you never reduced price, which is, do you not think, that is a key 
factor ¢ 

Mr. Coxserr. You look at our financial statement in the year 1953 
and you will see we did not make any exorbitant profit. 

Senator Keravuver. I looked at your report. You did not reduce 
your prices when your sales fell so low. 

Mr. Cotzerr. When we started out. But later on in the year, if 
you will look at the record you will find we did just exactly that, and 
that also proved to be a mistake. 

We put out a statement after we got all our advertising and had 
done everything we could to try to impress the American public they 
needed a smaller car. We could not get that over. Then we reduced 
the price and we announced we were reducing the price to increase 
volume. We reduced those prices on our whole line of automobiles in 
1953, as I recall it, from the lowest reduction of about $15 an auto- 
mobile up to the highest $250 an automobile. We put a whacking 
cut in those prices and the overall average was around $75 to $100 
per car. What did that do to our volume? Absolutely nothing. 

It did not increase our percentage of industry. We learned quite 
a lesson there, Senator, about the effect of reducing prices a hundred 
dollars—whether it would give you more volume. 

Well, anyhow, fortunately we had Exner 

Senator Keravuver. Will you submit for the record your price 
changes at factory level during that time? 

Mr. Cotpert. Yes, sir. 

Senator Kerauver. The chart I saw—— 
Mr. Coxnzerr. We can give it to you now if you would like to have 


it. ve have it here. As I say $10 to $250, those figures stick in my 
mind. 


Would you like to have the whole? 
Senator Kerauver. Yes. 
Mr. Corzert. All right. 
Ranges to the 1953 








Senator Keravuver. Is this for 1953 models? 


Mr. Corpert. Yes, sir, right in the middle of 1953; March of 1953. 


We had been aaEaINS those cars from October 1952, about 6 months, 
and finally, as I sai 


reduction. 
The factory retail price cuts ranged as follows: 


, after we tried everything else, we tried price 
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Retail on the Plymouth from $30 to $80; wholesale on the Plymouth 
from $43.45 to $97.30 a unit. 

i retail $53 to $185 a unit; wholesale, $40.30 to $140.70. 

De Soto retail reduction, $14 a unit to, $165 a unit; wholesale, 
$10.65 a unit to $125.40 a unit. 

Chrysler, reduction at retail, $17 to $274 a unit; wholesale $12.75 
a unit to $205.50 a unit. 

Dodge trucks, retail, $28 to $61 a unit; wholesale $21.29 to $46.39. 

We announced at that time that to get more volume, to increase 
our percentage of the market, we were reducing our prices and we 
did, just as you can see from those figures, make a total reduction. 
We cut them as deep as we could and it did nothing to improve our 
percentage of the industry because it was obvious that the public 
wanted these bigger automobiles. 

As I say 

Senator Kerauver. When you made those price cuts, were you 
cheaper on comparable cars to Ford and Chevrolet, General Motors? 

Mr. Corzert. No sir, our Plymouth car has never been priced so 
far as I know below Ford and Chevrolet. It is a better automobile 
and has more value and more quality in it. 

We did not have the volume and we never stated we could under- 
price them. 

Senator Keravuver. Did those cuts bring you right in line with 
comparable cars of Ford and General Motors ? 

Mr. Cotzert. They brought us nearer than we had been before, but 
they did not bring us under Ford and Chevrolet prices. 

Senator Keravver. All right, sir. 

Senator Dirksen. Mr. Colbert, I was trying to find the exact quote 
here, although I am sure when Mr. Reuther testified before this com- 
mittee, he was very emphatic in his emphasis on the fact or rather 
the alleged fact that if you only reduced prices, you would hike the 
sale of automobiles. I would guess that your 1953-54 experience, ac- 
cording to your testimony, completely and thoroughly disproves that 
statement. Have you some amplified comment to make? 

Mr. Corser. No, sir, except that we know pricing is just one ele- 
ment in selling automobiles. An important one, yes, but it is not 
the controlling thing. 

Senator Witey. When you cut the prices, did you cut wages? 

Mr. Corzert. No, sir. 

The nature of this business—the long research, design and develop- 
ment period and the size of investments involved—makes it necessary 
for us to plan our operations for the long term. We approach pric- 
ing in the same way. 

Our prices must recover all our costs, enable adequate replacement 
and improvement of our facilities and over a long term yield a fair 
return on the capital invested in our company. And, our prices 
must make it possible for us to offer competitive value in our prod- 
ucts. 

Meeting these objectives requires strict control measures and the 
continuous participation of practically all major elements of our 
company. Each step in the design and development process—from 
sketches to clay models to handmade prototypes, to the pilot production 
models—is reviewed and evaluated by our marketing, sales, engineer- 
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ing, production, and financial specialists. We start with clearly de- 
fined cost targets and we make cost estimates at each step. We revise 
design or engineering specifications as necessary to make sure that a 
particular model can be mass produced at costs suitable for the price 
class for which it is intended. 

Our primary concern in the early stages is to identify changes in 
costs resulting from design and specification changes in relation to 
prices of our current models. But.as production time nears, we become 
concerned with an increasingly wide range of cost factors and we firm 
up our detailed bills of material, which identify the specific parts and 
quantities for each make, line, and body style. Then several months 
before production, we make overall cost estimates of our new models. 

We oon make detailed financial studies to determine the effect the 
new model program will have on our overall operations, and compare 
the results with the earlier financial projections based on our advance 
cost targets. 

Shortly before production begins, we prepare final cost estimates. 
Fixed costs are included in our estimates on the basis of a long-term 
average annual volume. The result is to minimize the effect that short- 
term fluctuation in volume has on unit costs. This means that when 
volume declines over a short term we need not increase prices in order 
to recoup the higher unit costs that result from the lower volume. 
It also means that in periods of short-term heavy demand we do not 
increase prices to take advantage of the market, nor do we necessarily 
decrease prices because of the lower unit costs that result from the 
higher volume. 

This series of studies I have been describing, starting in the earliest 
design stages and carrying through to the final cost estimate, has deter- 
mined for us the general area in which our prices must fall. 

We are then prepared, shortly before the new model is introduced, 
to determine the specific prices that will be charged to our dealers. 

This requires another series of evaluations. We estimate, for ex- 
ample, what consumers will be paying for competitive cars. In doin 
this, we rely heavily on our knowledge of the prevailing prices an 
specifications of current competitive models, our knowledge of periodic 
design cost changes in competitive products, and the knowledge we 
have gained through analysis of economic changes as they relate to our 
own new model costs. So far as our competitors’ design cost changes 
are concerned, we rely on rough calculations, but we know that price 
changes in basic commodities and changes in wage rates will have an 
effect on unit costs of competitive products similar to the effect on our 
own. 

Having estimated probable competitive prices, we then pay careful 
attention to differences in value between our new model and those 
with which it will compete. 

Having done all of this, and in light of all available competitive 
information, we establish our final prices. 

As you can see, the pricing of our cars is a long, detailed, and 
complex process that, as I have said, cannot be viewed apart from all 
other operations, present and future, of our company. 

It involves skilled effort of most segments of our organization, ap- 
plied over several years. The final prices reflect a great many factors, 
among them the original objectives set at the time our stylists began 
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their sketches, the controls we have placed at many key points in the 
development process, the effect of product improvements, and the effect 
of economic changes. Finally, prices are set at a level in keeping with 
consumer demand in the light of competition. 

Senator Carroti. Mr. Colbert, before we leave this pricing dis- 
cussion, Dr. Yntema. yesterday testified that there were about a thou- 
sand people at the Ford Motor Co. who were examining some of the 
variations that you have been outlining here this morning. 

Mr. Corzert. Yes, sir. 

Senator Carrotu. And that they said the price mechanism is a very 
difficult field to explore. 

Later on my colleagues had to go to the floor and I questioned him 
somewhat along this line, whether we could not say that when you 
began your examination of the price mechanism, in a sense you were 
engaged in an economic war with your competitors. That is to say, 
a part of this was to determine by intelligence what would be the price 
of your competitor. But it seems to me, as I heard this testimony in 
your statement, is this not true, that the price on competitive models 
as you make your estimates is substantially identical year after year, 
keeping in mind the improvements of equipment. There is keen 
competition, there is no doubt in my mind, keen competition. 

Mr. Corpert. Yes. 

Senator Carroti. After you fix your price, but in the fixing of the 
price the competition, as you have described, is in advertising and your 
ability to sell to the consuming public, but in the main over the years 
there is the same percentage price differential in these competitive 
models; is that not so? 

Mr. Cotzert. Well, the answer to that I think, Senator, lies in the 
fact that this competition as you state starts with the design of the 
automobile and follows all the way through. When you get them as 
low as you can get them, which is just about where Chrysler, General 
Motors, and Ford have got these low-priced cars now, then assuming 
that each one can make the same improvements, that determines your 
base, and the volume that you get from that point on is going to depend 
on who is able to produce the most of those cars. That is assuming 
everybody has squeezed every penny out of them they can, and I can 
assure you that goes on from the styling right on through. 

So you get out on a base and that is where we have gotten now. We 
got there by competition, each competing with the other and we got 
out with just as low a base as we know how to get, although we try to 
improve it a few cents or a few dollars every year. 

We try to cut more out of the cost of the automobile, but you get 
down to a point where you can just go no lower. That is one of the 
reasons why no foreign manufacturer—Volkswagen made a very de- 
tailed study of trying to build their car over here. He bought a plant 
in New Jersey, and they came over here to study. I talked to Dr. 
Nordhoff, who runs Volkswagen, about that last fall. 

He bought this plant in New Jersey and planned to build it here, 
but he could not compete with Plymouth, Chevrolet, and Ford in price. 
There are so many parts in automobiles that have got to be made, what- 
ever your labor costs and other costs are. You get to the point where 
you say we have arrived at this base for automobiles and that applies 
all the way up the scale. 
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Senator Carro.u. The point I was trying to make is through the 
years, for example, on the Ford, Chevrolet, and the Plymouth, there 


is a similarity of prices as you go through this very elaborate and 
difficult process. 


Mr. Corzert. Yes, sir. 

Senator Carroty. As you make your estimates, but you finally end 
up—when I say “you,” I mean collectively—you finally end up with a 
great degree of similarity in your price structure, and of course you 
are in the business to make a profit. That is understandable, and a 

art of your computation, your analysis, your estimate is to find out 
coe much profit you are going to make at the end of the year, and 
these are the computations that you put into your examination. 

Now here in 1958, for example, I have a comparative list price, 
Chevrolet, Ford Custom, and Plymouth Plaza, in 1958, Chevrolet, 
$2,155 ; Ford Custom, $2,119; Plymouth Plaza, $2,169. 

I think you previously testified you think Plymouth is a superior 
car in quality. 

Mr Gonz. Yes,sir. I would like to repeat that. 

Senator Carrot. The same ratio I think exists in 1957, 1956, and 
1955. For example, let us go to 1955. The Chevrolet Delray, $1,728; 
the Ford Custom, $1,753; the Plymouth Plaza, $1,755. There is no 
doubt that after the price is once set there is great competition to move 
into the consumer market. 

But all along the line—this is the thing that I do not understand— 
why is there this similarity in the comparative models, year after 
year after year? 

Mr. Corpert. That is the very heart of competition. We have got 
to price our cars as near as we can to theirs to compete with them. 
We do not get them quite as low because we have not got the volume. 
If we had their volume maybe we could make it lower, but you have 
got to make a reasonable profit to stay in business at the end and we 
just price ours as near as we can and that is what it amountsto. There 
has been a lot of talk about General Motors pricing first, so I checked 
ours here last night. 

I found out in the last 6 years Chrysler priced ahead of General 
Motors 3 years and we did not change our prices after we announced 
them. We do all we can, as I explained here, to find out what our 
competitor’s price is going to be, but in the final analysis we’ve got to 
make a judgment decision on how much volume there is going to be 
next year. We know what are costs are. Those are determined when 
we get to this point and then we have got to price our products. 

Senator Carrotu. Would you be good enough to furnish those dates 
to the committee ? 

Mr. Corzert. Mr. Misch and other fellows are working on that type 
of information. I do not know where you are on that now. 

Mr. Misch says he has this information now to give it to you if you 
want it. 

Senator Carroitu. Are those the dates of the pricing you have just 
spoken of ? 

Mr. Cotsert. Would you give it to him there? 

Senator Carroti. We will make that Chrysler exhibit 1. 
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(Chrysler exhibit 1 is as follows :) 


Announcement dates of Chrysler Corp. and General Motors passengers cars (1958 
model through 1958 model) 


1953 MODEL 1956 MODEL 
Model Announcement date Model Announcement date 

Se Mea cance seek Oct. 2s, 1952)" Dodges. ee Oct. 7, 1955 
Gayelul 2. 52 2s wk Nov. '8, 1952] DeBoteu. slic Le cle le Oct. 19, 1955 
Tete. sic asec a 3554 2s. Nov. 10, 1952 | Chrysler...--..------.- Oct. 20, 1955 
I is nk ss es he Noy. 24, 1952 | Plymouth............- Oct. 21, 1955 
a ae Dec. -6, 1952 | Pontiac. -..-.. 2-2 Do. 
Oldsmobile_ _-_..-.---- Jan. 9, 1953 | Cadillac..._.....-.-_-- Oct. 24, 1955 
Cagiiaesioiis pit vie Jan. 12, 1953 | Oldsmobile__-...------ Nov. 3, 1955 
Chevpelet..g ou. 2 os cane Do. ee ee peer Nov. 4, 1955 
iin cnt eta encagen ie Jan. 20, 1953 | Chevrolet. _.-..------- Do. 

1954 MODEL 1957 MODEL 
Pee. ssc ied Oct. 7, 1953} Chevrolet_._......---- Oct. 18, 1956 
Ee Oct. 15, 1953 | Plymouth---......---- Oct. 30, 1956 
access aniston Oct. 29, 1953 | Dodge. _-....--.-..-.- Jo. 
ge oe Mov.) GO, See 1 eee... ~...5----.-- Do. 
Chevrolet... ....2 20.5. Dec. 18, 1953 | Chrysler. .....-..----- Do. 
Wen an Tot Do. Oldsmobile. ____.__---- Nov. 6, 1956 
odie tk hia Sakis aan; (18, 0DG4 LI an chs spon Nov. 9, 1956 
tata indi etal an ts Jan. 20, 1054] Pontiac. .............. Do. 
Giemobne 22 oe Do. eee eg ek Oe Nov. 12, 1956 

1955 MODEL 1958 MODEL 
Cherries qc 4c tnc et. 25 10801 Rulek. i. otc neta as Oct. 29, 1957 
Tne alt IE ac Oct. 20, 1054 | Chevrolet... -......... Oct. 31, 1957 
PEPEMMMER. nc menencese Nov. 17, 1954 | Plymouth-_--.-..-.-.-- Nov. 1, 1957 
boss Bo oS Do. ENON. DiL Es ile da nse Do. 
TO oki. cack dns ccee- Do. OS Seer ee Do. 
as Do. 7 ee eae Do. 
NE en Eo ca Nov. 18, 1954 | Oldsmobile___.-.------ Nov. 8, 1957 
Bete ost cwcacece Nov. 19, 1954 | Pontiac. -........-----. Nov. 9, 1957 
Oldsmobile. _.......-_- Do. GameGs: ful ccc adg-< Nov. 13, 1957 


Mr. Cotzert. Mr. Misch has it here. 

Mr. Miscu. Do you want me to read it off ? 

Senator Carrouu. I think it would be well for you to summarize it. 

Mr. Miscu. In the case for 1953 models, Dodge announced on 
10-23-52—that is October 23, 1952—with Chrysler, De Soto, Plymouth 
following in order. Pontiac was the first of General Motors to price 
that year and that came along on the 6th of December 1952. 

In other words our cars were out approximately, our Dodge car 
was out approximately 6 weeks ahead of General Motors with its 
price. 

Moving to 1954, Dodge announced and incidentally announcement 
dates are usually the same as price announcement dates, Dodge an- 
nounced on October 7, 1953. The first General Motors car to be an- 
nounced was Chevrolet, which was December 18, 1953. 

Our whole line was ahead of them, that is correct. 

In 1955, Chevrolet announced first. They announced on October 
28, 1954. Pontiac was next, on October 29. 

Plymouth came on the 17th of November, along with our other 
lines. We announced all of our lines one time that year, November 17. 

Cadillac came November 18, Buick November 19, Oldsmobile No- 
vember 19. 
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In the case of 1956 models Dodge again announced first. of our lines 
on the 7th day of October 1955. 

De Soto-Chrysler and Plymouth followed on the 19th, 20th, and 
21st. 

Pontiac was the first of the General Motors cars to announce that 
year and they announced on October 21, the same day the last of our 
cars announced prices which was Plymouth. 

Then they followed in rapid succession with Cadillac, Oldsmobile, 
Buick, and Chevrolet and the Chevrolet was announced the 4th of 
November. 

Our 1957 models which were announced in the fall of 1956, Chev- 
rolet announced first that year. 

They announced on October 18, Plymouth on October 30, Dodge 
on October 30, De Soto and Chr ysler also on October 30. 

Oldsmobile November 6, Buick November 9, Pontiac November 9, 
Cadillac November 12. 

Our 1958 model announcement, the one that occurred last fall, 
Buick announced on the 29th of October. 

Chevrolet on the 31st of October, Plymouth, Dodge, De Soto, 
Chrysler Imperial on the first. of November, Oldsmobile on the 8th, 
Pontiac on the 9th, and Cadillac on the 13th of November, that is 
the record of the last 6 years. 

Mr. Coxnert. Does that cover it, Senator ? 

Senator Carroiu. I have a chart here I understand has been made 
a part of the record. I am anew member of the committee and have 
not had a chance to read the whole record, but I understand this is 
in the record, and it shows the prices of cars and accessories in 1958. 
These are selected models. We talked about the list price and simi- 
larity. We have the cheapest radio, the cheapest leather, automatic 
transmission, power steering and power brakes on the Chevrolet Del- 
ray, for example; the total would be $2 2,563. The Ford Custom: Now 
adding from the list price these accessories, $2,528. The Plymouth 
Plaza, from the list price, which is a little bit higher than the others 
as you have said because of the superior quality, is $2,606. So again 
we see not only in the list price, but after the accessories again we see 
the similarity. Do you contend that after all this great investigation 
of these hundreds of prices in these various fields, that it is a coinci- 
dence that we come out with this similarity of pricing in list price, 
factory price? Is that just a coincidence? 

Mr. Coxpert. No; that is competition at work. That is as low as 
you can get them. 

Senator Carroti. I see. Your statement then is that as a result 
of searching in every nook and cranny and corner, seeking the lowest 
common denominator, this is what gives the source of equality of 
price ? 

Mr. Corpert. That is right. 

And you look at the market for your production at the price you 
arrive at, and at your competition; what is left determines your price. 

Senator Carrory. I am informed here by staff members that in 
Chrysler exhibit 1 there is not a comparative analysis by Ford. Ford 
is not on there. 

Mr. Cotsert. I do not know about Ford. 
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Senator Carrotu. You are going into your statement further about 
profit and we will discuss that further ? 

Mr. Corzerr. Yes. 

Senator Carroty. Any questions at this point ? 

Senator Dirksen ? 

Senator Dirksen. Mr. Colbert, how persuasive is the disposition 
of the public to sort of unconsciously put certain cars in a given class 
ma a or less expect that they will be uniformly priced, or reason- 
ably so? 

By that I mean this: Take Chevrolet and Ford and your car of that 
class, insofar as I know there is a disposition to just rank them at about 
the same level, and if you have a sharp price disparity, quite aside 
from your costs, you will either suffer in sales or if the disparity is 
great enough, somebody is going to lose some money along the line. 

Mr. Cotzert. Well, if I understand your statement correctly—Bill, 
would you like, Mr. Flaherty, would you like to comment on it ? 

Mr. Fuanerty. I think Mr. Colbert I might make a comment that 
would help this. It is important to note that the growth of the indus- 
try has manifested a development of what we refer to as several 
price classes of cars reflecting the demands of various types of buyers 
and the capacities of various income groups to purchase these cars. 

Within anyone of these price classes from the very beginning there 
has been intense competition to supply the maximum amount of 
product value. 

Cost has necessarily to be a limiting factor because of the limita- 
tions in the market place in available income. So the similarity 
within a price class through the years in the character of the product 
is a phenomenon of the market place and does not represent any 
attempt of one manufacturer to ape another. 

The history of the evolution of powerplants, and of suspension 
systems, steering systems, general performance and safety character- 
istics of the car, indicates that the pressure on the manufacturer’s 
part has been on the top side for the best product available. 

The similarity of substantial parts of cost structures, wages par- 
ticularly limit the variability within the area in which a manufac- 
turer is free to cover or not cover his costs or free to change or not 
change price. 

T think the important points and I think one witness in the pre- 
ceding hearings has pointed this out is that there are marked dif- 
ferences in the profits of the various companies, so that the similarity 
in price reflects more the unending demands in the market for strictly 
competitive products and the attempts of the Chrysler Corp. specif- 
ically to meet the demands of the market and to furnish cars that 
can challenge our competitor’s cars. 

Senator Carroiu. Senator Wiley? 

Senator Witry. Yes. To make that very simple for me to under- 
stand, there is, say, a large group of people who are willing to spend 
X dollars for a car, some willing to spend X-1 dollars for a car, and 
that is the thing you are shooting at but in putting it into your 
car, the cost of it, there are more or less the same elements of costs 
in your car that there are in the Ford or General Motors car. 

Mr. Corzert. Some of them are the same, Senator; yes. 

Senator Wiey. Yes. 
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In other words, you have more or less the same poundage of steel, 
ou have the same requirements as to horsepower more or less, you 
hare tires, you have all those things. But all the time you are shoot- 
ing at what this bunch of customers can pay for that car, isn’t that 
right, that is what you call a certain price segment ? 

Mr. Corzert. Well, may I add one more consideration to this: 
The industry is conscious of the fact that there is a strong tendency 
on the part of persons who have bought, let’s say a Plymouth car, 
in perenne another new car, to buy a Plymouth again. 

50 that there is a strong brand preference within the groups of 
persons who buy cars. 

There is an attempt made, of course, to introduce additional values 
in the hope of attracting additional customers but within the frame- 
work of a price class. An attempt is made to provide the maximum 
amount of product value consistent with our estimates of what the 
income availability in that market will be. 

Senator Wier. To put the question very straight then to the 
President, you want to state definitely that there is no collusion or 
understanding between you and your competitors as to what the price 
should be, on your car or their car? 

Mr. Coxrsert. I state that definitely and unequivocally. 

Senator Wirey. There is one other thing I want to ask. 

The testimony shows that in the market there are two secondhand 
cars sold for every new car. Do you think that is about right? 

Mr. Fianertry. Last year there were between 814 and 9 million 
used cars merchandised by the franchised new-car dealers against 
slightly fewer than 6 million new cars sold by the same franchised 
dealers. 

A rough estimate is all that is available on sales made by used car 
dealers but I would think the figure of 2 or perhaps slightly higher 
mes used cars to 1 new car gives a picture of the size of its overall 
market. 

Senator Witey. Then does that same rule apply that you have said, 
you think if you want to have, say, a Plymouth car, you want to buy 
a Plymouth secondhand ? 

Mr. Fiauerry. That brand preference, or “loyalty,” is less marked 
within the market of used car buyers for the reason that product 
differences are less important. 

That is the market that more than the new car market is concerned 
largely only with the fundamental factors of performance and de- 
pendability. 

To some extent it follows but not as marked fashion as it does in 
the case of new cars, Senator. 

Senator Carroti. Thank you. 

Is it true that the costs of Chrysler are bound to be different than 
the costs of General Motors and Ford? By virtue of the great diver- 
sification of General Motors, and its buying power, and its sub- 
sidiaries, would not the costs be different ? 

Mr. Fianertry. That would be correct. 

Senator Carrow. Is that not true also with reference to the Ford 
Motor Co. because it is a larger corporation ? 

Mr. Miscu. Obviously, we do not know their cost, but also very 


obviously, volume has something to do with costs so there is a cause 
and effect there. 
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Senator Carroty. But that is a reasonable assumption ? 

Mr. Miscou. Yes, sir. 

Senator Carrott. Now we have discussed here a little while ago— 
and I want to talk just for a moment if I may about comparative 
models. We have compared Chevrolet Del Ray, the Ford Custom, 
and the Plymouth Plaza within the limitations of the superior quality 
of the Plymouth Plaza. 

Now we will talk for a moment about Chevrolet Biscayne, the Ford 
Fairlane, and the Plymouth Savoy. Would you say that they are 
comparative models with the qualification that the Plymouth Savoy 
is a little superior ? 

Mr. Coxsert. I think those are the roughly comparative models; 

es, sir. 
7 Senator Carrotu. Now, the list factory price of Chevrolet Biscayne 
is $2,290; Ford Fairlane, $2,285; Plymouth Savoy, $2,305. Do we 
have agreement on those figures ? 

Mr. Coxsert. I do not have it before me, but they are correct; ves, 
sir. 

Mr. Miscu. They are approximately correct. 

Senator Carrot. Now we add the equipment, radio, leather, auto- 
matic transmission, power steering, and power brakes. 

Let’s look at this now. Chevrolet Biscayne, $2,698; Ford Fairlane, 
$2,694; because no doubt of the superior quality of Plymouth Savoy, 
$2,842; but again the parallel. 

We take now the Chevrolet Bel Air, the Ford Fairlane, and the 
Plymouth Belvedere. Is there a comparative? 

Mr. Corzert. Yes, sir; I understand that is right. 

Senator Carrotu. We have there the list at factory—$2,440 of 
Chevrolet; Ford, $2,438; Plymouth, $2,440. 

With all of these additions in equipment—radio, leather, automatic 
transmission, power steering, and power brakes; now let’s take a look 
at them. Chevrolet Bel Air, $2,848; Ford, $2,847—$1 difference— 
Plymouth Belvedere, $2,877. 

e might as well have this in the record and discuss this thing a 
little bit. It seems to me it has not been covered, so I am informed, 
and I think it is a very important part of this hearing. 

The Pontiac Chieftain, compare that with the Dodge Coronet. 

Mr. Corsert. They are comparable. 

Senator Carroiu. List price at factory, $2,638. That is of the 
Pontiac. Of the Dodge, $2,637, $1 difference. 

We have radio, leather, transmission, steering, and brakes, $3,175 
for Pontiac Chieftain ; $3,118 for Dodge. 

The Buick Special compared with the Mercury Monterey. There 
is a similarity there, $2,700 list factory price, Mercury $2,721. 

The point is, as we go through these, the similarity in the pricing 
of these comparative models, assuming the great competition to get 
these various groups of people—and I suspect in the automotive indus- 
try there are some people who will always go for General Motors 
products, some will always go for Ford, and there are more and more 
coming to Chrysler, as you have indicated. It is like we have always 
a hard core of Republicans, a hard core of Democrats, and we are 
moving for the great silent vote in between. 
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But it seems to me that there is a fixing, whether by as you said, 
exploration of every nook and cranny to reduce costs; do you think 
that this is entirely coincidental ? 

Mr. Corzert. I do not think it is coincidental at all, Senator, but 
it is the best evidence in my judgment that you could possibly have 
that Chrysler Corp.—we do not have what the Ford has or that Gen- 
eral Motors has. 

How could you have any stronger evidence that we are competing 
with them when we hold our prices with a lower volume as near to 
theirs as they are? 

It is the best evidence of competition that I could imagine. 

Senator Carrotu. Let’s put the question a different way, Mr. 
Colbert. Do you feel that you are forced to follow the leaders of 
the industry in this? 

Mr. Coxpert. I said in my final statement there after you get 
through squeezing out every penny you can in your costs, yet giving 
more value and more quality in your product, you have got to take a 
look at what your competition is doing and what the market will bear ; 
absolutely. 

Senator Carron. That is all. 

Senator Dirksen. Mr. Colbert, in practice what would happen if 
the difference in the list price between car A and car B was $100 and 
between car C and car B $100, so you had a price spread of $200 be- 
tween car A and car C? Now, what would happen in your market? 

Mr. Cotzert. You mean in our own line? 

Senator Dirksen. Take the general automobile line. 

Mr. Coxeert. If I understand your question correctly, I think A 
would be out of business. 

Senator Dirksen. Why, I would think so. I cannot see it any 
other way. These figures are absolutely meaningless to me. I think 
you have to get at a level where you attract some consumers, and no 
matter what your costs may be, if your sales spread is too high, you 
are not going to get them. 

Mr. resus: When you are all through, regardless of what your 
costs are, if you cannot go out and compete on your price for the avail- 
able market, you are out of business. 

Senator Dirksen. What those figures mean to me is that General 
Motors might be making more money at that price. You might be 
making less, but you have got to stay in the market. 

Mr. Corzert. We have got to compete. That is exactly what they 
mean, Senator, exactly, and the figures show it. If you look at our 
prices compared with General Motors, that is exactly it. 

Senator Carrotit. Would you agree, Mr. Colbert—I think your 
statement sets forth this point—that as you fix the price, there are 
variables that occur through the year in your volume of business of 
course. If the price you fix and the business is good, you are going 
to make more profits than in 1954. Do your prices have anything 
to do with your volume of business in the automotive business? 

Mr. Corpert. Yes, sir; when you originally fix it you certainly have 
to go on volume but that is the reason pricing is a long-range affair. 
You just cannot go up and down with the law of supply and demand 
in automobiles. 
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If you did you would be all over the lot. Even though our volume 
is down now as we talked earlier here, we expect to get it up later on. 
But if we were to go out and try to cut prices every time the de- 
mand falls off and raise them every time the demand is high, which 
we had several years after World Waar II where we could have had 
our automobiles priced several hundred dollars higher than they 
were, because of the teriffic demand, we did not do that. 

You price on a long-range program which is the only way you can 
do for a healthy business over a long period of time. 

Senator Carroti. Are you saying then you have to follow the price 
of General Motors, that you three who control most of the industry, 
have to stay together in this, that there can be no real price compe- 
tition between you? 

Mr. Corsert. I am not saying that at all. I am saying just exactly 
the opposite. 

If you do not stay competitive you will go out of business. If you 
cannot compete with the prices of the other fellows you are com- 
peting with, you will be out of business. 

You have also got to make a profit too. 

You have got to make a reasonable profit. 

Senator Carrot. Supposing that your volume of business would 
continue to decline? 

That would be a loss in your profits, would it not? 

Mr. Corzert. Absolutely. 

Senator Carroi. In order to stay in business, then, don’t you have 
to increase the price of your cars next year, in order to make the 
profit which you think is necessary to stay in business, even though 
the market is not there? 

Mr. Cotsert. Your market is a fluctuating thing. You have to de- 
pend on it. I think the market will get better. 

Senator Carrot. I refer to the volume of business. 

Mr. Corzert. The volume of business is a fluctuating thing and 
you have to price based on what you think the volume is going to be. 

Then if it is not, if it is either greater or less than you think your 
price stays the same until some reason comes along for you to change 
it. 

Senator Carroti. This is really not new. I mean it is new for me 
from the automotive industry, but this is exactly what is said in the 
oil industry, too. I am trying to make a record on this so we can 
find out and get the theory of this question of price mechanism in 
relation to a great industry. 

Any other questions along this line? 

Senator Witry. Yes. How many automobile manufacturers have 
gone out of business since Chrysler started ? 

Mr. Corzert. I do not know the exact number, Senator, but it is 
up in the dozens, and I believe in the hundreds. 

I know it is in the dozens. 

Senator Carrow. Let’s find out what caused them to go broke. 

Mr. Corsert. They could not compete. 

Senator Carroti. That is, they could not manufacture their cars 
ata price that the people wanted to buy them at ? 

Mr. Cotpert. That is correct. 
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Senator Carrot. Is there any difference between the manufactur- 
ing of a car and, you might say, the various food lines? You go into 
a store and you find food manufactured by one concern at a certain 
price, and another concern manufactures the same product with a 
different name and you will find it is the same price. They are com- 
peting, are they not ¢ 

Mr. Corsert. I would say so, yes. 

Senator Carroiu. Is there any other explanation than what you 
have given us to show why to meet competition in a certain price 
range you three big fellows are substantially in the same price field 
as far as sales price is concerned? Is there any other explanation 
than what you have given us? 

Mr. Corserr. If there is, I do not think of it offhand, Senator. 

Senator Carrott. I would say to the Senator from Wisconsin that 
the Ford Motor Co. has offered to submit to us a chart showing how 
many companies have been in the auto business and how many com- 
panies have gone out of the business, and the cireumstances. 

Senator Witey. The testimony yesterday said that during the en- 
tire period, there were about 2,500, as I remember it. 

Mr. Cotzert. From the start of the industry, it is over 2,000, but you 
asked me from the time Chrysler Corp. got in. 

I do not have that figure. From the start of the industry it is 
over 2,000 companies have been in the automobile business. 

Senator Witey. When apnathing like that happens, it is sort of a 
sore in the body economic, isn’t it? Take a concern like yours. If 
it were to go broke, throwing men out of employment, breaking up 
the whole scheme of manufacturing your cars, affecting the stock- 
holders and everyone else, it is a terrific impact upon society. 

Mr. Corsert. I think it is up to us not to let that happen. 

Senator Winey. Yes. 

Mr. Coxzert. I think it is up to us not to let that happen because 
somebody is going to build the cars. 

Senator Witey. And if we get to monkeying with the bandwagon 
too much, where we want to restrain venioaebi profits, we may find . 
that we are contributing just to such a situation. Is that not correct? 

Mr. Coxpert. I think it is in the interests of the consumer and the 
public for you to leave the bandwagon alone and let us compete. 

That is the way we built this country and that is the way I would 
like to see it left. 

Senator Carroti. Any further questions? 

Senator Dimxsen. Mr. Colbert, if you had had complete control 
over the matter and you were not subject constantly to consumer 
taste and market fluctuations, you would not have dropped 33,000 
employees between 1955 and 1956. Was it a calculated effort to get 
your earnings reduced: from $100 million in 1955 to $20 million in 
1956 ¢ 

Mr. Corzert. No, sir. We are doing everything we can to employ 
as many people as we can and to get our earnings on a reasonable 
basis, a reasonable return for our shareholders. 

Senator Carrott. Mr. Colbert, of course that involves really an- 
other issue. That involves the volume of your business. I think you 
said your dealers are not putting in orders and you need orders for 
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our production. If you are not producing, you are going to perhaps 
et some of your employees go, isn’t that what is being onal 

Mr. Coxsert. It is absolutely uneconomic to operate a plant un- 
less you have—— 

Senator Carroiu, That is something separate and apart from the 
price mechanism. 

Mr. Corpert. That is not peculiar to Chrysler Corp. at this time 
but the whole industry. 

Senator Carroiu. Of course. 

Mr. Corsert. You must face it that the automobile business is 
not as good this January as last January. 

Senator Carrotu, Of course. 

Mr. Coxsert. And it is not as good this February as it was last 
February. 

Senator Dirksen. Yes, but it is certainly not apart from all of the 
the things we have been discussing because you have to go all the 
way to the end of the road. 

Mr. Coxsert. That is right. 

Senator Dirxsen. If the consumer does not buy the car, the dealer 
cannot order the car. 

Mr. Coxzert. That is correct. 

Senator Dimgsen. If he cannot order the car, the craftsman cannot 
make the car. 

Mr. Cotzert. That is right. 

Senator Dirksen. But you start way down the road with the po- 
tential purchaser of an automobile? 

Mr. Cotzert. That is correct. 

That is, the Senator is absolutely correct. 

The trouble is not that the dealers do not order the cars. The deal- 
ers do not move the cars they have in hand. They have no place 
to put them, so the problem comes back to the consumer; they do not 
have the price to buy the car. 

Senator Carrotu. That is the point I wanted to make. Long before, 
the price is determined, I assume, before a model comes out. 

Mr. Corpert. That is correct. 

Senator Carroty. And the price is determined upon the variable 
that may happen in the year whether there is high volume or low 
volume, but you set that price to make a profit? 

Mr. Cotzert. As best you can determine it at the time you price your 
car. 

Senator Carro.u. If the consumers do not respond, as evidently they 
are not, and production is not coming in, it necessitates a layoff, at 
least this is what has been happening. 

Mr. Corzert. Right. 

Senator Carrot. So I say this is separate and apart from the price 
fixing. This is what has happened after the price has been set and the 
consumer has the money to buy the car. That raises another issue. 

Do you gentlemen have a preference how far you want to go on 
this matter ¢ 

Mr. Cousert. I think I can finish in the time that Senator Kefauver 
allocated it, if you will let me read through. 

Senator Carrot. Senator Kefauver will return at 2 o’clock. 
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ter Witry. You pay the same wages as General Motors and 
For 

Mr. Coxpert. Yes, sir. On the same classifications. I think you 
will find in the automobile industry that we are about on the same 
basis. 

You may have a little variation here and there. It will be a little 
higher here and General Motors and Ford will be a little higher there. 


ut by and large on the same classification of labor the rates are the 
same. 


Senator Witey. The material is about the same? 

Mr. Corzert. I do not know about the material. 

Senator Wirry. You get no advantage on taxes, do you? 
Mr. Corzert. No. 

I know what I read in the papers this morning. 

Senator Witry. You pay the same rate. 


Senator Carrot. I think we can finish, Mr. Colbert, if you will go 
ahead. 


Mr. Corsert. I think I can finish. 

Up to this point, I have discussed some of the steps we take in arriv- 
ing at the costs and prices of our vehicles. Obviously, if we did no 
more than recover our costs we would not be able to stay in business 
very long. Our prices must yield an adequate return over the long 
term. 

I take it for granted that few Americans question the validity of 
profits as a bedrock element in making the free-enterprise system work. 

I take it for granted also that most Americans understand profits 
are not automatic—that if costs rise more than income, or if costs 
remain high when income drops, profits suffer or disappear altogether. 

It follows, then, that profits cannot be examined in isolation from 
all the other factors—competitive conditions, cost pressures, fluctua- 
tions in demand, and the like—that bear on the operation of a business. 

In an industry as highly competitive and as subject to rapid and 
wide fluctuations in demand and volume as the automobile industry, 
it is essential to consider profits, as well as costs and prices, from a 
long-term viewpoint. 

Our approach to pricing, involving a long-term recovery of basic 
costs, results in reduced profits in periods of lower volume and im- 
proved profits in waa of higher volume. 

The lower profits in lower volume periods offset the better profits 
in higher volume periods. 

Chrysler Corp.’s profits after taxes over the 10-year period, 1947- 
56, for example, varied from a peak of $132 million in 1949 to a low of 
$18 million in 1954. 

Total profits after taxes for these 10 years amounted to $780 million. 
This constituted a 3.4-percent return on net sales. 

Of the $780 million in profits during this 10-year period, Chrysler 
Corp. paid out dividends amounting to $460 million and reinvested the 
remaining $320 million in the business. 

Few really question the need for investing funds for growth and 
for the replacement and betterment of facilities in order to improve 
manufacturing efficiencies and thereby permit lower costs and prices 
than otherwise would prevail. 
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I am aware that some people question the retention of part of a 
company’s earnings for reinvestment in its own growth and improve- 
ment. 

Three sources of funds are available for financing plant expendi- 
tures: Selling stock, borrowing money, or retaining earnings in the 
business. 

People will buy stocks only if they can anticipate attractive earn- 
ings, and borrowed money must be repaid with interest. Conse- 
quently, all financing in the last analysis depends on earnings. 

Chrysler Corp. has used both borrowings and retained earnings to 
finance plant improvement. 

Reinvestment of earnings for these purposes is a fundamental part 
of our long-term plans for continued growth. 

The long-term aspects of the automobile business need repeated 
emphasis. A long-term approach both in prices and to profits is the 
only one that will keep prices reasonably level, in terms of what the 
dollar will buy. 

If the automobile industry did not take this approach, the result 
would be wide and violent fluctuations in prices in response to widely 
fluctuating volume. This would produce chaos, for the public as 
well as for the automobile companies, their dealers, suppliers, and 
employees. 

We should keep in mind all the time that ours is a profit and loss 
economy and that in the exercise of business judgment we risk loss 
as well as seek to make a profit. 

We ought to keep in mind, too, the immensity of investment this 
business involves and the complexity and the importance of decisions 
its managers must make. 

For example, consider just one complex problem of management— 
the application of capital resources. 

During the 10 years, 1947-56, Chrysler Corp. spent $723 million 
to replace and improve production facilities and $542 million on 
special tooling. 

It was necessary to invest $295 million in increased inventories, 
receivable and other assets to sustain our business. Thus we had to 
put $1,560 million into our business in this 10-year period. 

I mentioned that during these 10 years it was necessary for us to 
invest $295 million in increased inventories, receivables and other 
assets. 

Of this amount $178 million was increased cost of replacing inven- 
tories. 

We estimate that about $100 million of this cost was due to infla- 
tion alone. 

We have felt the impact of inflation all along the line. We have 
felt it, as I have indicated, in constantly rising costs for improving 
our products and for making them. 

We have felt it in the amount of resources we have had to devote 
to daily requirements for working capital. And we have felt its effect 
on our capital funds when we replaced facilities. 

Inflationary forces have a substantial impact on any company that 
finds it necessary as an inherent part of its business to invest substantial 
sums in facilities and inventories. 

During the years 1947-56 we spent over $700 million largely for 
replacement and modernization of our production facilities. 








on Vs @& 


= cr 


ADMINISTERED PRICES 2791 


During these same 10 years we were able to charge off, on a cost basis, 
depreciation amounting only to $351 million. This did not begin to 
cover our needs because during this same period the purchasing power 
of the dollar dropped by about 22 percent. 

The present tax depreciation provisions do not recognize the con- 

uences of inflation. 

o make allowance for inflation, our depreciation base should be 
computed on replacement cost of fixed assets instead of on original 
cost. 

This inflation in replacement costs results in an understatement of 
fixed assets on the books, an overstatement of pretax income, and a 
substantial overassessment of Federal taxes on income. 

Consequently, we, in common with many other American businesses, 
are forced to utilize much of our after-tax earnings merely to main- 
tain the value of our stockholders’ investment in fixed assets. 

This matter of capital erosion needs continuing reemphasis because 
of its profound bearing on all financial aspects of a business. 

The facts demonstrate that in practically every phase of our opera- 
tions—in the cost of labor, of materials and services, and in the cost 
of plant and equipment—we have felt the heavy and continuing 
pressure of inflation. 

As a businessman, I see no reason for assuming that cost pressures 
of the kind we have experienced in the recent past or going to slacken. 
Certainly in the automobile industry the continued upward cost pres- 
sures we face are readily apparent. 

This is a serious problem and all of us need to be concerned about 
it. 

However, we neither will check these pressures nor will we benefit 
the country asa whole if fundamental responsibilities of management 
are shifted to unions or to Government. 

Instead of trying to do this, we should look constructively for those 
things that business, labor, and Government, each in its own sphere, 
can do best to deal with this problem. 

Industry can make its greatest contribution by continuing to invest 
in more efficient plants and equipment, and in research and develop- 
ment aimed at improving its redaate and processes and creating new 
ones. 

We at Chrysler certainly intend to do this. 

_The Congress and the Federal administrative agencies can help by 
giving increased consideration to laws and policies leading to realistic 

epreciation allowances for financing a large proportion of industry’s 
investment in new and more efficient machinery and other equipment. 

And labor can help through its constructive cooperation with busi- 
ness management in making full use of the progress being made in 
machine technology. - 

That concludes my statement, gentlemen. 

_ As I said to you earlier, Mr. Ackerman is here to make a presenta- 
tion on our engineering to give you an indication as to what has hap- 
pened in the automobile over the last period of years here and that 
a will take, if he were permitted to go directly through it, 

e and Mr. Steading, about 45 minutes, and with your questioning it 
will take however long you gentlemen wish to take. ' 

That concludes my presentation. 
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Senator Carroty. Shall we recess until 2 o’clock and then come back 
and discuss this? 

Senator Dirksen. I want to ask Mr. Colbert one question. 

I think Senator Kefauver alluded to the fact that the increased 
price of 1958 automobiles, according to the Bureau of Labor Statis- 
tics, was responsible for three-fourths of the whole rise in the Con- 
sumer Price Index in November. That was evidently the largest 1- 
month jump since last July. 

Do you have any comment to make on that ? 

Mr. Coxzert. Yes, sir; I have seen a lot of comments on that; Bill 
Flaherty, I think, is qualified to discuss that for a minute, Senator. 

Mr. Fianerty. Senator Carroll and gentlemen, in a recent issue 
of the Detroit Free Press there was a discussion of this very point 
by one of the University of Michigan economists, and the article is 
moderately long. 

It touches essentially three points, and I would suggest that it 
might be appropriate, if it is agreeable to you, to submit this for 
the record in order to clarify this point. 

The three points to which Dr. Payton of the University of Michi- 
gan refers are as follows: 

No. 1: the change represented a situation quite atypical for most 
of the commodities, if not all of the other commodities included in 
the index in the sense that it marked the change from the pricing of 
the 1957 models to the pricing of the 1958 models. The traditional 
history in the industry has been that as the model year progresses 
the price of a new car over the preceding model tends to diminish 
consistently month after month and then after the new model comes 
out there is a jump so it is abnormal in that sense. 

Secondly the two products are not similar, are not identical. 

There were changes in the values in the cars brought out in 1958 
so that the indicated comparison in the index of automobile from 
month to month is unrealistic. 

Thirdly, even were the other difficulties removed, the only person 
to whom this change in price would seem to be significant would be 
the person who bought a new car in October and bought another new 
car in November. 

So for those three reasons, the arithmetic indicates a jump. But 
it does not measure any economic reality at all; it is unrealistic. 

Senator Carrott. Without objection, we will have that article go 
into the record as Chrysler exhibit No. 2. 

(The article referred to may be found in the appendix on p. 3653.) 

Senator Wizey. I have several questions but maybe we had better 
postpone them. 

Senator Carroty. We will stand in recess until 2 oclock. 

(Whereupon, at 12 noon, the committee was recessed until 2 p. m 
of the same day.) 

AFTERNOON SESSION 


Senator Kreravuver. We will get started now. I understand you 
have some charts to show and then Senator Carroll had some ques- 
tions and Senator Dirksen and Senator Wiley have some to ask of 
you, Mr. Colbert, and others on matters brought up in your original 
statement, but I understand it was decided to show the pictures at 
this time. 
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Mr. Corpert. That is correct, Senator. We have a presentation 
which is in the record. It is a 56-page presentation of the evolution 
of the automobile. 

Now we have condensed that 56-page presentation, if it were read 
straight through it would take about 45 minutes, and we have for 
the committee made a condensation which we believe will point out 
the salient points for you, which we can made in about 7 or 8 minutes, 
and that would conserve your time. That is the way we would pre- 
fer to do it if that is satisfactory to you, inasmuch as you have the 
whole presentation in the record. 

Senator Keravver. All right, sir, the whole presentation is made 
part of the record, so you go on with it. 

Mr. Couzert. Correspondence between your committee and Chrys- 
ler Corp., Mr. Chairman, has indicated a great deal of concern about 
the reasons for cost and price changes that we have experienced. I 
understand also that during these hearings you have expressed con- 
siderable interest in the character of design changes as well as the 
need for model changes. These changes have an impact on costs, 
values, and prices. 

Earlier in my presentation I said that each year we priced a sub- 
stantially different and sometimes a radically different product from 
the one we priced the year before. Appreciation of this highly im- 
portant aspect is essential for an understanding of Chrysler Corp.’s 
approach to pricing. It is important to keep in mind not only the 
extent of innovation of our automobiles, but also the character of this 
innovation and the contribution it makes to our industry and to the 
economy as a whole. 

I am sure these points will be apparent in the presentation Mr. Paul 
C. Ackerman, our vice president and director of engineering will 
make now. 

Mr. Ackerman. 

Mr. Ackerman. Mr. Chairman, throughout the history of the auto- 
mobile business 

Senator KerAauver. Mr. Ackerman, what you are reading now, is 
that something we have here? 

Mr. AckerMAN. No, sir, you do not have it. 

Mr. Corpert. It is a condensation, Mr. Chairman, which we would 
be pleased to file with the committee after he has read it, if you 
would like to have it filed. 

It is a condensation of the 56-page report you have. 

Senator Keravuver. All right, will you proceed, Mr. Ackerman ? 

Mr. Ackerman. Throughout the history of the automobile busi- 
ness, product innovation and improvement have been among the 
ae factors responsible for success in this intensely competitive 
industry. 

We have prepared an analysis of the evolution of our Plymouth 
automobile over a period of years to emphasize continuous year-to- 
year improvement, so that this committee can have a complete un- 
derstanding of this fundamental feature of our business. 
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Each of you now has a printed copy of this analysis I believe. We 
had planned to present it to you im its complete form as a visual 
presentation with supporting charts. However, in the interests of 
saving time, I am going to spend only a few minutes describing some 
of its highlights, and i would like to request that the entire report 
be made a part of the official record of these hearings. 

Senator Kreravver. It has been made a part of the record. 

Mr. Ackerman. I hope each of you will have the time to study the 
complete report because it will give you information essential to your 
judgment of our business. There seems to be a belief in some quarters 
that cars are not changed much fundamentally from year to year, that 
the only way we increase value is to make standard some item that 
previously had been offered as optional equipment. 

Nothing could be further from the truth. Actually, each year we 
make significant improvements in some of the fundamental parts of 
the automobile, and expensive and extensive testing and development 
must precede each change. 

For instance, this year our Plymouth automobile has more powerful 
and more efficient engines, and substantial improvements in head- 
lights, seats, engine mounting, automatic choke, and even the brake 
fluid. Such improvements increase the value of an automobile to the 
owner but sometimes the magnitude and significance of these year-to- 
year changes may not be apparent to the casual observer. 

The best way to appreciate the value of these yearly changes is to 
consider their cumulative effect over a longer period and see how the 
cars of 10 or 20 years ago differ from the cars of today—both in the 
nature and specifications of their components and in their value and 
utility to the owner. 

Let me tell you a little about the value growth of the Plymouth car 
by comparing some of the features of the 1958 Plymouth with those 
of 1938 and 1948. 

Plymouth’s basic 1958 V-8 engine is rated at 225 horsepower, more 
than twice the power of the 1948 6-cylinder engine and almost three 
times the power of the 1938 engine. 

Its capabilities are such that it offers outstanding performance while 
leaving a wide margin for safety and it is much more efficient than the 
sixes of 1938 and 1948. 

The steering and suspension system in the 1958 Plymouth car pro- 
vide comfort, ride, and handling characteristics that are greatly 
superior to those of the earlier models. 

The 1958 Plymouth brakes have nearly twice the energy-absorbing 
capacity of the earlier types, and wear much longer. It is easier for 
the driver to control the car with the new brakes, since much less pedal 
effort is needed to generate the required stopping force. 

There are more than 11,000 feet of electrical wiring in the 1958 
Plymouth, compared to 6,350 feet in a 1938 car. There are almost 
twice as many lights and the total number of electrical assemblies that 
must be provided for in engineering the car has more than doubled 
since 1938. 

The 1958 Plymouth has 27 standard body items for improved safety, 
convenience, or comfort that were not even available in 1948. 

Senator Krerauver. Twenty-seven what? I did not understand. 

Mr. Ackerman. Twenty-seven standard body items that contribute 
to improved safety, convenience, and comfort that were not even avail- 
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able in 1948 models, and 48 items that were not available in the 1938 
models. : 

The 1958 car has a longer wheelbase, a longer overall length, and is 
lower and wider. 

The interior is much more spacious and comfortable, with wider 
seats, more hip room, shoulder room, leg room. 

The trunk compartment of the 1958 sedan provides almost twice 
the storage capacity that was available in the sedan of 10 ye ago. 

Higher quality upholstering materials, improved sound installa- 
tion, superior heating and ventilation, and P easantly appealing in- 
terior styling contribute to riding comfort and enjoyment that was not 
approached 20 or even 10 years ago. : 

The 1958 Plymouth is much safer, and one of the factors contribut- 
ing to this safety is greatly improved visibility. Today’s Plymouth 
has almost twice as much glass area as in 1938 and 1948 Plymouths. 
Its dual sealed beam headlamps have more candle power and a much 
better light pattern. 

Its improved handling and control also contribute to safety. 

The driver and passengers are protected by certain safety features 
in the present Plymouth that were not available even 10 years ago. 

These include safety door latches, integral seats, receding steering 
wheel, swivel mounted rear view mirrors. Padded instrument panels, 
padded sun visors, seat belts are available now as extra safety equip- 
ment items. 

Although some people have a misconception that automobiles built 
many years ago were more durable than modern cars, actually Auto- 
mobile Manufacturers Association figures show that the average life 
of motor vehicles has increased 43 percent since 1938, and average car 
mileage at the time of scrapping has increased 71 percent. 

This durability contributes to the real worth of an automobile and 
results in more dependable transportation, lower maintenance costs 
and lower depreciation, all hidden reductions in the cost of owning an 
automobile today. 

In summary, the 1958 car is larger, roomier, more powerful, more 
efficient, more durable. It is more comfortable and more attractive. 
It is easier to care for and pleasanter to drive, and above all, it is safer 
than either of the 1948 or 1938 automobiles. 

These factors highlight the design advancements made in one of our 
cars separated by 10-year intervals. They dramatize the process by 
which automobiles evolve. 

This evolution is the cumulative result of improvements made each 
year. 

The net result of these many innovations and improvements is a 
constant, significant increase in value, both direct and indirect, to the 
customer. 

This constant change and improvement is a vital part of our com- 
petitive system. We got into this business by offering more value 
per dollar and we have progressed by continuing to do this. 

I would like to emphasize again that the rapid cycles of product 
design advancements a occurred in response to competitive forces 
arising from market pressures. 

The mass sales which historically have been possible with this busi- 
ness philosophy bring economies and benefits to our customers, our 
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dealers, our employees, our stockholders, our suppliers, and we believe 
to the economy as a whole. 

(The entire report referred to may be found in the appendix on 

. 3655. 

5 Betiadut Keravver. Any questions by members of the committee of 
Mr. Ackerman on the presentations about the growth and develop- 
ment of the Plymouth ? 

Senator Dirksen. No. Anybody who has a fairly good recollec- 
tion of what the situation was 25 years ago and will go outdoor and 
just look at the cars along the curb, appraise and estimate them from 
every standpoint, must necessarily appreciate that every year you 
have been building extra comfort ae extra durability into these 
automobiles, and I think the record speaks for itself. 

Mr. Ackerman. Thank you. 

Senator Keravuver. Senator Carroll, do you have any questions 
you wish to ask Mr. Ackerman ? 

Senator Carro.t. I join in that comment. 

I am reminded when I came back from the war I bought an auto- 
mobile for $2,000. The same car sells today for $4,500. I know the 
great changes that have come in the styling and the equipment, the 
progress and advancement and I want to say to Mr. Colbert that in 
my questioning this morning with reference to the price and the price 
field, I had no interest in singling out Chrysler at all. I was think- 
ing in terms of the automotive industry, the method of pricing, and 
I think it is acknowledged that Chrysler has put out a good product 
and so I have no reason for singling out Chrysler alone. But to de- 
velop this concept of comparative pricing, when I was thinking of the 
great planning that has been done by your staff and General Motors 
and Ford, these hundreds of men woklen in the price field, designing, 
engineering, and all the progress on the new innovations by Chrys- 
ler, the coincidental result that in these comparative models they 
could come within some instances of a dollar of one another, to me is 
amazing. But I think you have explained that this morning and I 
have no desire to press it further except to say I was not singling out 
Chrysler itself. 

Senator Krerauver. Mr. Ackerman, you have shown very clearly 
over the last 20 years that Plymouth has indeed gotten many im- 

rovements added to it. It is heavier, longer, lower and wider and 
as bigger horsepower and is also more expensive. You said new 
things come along every year and they are put into your new cars. 
Do we anticipate that this trend of longer and lower, more gadgets 
and more horsepower and more expense, is going to be what we can 
expect the next few years ? 
{r. Ackerman. Mr. Chairman, we do not consider anything we 
— put on the car as gadgets. We do not anticipate the cars getting 
onger—— 

Senator Keravver. I did not mean that in a derogatory sense. 

Mr. Ackerman. I am sure you did not. 

Senator Keravver. And high tail fins, too, but you say they are an 
essential part of the automobile ? 

Mr. Ackerman. They are often referred to as gadgets but we all 
feel they serve an essential purpose. 

So far as the cars getting longer, lower, wider or heavier we do not 
anticipate that. 
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We, of course, keep a very close eye on what our competition are 
doing or what we believe they are going to do, and if the trend is to— 
and would indicate that our Plymouth car, referring to Plymouth 
now—has to compete with a car longer, wider and has more room and 
is being offered at the same price, we feel we cannot be too far away 
from that standard to be competitive. 

Heavy is incidental. We did not like to build heavy cars; we do 
the same job if we build a lighter package. 

It reflects on our engineering, Mr. Chairman. 

Senator Kerauver. That is, as I understand it, you doubt the same 
trend is going to be carried on at least to the same extent in the next 
20 years? I was talking with the Governor of New York the other 
day, and he said his commissioner of highways or someone had found 
that the added length of models would take up 500 miles of road in 
the State of New York. 

I have noticed the traffic commissioner in New York City has been 
raising quite a storm about the congestion on the streets because of 
the width and length of cars. IL just wondered what this trend in 
the future was going to be like. 

Mr. Ackerman. I would just say in general the larger cars are 
not getting larger. I think the trend, as you will readily see, is that 
the smaller cars, such as the Plymouth, Ford, and Chevrolet, have 
tended to get larger. 

In other words, it has been an effort to, I believe, offer more value 
for the money in terms of a larger package and up to this point it 
seems to have been a pretty successful formula. 

I do not have any reason to think it will continue. 

Mr. Corpert. I think there is one thing ought to be said in addi- 
tion to that, Senator. 

The length of these cars is going to be determined by how long the 
consumer wants them to be. If he is willing to give up his 500 miles 
of road to have a longer automobile and that is what he calls on us 
for, that is what we build. Because it does not make any difference 
to us as manufacturers whether we build a long or short automobile, 
but certainly up to this point the consumer has been calling for 
longer, wider, lower Plymouth automobiles; and, as I told you in 1953, 
we tried going the other way, based on our judgment of what we 
thought the trend was going to be, and we got into trouble. 

So the real answer to your question depends not on what our engi- 
neers think it should be but on what the consumer wants and what 
he calls for and what he wishes to purchase. 

Senator Keravuver. That raises an interesting question, Mr. Acker- 
man, and Mr. Colbert. 

We have heard before that it is what the consumer wants to pur- 
chase and yet we have heard that it takes from 2 to 10 years to design 
an automobile. You are designing one now for, I guess, 1961, per- 
haps 1962. 


ow do you know what the consumer is going to want so far in 
advance? 
Mr. Corzerr. That is one of the risk elements in this business that 
you have to take your chances on, and your judgment has to be good. 
If it is bad 2 or 3 times in a row you are out of business. 
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Senator Keravver. Then, actually, the automobile industry decides 
what they are going to want the consumer to want? 

Mr. Corpert. That is not true. You decide what the consumer 
wants at the time and you do your best to adjust yourself to what 
you think he is going to want and if you guess wrong you are in bad 
shape. 

Tinie 1953 for Chrysler Corp.; we thought in 1949 the con- 
sumer would want a shorter car in 1953. 

They were not ready for it. Consumer research, too, we do a great 
deal of that. We try to keep our pulse on everything we can as to 
what the public is thinking and what they may want, and I can assure 
you we get together all the data we can as to the state of mind of the 
public buying now, not only now but what they are wanting the next 
year and the year after. 

And from there on you take a certain element of risk which is part 
of what you engage in and doing business in any competitive field, 
particularly in the automotive field. 

Senator Keravver. Did you see this article by Mr. Lewis Mumford, 
the writer and expert on city planning? I donot know Mr. Mumford, 
but he seems to be getting some space with his report—this is in the 
New York Times—on the sale of what he termed monstrosities created 
by the United States automobile industry. He calls them the cause 
of urban congestion and transportation chaos. I was wondering if 
these things were making any impression upon the automobile 
industry. 

Mr. Roceene, Oh, yes. I donot remember having seen that. partic- 
ular one. But we do everything we can to follow every article and 
every editorial written and to see how deep the penetration is getting 
along these lines. 

For instance, I saw the article you referred to this morning or that 
you introduced here by one of our local writers, and he may be correct. 

That is exactly the kind of thinking we were indulging in in 1949 
when we made our error for 1953, and I will say for your Washington 
man this morning, he concludes his article by saying, “This is just 
one man’s thinking—I may be wrong.” 

He may be right or he may be wrong. 

Senator Keravver. I believe Mr. Livingston writes a syndicated 
column. 

Mr. Corzert. That is the one I saw this morning; yes, sir. 

Senator Keravver. Is your 1958 Plymouth as low as your 1957 one? 

Mr. Cotpert. You mean height from the ground ? 

Senator Keravuver. No; I mean from the back seat to the top. 

Mr. Cotzert. What about the dimensions, Paul? 

Mr. AckerMaAN. 1958 and 1957 are identical ; yes. 

Senator Keravuver. Identical? 

Mr. Ackerman. Yes. 

Senator Keravuver. Of course, I guess you have to consider what 
people want but I have a hard time keeping my hat on in the back 
seat of an automobile. 

Senator Wirxy. You mean from a political sense? [Laughter.] 

Senator Drrxsen. What kind of a hat do you wear, Mr. Chairman? 

Senator Kerauver. Even when I wear a coonskin cap, it hits the 
top of an automobile. [Laughter.] 
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Mr. Corsert. Well, Senator, we hear the particularly big men, big 
fellows like you, 6 feet 3 and 4 inches, we hear from time to time 
about the room in the front and rear seats of their cars 3 or 4 years 
ago, but if you will get out and measure interior room, there is just 
as much interior room. 

You may find them a little easier or more difficult to get out but 
once you are in them and sitting, there is just as much headroom and 
width room as we had before; isn’t that correct, Paul ? 

Mr. AcKEeRMAN. I would say width and leg room. But you are sup- 
posed to sit differently. 

Senator Kerauver. You are supposed to sit a little more relaxed. 

Mr. Cotpert. Enjoy them more because they are better automobiles. 
[ Laughter. | 

Senator Dirksen. Mr. Colbert, going back to that earlier line of 
observation, I suppose you are in no different position than a man 
who is running for the United States Senate; are you? A person gets 

a package that he thinks has voter appeal in order to get himself 


u 
aeebad and you get np a package that you think has consumer appeal 
in order to get in solid. 


Mr. Corzert. That is right. 

Sometimes you are right and sometimes you are wrong. 

Senator Dirksen. Of course my distinguished and affable friend 
here who has campaigned all over the world and can shake hands in 
different countries has a different technique, I do not know, but that 
is the way I grew up over a long period of time. 

Senator Kerauver. I never have found you could influence any 
voters by increasing prices. 

Senator Dirksen. We are talking about design. [ Laughter. ] 

Senator Keravver. Politicians never change their designs, I believe. 

Senator Dirksen. This isa good confession. [ Laughter. ] 

Senator Witrey. A new kind of appeal is now being heard. Has 
any question been given to anatomy appeal in some of these cars? 

ae Dirksen. What do you mean, Mr. Wiley, by anatomy 
appeal ? 

Menahan Witey. You seem to limit the ability of a politician like 
yourself to something, and I wondered whether that was anatomy 
appeal. Some call it sex appeal. 

enator Dirksen. Are you speaking now about weight, corpulence, 
or what? 

Senator Wirry. Can I ask a few questions now that we have got 
into that element and get away from the serious? 

Senator Keravuver. This is really a very serious matter. We want 
to get back to the serious part. 

would like to finish our questions in connection with this presen- 
tation that has just been made, before we get back to Mr. Colbert’s 
principal statement. I had two more questions in connection with 
the presentation. 

I notice you, as well as other carmakers, increased the price of your 
low-priced car by a greater percentage than you did your higher 

riced cars from year to year. For instance, from 1954 to 1958 your 

lymouth increased in price 26.3 percent, whereas the Dodge was 
increased only 18.8 percent. That is the large selling two-door sedan. 
Your larger selling Plymouth, Savoy, increased its price 26.4, that 
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is the four-door sedan, against the Dodge Coronet, by 19 percent. 
Then the Chrysler Windsor increased its price 20 percent. hy is 
that, Mr. Ackerman? Is it that car that the middle-income people 
and lower-income people buy more of ? 

Mr. Ackerman. I think maybe Mr. Misch would be better pre- 
pared to answer that than I, on the pricing angle. 

Mr. Miscu. Senator, this is a trend that has been taking place for 
a good many years. I think in itself that this proves the competitive- 
ness of the automobile business. 

You will find that our so-called medium-priced cars have increased 
less in price just as our competitors have increased less in price, and 
the competition for that particular market has become more and more 
keen as time has gone on. 

Now there has been another trend along with it that is extremely 
important. That is the one you touched on, too. In the case of these 
lower priced cars we have continued to add to them the refinements 
that previously were only in the medium or high-priced cars, and 
that of course is the very thing that is brought out in the presenta- 
tion by Mr. Ackerman. As time has gone on, this Plymouth has 
become more and more a luxury automobile. Its chief competitors 
have become the same way. 

So again we are trying to meet the demand that we think the public 
has for automobiles. 

Senator Keravver. I had understood Mr. Colbert was apparently 
thinking about getting into production not on a stripped model, not a 
little automobile, but a lower-priced automobile which would be lower 
than Plymouth, and Chevrolet, and Ford. 

I wonder if you started out now and got a break on your modeling 
of an automobile of that kind, why it wouldn’t be a great success. 

Mr. Corzert. Senator, if you want to talk about small automobiles, 
I think we ought to get clear that there are two types of smaller auto- 
mobiles than the Plymouth, Chevrolet, and Ford group, and we at 
Chrysler are and have been studying both types for years. 

Now first is the small foreign car, the car like the Volkswagen. I 
use that because we were speaking of it this morning. Cars of that 
class that are built abroad and shipped over here. That is clearly a 
foreign car, foreign-built, that is shipped and sold in this country, and 
up to this point, as I said this morning, no foreign manufacturer has 
been able to figure out a way to build that same car, even though he 
has all the know-how, he has the tooling, he has all the design and 
style, he has not been able to figure out any way to build that car in 
this country and sell it for as low a price as he can build it in Europe. 
Importing part of his steel from the United States to Germany, im- 
porting all of his coal from the United States to Germany, yet build- 
ing that into an automobile in Germany, shipping it back over here, 
paying all of the charges, he still can sell that automobile cheaper in 
this country, substantially cheaper, than he can own and operate a 
plant in the United States and build that same automobile and sell 
it to the American public. 

Now that is a fact. That is no speculation. That is one kind of 
small car that we at Chrysler are going to have to make up our minds 
about, and which we are studying very hard. 

We have several task forces that have been in and out of Euro 
for the last 2 years, we have a group over there now, trying to make 
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up our minds whether we want to get into that small-car market, 
which means either doing one of two or three things. 

We might make the decision that it is too competitive and that we 
do not want to get into it. Now that market is about a 3% or 4 
million car market now. That is worldwide. 

A very small percentage of them come into this country, about 
200,000 last year and ma os there will be some this year. Anyhow, it 
has grown very rapidly but still about 200,000 of that type car found 
their way into the United States last year. 

Of the 314 million worldwide market for that car, a very small] 
ercentage comes into the United States. So if we are going into that 
usiness on a worldwide basis, we certainly would not be justified in 

going over to Europe, building a plant or buying a plant just to get 
the percentage of the market for that type of car that there is in the 
United States, because it is an insignificant portion of it. 

But if you go into that market, you either start from scratch with 
your own engineering department, buy the land, build the building, 
engineer and build a car, a foreign car to put in the worldwide com- 
petition with the Volkswagen, and the dozen other cars of that type, 
or you buy an existing company. Or, maybe, after we get through 
we will decide that we will not get into that field at all. 

Now that is one small car field. 

Senator Keravver. I was asking about the kind you were talking 
about according to the Wall Street Journal of January 20. 

Mr. Coxsert. Now the second type of small car possibility, which I 
am sure you are referring to now, that is a smaller car than the pres- 
ent Plymouth, but not as small a car as the Volkswagen, built, de- 
signed, styled in the United States of America and sold here for the 
American market, to try to replace or take away or satisfy demand on 
the part of the American public for that smaller American car. 

That is what you mean. Now we are also studying that, and we 
have in the last 10 years gone so far with one of those cars as to have it 
built up and have it out running. We even had a name for it once, 5, 
6, or 7 years ago, when around our shop we were working on a 1953 car 
and we thought a shorter car, a smaller car was going to be in immi- 
nent demand by the American consumer. 

We have had small cars, that is the 100- to 105-inch wheel base car, 
we will call it, versus the present Plymouth-Chevy-Ford of 115 to 120, 
in round figures. 

That is a different animal altogether, from the foreign small car I 
was talking about earlier. 

Now this smaller American car, there may be ways to do it and we 
are certainly studying and trying to find out ways to do it, but it has 
approximately the same rot of parts in it that the present Ply- 
mouth has. It’s got fenders on it, an engine in it, 4, 6, or 8 cylinders 
in it, 4 wheels, 4 tires. It has got to have machine operations to put 
every one of those things together. 

It has got to be assembled just as the present Plymouth has to be 
assembled, .and up to this point we at Chrysler Corp.—and we are still 
working on it—have not been able to aah out a way to build that car 
for substantially less money than the present Plymouth car. 

I believe that has been General Motors’ and Ford’s experience. I 
believe they are studying it just as hard as we are, and if it turns out 
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that the American public would rather have that car for just a few 
dollars less than the present Plymouth, Chevrolet, or Ford, because up 
to this: point that is what it is, it is not any several hundred dollars 
different in cost, it just is not there, you cannot do it, because the 
biggest part of the content of an automobile is labor, and it takes just 
as much labor to machine a small part as it does one larger. It takes 
just as much labor to assemble a small car as it does one a little larger, 
and so that is what you get around to. 

Up to this point all I can say is we at Chrysler have not given up, 
but we have not found a way yet to engineer, style, and build one of 
these smaller cars for enough difference in price to justify what we 
believe the American market demand for it is. 

It may come, and when it does, we are going to try to be ready, but 
that is the situation on the small car, and also on the American small 
cars as we see it today. 

We are studying it very carefully. 

Senator Keravver. Senator Wiley had some questions at this point, 
but Senator O’Mahoney said he had to leave very shortly. 

Senator O’Manonry. Mr. Chairman, I was detained from attend- 
ing this committee this morning because of the necessity of attending 
the Committee on Agriculture, and then the Joint Committee on the 
Economic Report, before which Mr. Martin, chairman of the Federal 
Reserve Board, was testifying. 

(Discussion off the record. ) 

Senator Krravver. Suppose we let Senator Wiley ask a few ques- 
tions and then we will recognize you immediately thereafter, Senator 
O’Mahoney. 

Senator Wirzy. Thank you, Mr. Chairman. I notice that in your 
statement you said by the end of 1927, 2 years after Chrysler Corp. 
was formed, it had risen from 23d to 4th place in the industry. 

Do you want to give us the reason for that ? 

Mr. Corzert. Well, Walter Chrysler and Fred Zeder, Owen Skel- 
ton, and Carl ‘Breer had been in the automobile business before. 
Chrysler had been with General Motors, headed the Buick division, 
then with Willys which got in trouble in 1921. He went in there and 
put Willys back on its feet under a contract he had with the Willys 

eople. 

. Then he got the idea of building a car on his own and these three 
outstanding engineers, who had been with Studebaker before, but 
had gone out on their own, had developed a new type of high-com- 
pression engine which neither Ford nor General Motors had at that 
time, and they also had some ideas on styling. Chrysler and they got 
together and decided to form an automobile company to bring out 
a completely new vehicle, one which was different in performance, 
different in every way, this high-compression engine, and also different 
in appearance. A rather short wheelbase car, too, which was contrary 
to the trend in those days. The cars were rather long then. 

They did not have the front and rear overhang we have now but 
the actual wheelbase was long, but this was a short wheelbase, very 
high compression. fast, showy, snappy automobile that Chrysler, 
Zeder. Skelton. and Breer brought out in 1924. 

Inst overnicht it wasa hit with the American public. 

They liked it. Thev wanted it and they bonght it, and thev bnilt 
it in a 4 to 6 cylinder job and it just grew overnight and passed these 
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16 or 17 other companies and moved up into fourth place, because it 
was something new, something fast, and something which caught the 
public eye in appearance and performance. 

And it was not low-priced; it was a rather high-priced automobile 
compared with what the other cars were selling for, which is another 
indication of what we were talking earlier about whether you sell on 
price, and Chrysler moved in there with a new automobile and it took 
the American public’s fancy and sold in great volume. 

That is the best I can give you, Senator. 

Senator Wirey. In other words, you had a good product, good sales- 
manship and appeal, and the people fell for it. 

Mr. Cotpert. You bet. 

And they bought it. 

Senator Witey. And they bought it, and you did it in a tremen- 
dously competing market because you went from 23d to 4th place. 

Mr. Corpert. Yes, sir; that is correct. 

Senator Wirry. Because the people wanted your article? 

Mr. Corpert. That is right. 

Senator Wier. We here, sitting not as inquisitors but rather as 
judges, are representing management, labor, and the buyers, the con- 
suming public, but we also represent a vital interest called the United 
States Government, from the viewpoint of taxes. So I am asking 
this question because I want to see the result, in the shape of an exhibit. 

Will you take your income before taxes, for 1956, and show in de- 
tail what effect Mr. Reuther’s idea of profit-sharing in increasing 
wages and fringe benefits would have on your net income, the amount 
available for dividends, the amount available for reinvestment in the 
plant, and the amount you would pay the Federal Government in 
taxes? How much would the Federal Government lose on account 
of the reduction in income taxes and so forth. Do you get the point 
there? If you have not already got that exhibit, I presume you will 
make it and file it. 

Mr. Cotpert. We have been working on it. 

Mr. Misch, are you ready to speak to it now ? 

Mr. Miscu. We made the computation, Senator, but our profits in 
1956 were at a low enough ebb so there would not have been anything 
either for the consumer or a bonus for the laboring people under the 
profit-sharing formula. 

Senator Winery. Take 2 years then. 

Mr. Miscn. As a matter of fact, in that same year, of course—— 

Senator Wirry. Take 1955 and 1956. We have not put them to- 
gether, have we? 

Mr. Miscu. We have not put them together, no, sir. 

Senator Witry. You know there is an old saying that figures don’t 
lie, but liars figure, we want the figures and we want to show—TI at 
least want to see just what effect 

Mr. Miscu. You would like 1955 and 1956 together ? 

Senator Wirry. Yes. 

Mr. Miscu. Okay, sir. 

(The information referred to may be found in the appendix on p. 
3782.) 

Senator Wirry. If you can do that. 
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Now this is more or less outside the question of becoming a spe- 
cialist in the form of automobiles. I think that again is something 
that I do not want to be conversant with. I have enough to do here 
as a Senator without trying to say just what kind of a form the auto- 
mobile should have tomorrow, but I do want to get your answer, Mr. 
President. 

I get letters telling us, because folks here talk about a depression, 
they talk about a fear that is prevalent—what are your sales this year, 
are they down or up or how are they ? 

Mr. Coxsert. Well, our sales for the year 1958, so far, are down. 

They are definitely down compared with 1957. Now how they are 
going to go by the end of the year I do not think anybody is in a 
position to say today. 

The only statements I made on this, I made at our announcement 
of our 1958 cars in Miami last September. I told the press at that 
time, that I thought 1958 could be as good a year as 1957 had been. 

Then the next pronouncement I made in that connection, I made 
in Boston in December at which time I recalled to the press what I 
had said to them in September and told them in view of what had 
happened between September and December I now did not believe 
it was possible for 1958 to be as good a year volumewise in the auto- 
mobile se as 1957 had been. 

Now, I still feel that 1958 cannot be as good as 1957. 

I have not given out any figures as to what I think the production 
or the sales will be this year and I am not in position to do so today. 

I will say this, however: I am very optimistic that conditions can 
change in this country and change very fast, because it is a known fact 
that more people have more money than they ever had before in this 
country today. 

There are also a great number of unemployed. I know that, and 
that is having some effect on buying because a man with money in 
the bank who sees his neighbor unemployed wants to hold on to his 
money. 

But the money is here for this market. There is plenty of credit 
available for people to buy automobiles and as soon as we get over 
this euhbahaanal thing in the air today, whether it is going to be 
3 months, 6 months, I do not know, that is the reason I don’t want to 
give you an estimate. 

We know we have got the value in automobiles and we know the 
American consumer wants automobiles and then in the end you com- 
pete for who can give him the most for his dollar. I do think still 
that this year can and will be a very good automobile year. 

But I cannot give you a figure as to what I think 1958 is to be. 

Senator Wirey. Are all your employees in your factories and so 
forth members of Reuther’s union ? 

Mr. Coxzert. I would say the biggest percentage of our employees 
are members of the UA W-CIO; yes, sir. 

Senator Witey. Have you any unemployment now? 

Mr. Cotnert. Yes, sir; we have unemployment now. 

Senator Witey. What percentage? 

Mr. Corzert. I do not know what the percentage figure would be. 
What we try to do in Chrysler Corp. is, rather than lay off employees 
indefinitely, is to stabilize our work force as to what we hope and 
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believe the market can be and then work shorter weeks, knock a day 
off here and there. But I cannot give you the exact 

Senator Wirey. Is that due to changeover or due to lack of sales? 

Mr. Cotpert. It is due to lack of sales; due to lack of purchasing on 
the part of the consumer. 

The field stocks are rather high, the dealers have plenty of cars on 
hand for the volume of purchases they are getting from the consumer, 
but that can change overnight once these consumers have got the 
money. A lot of the cash is being paid for automobiles now. 

Dealers tell me every day people come in and hand them cash for 
automobiles, so a lot of people have got cash in the savings bank and 
there is a lot of credit available to people who buy automobiles right 
now. But it is just a case of when they will awaken and decide they 
want to buy them. 

Your field stock situation can change and your production situation 
can change overnight. 

Senator Winey. As I understand it, they estimate the national in- 
come is $348 billion and that is a lot of income to buy with, is it not? 
If they are not surcharged with a lot of depression talk or a lot of 
fear, the chances are we will get back on our feet and go to town, 
is that your idea ? 

Mr. Corzert. I believe that and I talk that way. 

Senator Wirry. And these fearists and depressionists who talk are 
not contributing to the economic health of this country ? 

Mr. Cotpert. With that I agree, sir. 

Senator Wirry. You agree with that? 

Mr. Cotzert. Yes, sir. 

Senator Wirey. I think that is all. 

Senator Krravver. Senator O’Mahoney ? 

Senator O’Manoney. I regret, Mr. Colbert, I was unable to be pres- 
ent this morning and I would like to refer to the presentation of your 
paper and have based my questions upon that presentation. 

Mr. Cotpert. Yes, sir. 

Senator O’Manoney. I will have to be content with reading it in 
the afterhours. 

One of the things that gives me most concern about our economic 
situation, as I have repeatedly said, is the fact that we are engaged in a 
cold war with Communist Russia and that war is economic war. It 
is conducted upon the theory, on the part of the Communists, that the 
system of private property will break down because it is not in har- 
mony with the age in which we live. 

This is the way they talk. 

They have set up political totalitarianism. There is danger also 
of economic totalitarianism. If we in the United States of America 
want a free economy, ‘we must be sure to prevent the taking on any 
of the phases of totalitarian dictatorship for those in control of the 
economy. 

That is why I have been hoping that the leaders of management 
and the Members of Congress and those who are engaged in the dis- 
tribution of automobile production would be able to come to an under- 
standing of the basis of cooperative living by which the free-enterprise 
system would be maintained, with the local distributor and the central 
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manufacturer living together in an economic world that they both 
understood. 

The testimony from Mr. Curtice and Mr. Donner when General 
Motors was here demonstrated quite clearly that the purpose of Gen- 
eral Motors has always been to price its cars and its other products 
so that it would earn a profit of 15 to 20 percent on the net worth. 

I am advised that the automobile dealers throughout the country— 
I have had communications from several heads of their organiza- 
tions—to the effect that the profits of the automobile dealer today are 
getting to be scarcely 1 percent on net worth, and that many dealers 
feel that they are in danger of great losses. 

Now whether these facts are universal or not, I do not know, be- 
cause we have not had any witnesses. These figures I give you, Mr. 
Colbert, are merely from the communications of a few automobile 
dealers who write in. This is recognized by the witnesses so far that 
the automobile dealer must pay the entire wholesale price of the car 
upon delivery. Is that correct so far as Chrysler is concerned ? 

Mr. Corsert. That is correct. 

Senator O’Manoney. That is correct? 

Mr. Corzert. Yes. 

Senator O’Manoney. On the other hand, General Motors, for ex- 
ample, has just established a new subordinate, subsidiary finance com- 
pany to handle the distribution of the diesel locomotive to the Penn- 
sylvania Railroad on a rental basis. There is no downpayment of 
any kind. The product is leased on a rental basis but with the un- 
derstanding that if the railroad wants to buy, then it will receive 
credit in some form for the rental payments, and an agreed-upon price 
will be then fixed to complete the transfer of the title. 

Now it being the fact, you have acknowledged that it is the fact 
in the automobile industry that the dealer has to pay the wholesale 
price on delivery, and then has to engage in trading and bargaining 
transactions with the consumer. The dealer assumes the entire re- 
sponsibility for the distribution of the used car; is that not right? 

Mr. Corzert. That is correct. 

Senator O’Manoney. The result of that has been that used cars 
have been bid up in the effort of the distributors of your cars and the 
cars of the other manufacturers to catch up in this absence of sales 
of which you have just testified. You are not having as many sales 
as you would like. 

Mr Coxsert. That is correct. 

Senator O’Manoney. That is true for the local distributor, too? 

Mr. Corzpert. That is the reason we are not, because he is not. 

Senator O’Manoney. Yes, both of you are in the same trouble. You 
would both like to be having more success in selling your cars, but 
when you sell a car you get the wholesale price and you have no fur- 
ther worry about it. But when the local dealer sells a car he has to 
take in a used car, the ultimate value of which he cannot be more 


than a poor judge, and a note, perhaps, which he will finance through ° 


some finance company. 
Do you have a finance company on which Chrysler can depend? 
Mr. Coxpert. No, sir; we do not have a finance company. We got 
indicted for having one or having an arrangement with one in the 
thirties, and we gave ours up. 
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General Motors fought theirs through the Supreme Court and won. 
They have a finance company ; we do not. 

Senator O’Manongy. Do you have floor plans for your dealers? 

Mr. Corpert. Yes, sir; we have floor plans. 

Senator O’Manoney. What is the interest rate which you charge 
for those now ? 

Mr. Miscu. We do not actually floor plan these cars ourselves, Mr. 
Senator. Our dealers have arrangements with their own banks and 
with other finance companies, with any one of the dozen large finance 
companies in this country that they make their own arrangements 
with. I cannot tell you what their current charge for a floor plan is. 

Senator O’Manoney. Have you looked into that at all? 

Mr. Miscu. It is not a thing that is operated by us. 

Senator O’Manoney. I understand. Mr. Colbert has testified to 
that and you testify to it. I accept that of course as a fact. 

Mr. Miscu. Right. 

Senator O’Manoney. You no longer have a subsidiary finance com- 
ey and so forth. But the dealer has to depend upon some other 

nancing arrangement. 

Mr. Miscu. That is right. 

Senator O’Manonry. Is it more difficult for your dealer now to 
finance his floor plans than it was a couple of years ago? 

Mr. Miscu. It is not to my knowledge, no, sir. 

Senator O’Manoney. You do not know? 

Mr. Miscu. I do not know. 

Senator O’Manoney. Do you have any knowledge of whether or 
not the tight money policy has affected him ? 

Mr. Miscu. He has probably had to pay more for his money. Any- 
one borrowing money has to pay more for money, as we both know. 

Senator O’Manonry. There has been a change of policy on the 
part of the Federal Reserve Board. 

Mr. Miscu. That is right. 

Senator O’Manonery. Do you think that is changing the situation ? 

Mr. Miscu. In recent weeks I think the floor-plan rates and other 
interest rates affecting the sale of automobiles have started to go down. 

Senator O’Manonry. Do you make any concessions in the sale of 
any other products to purchasers of any kind beyond the cash pay- 
ment required of the local dealer ? 

Mr. Miscu. We give terms even to the local dealers on the purchase 
of parts and many items of that sort. 

Senator O’Mahoney. What sort of terms? 

Mr. Miscu. I think most of them get 30 days if they can demon- 
strate good credit ratings. 

Senator O’Manoney. Is it not a fact that in most commodities 
which are produced by national manufacturers for sale through dis- 
tributorships, there are time payments permitted ? 

Mr. Miscu. Of course time payments are permitted on automobiles 
The only thing they do is they get it through independent sources and 
I think it is just a question of economics. 

Senator O’Manonry. Whom are you talking about when you say 
“they”, the purchaser ? 

Mr. Miscu. Certainly. 

Senator O’Mauonry. I am talking about the dealer. 
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Mr. Miscu. The dealers, I think, can buy most products on a time- 
payment basis, they can buy automobiles on a time-payment basis. 

enator O’Manoney. But not from the manufacturer. 

Mr. Miscu. Not from the manufacturer. 

Now a little arithmetic on the thing might be illuminating, Sena- 
tor. In a normal month’s production of automobiles, if we have a 
30-day basis we’d have to have a quarter of a billion dollars more capi- 
tal in our business than we have, so someone has to supply that capital. 

It is just the practice in the—— 

Senator O’Manoney. That is perfectly correct. The automobile 
dealer is supplying the capital for the manufacturer. 

Mr. Miscu. That is correct, sir. 

Senator O’Manonry. By this method. 

Mr. Miscn. That is correct, sir. 

Senator O’Manoney. By the method. 

Mr. Miscu. That is correct. 

(An exchange of correspondence on the above colloquy may be 
found in the appendix on p. 2808.) 

Senator O’Manoney. Who is going to supply the capital for the 
automobile dealer? That is what lam driving at. 

Mr. Miscu. The automobile dealers pretty much supply it them- 
selves or they have credit ratings that permit them to get it. That is 
part of being in the automobile business. 

Senator Satimomey. Do you think that the operation of a finance 
company by any automobile company would give that company a com- 
petitive advantage over other manufacturers? 

Mr. Miscu. If they make money operating the finance company, 
of course it would give them a profit on that finance company. As to 
whether or not it would give them a sales advantage, I could not say. 
Certainly our own Chrysler Corp. dealers, if they are entitled to credit 
or to floor plan or to anything of that sort, have had no problem in 
getting that from independent sources. 

Senator O’Manoney. Chrysler is third in the Big Three. 

Mr. Miscu. That is correct. 

Senator O’Manonry. In the making of numbers of sales, is it not? 

Mr. Miscu. That is correct. 

Senator O’Manoney. Of automobiles alone. Do you know of any 
reason why you should not be first, on the plain facts of industry now? 

Mr. Miscu. Well, the whole subject of whether we are first, second, 
or third, I think it is a question of many, many things. It is much 
more complex and much more widespread than just whether or not 
we are able to finance dealers. 

Senator O’Manonery. Mr. Colbert testified a few minutes ago that 
in the days of Mr. Chrysler, the company developed a new type of car 
which caught on so quickly with the public that you speedily began 
to outsell other makes, isn’t that the fact ? 

Mr. Corzertr. That is correct. 

Mr. Miscu. He also testified, Senator, at an earlier time, that in 
1953 we developed a car that caused us a lot of trouble and caused us 
to lose sales, because it was not large enough to suit the public at 
that time. 

Senator O’Manoney. Yes; I remember that. 

Mr. Miscu. So that works both ways. 
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Senator O’Manoney. But is it not a fact now that you are produc- 
ing a good model, that those who drive Chrysler products think they 
are pretty good products? 

Mr. Corzert. That is true. 

Senator O’Manoney. Isn’t that really recognized ? 

Mr. Cotzert. Sure it is recognized. 

Senator O’Manonry. It seems reasonable. 

Mr. Coxsert. It recognizes our sales going up from 13 percent when 
we had the smaller car to 19 percent last year. 

Senator O’Manonry. What is holding you back from going up 
further now in competition with Ford and General Motors? 

Mr. Corsert. Ford and General Motors are the things that are 
holding us back from going up. 

Senator O’Manoney. All right, what does Ford have that holds 
ar Sy and then what does General Motors have that holds you 

aCK ¢ 

Mr. Fuanertry. Mr. Colbert, may I add a comment there that per- 
haps might focus attention? I mentioned this morning the import- 
ance of ownership in the consumers’ market. This is a factor of sub- 
stantially very great value to a manufacturer who is successful, and 
I might just cite a couple of figures from the total census of mid-1957 
to illustrate the point. Chevrolet had about 12,300,000 cars of that 
make in operation in mid-1957. 

Plymouth had 5,100,000, and similar figures could be put up for 
the other makes of cars. 

The point is that with each manufacturer maintaining as com- 
petitive a position as he can, with respect to product and product 
value, that the larger the manufacturer is, the more of a market 
there is there to appeal to. 

So that progress in the industry toward improving market position 
must work through that mechanism, and has worked through that 
mechanism and will continue to doso. 

So the position of 1, 2 and 3 is achieved over a substantial period 
of years, and represents a good deal of history as well as current 
competitive activities. 

Senator O’Manoney. If that is the mechanism which has brought 
about the present result, and if it is the mechanism that will continue 
to operate, then I would ask you when do you expect to go under like 

Pierce Arrow, like Studebaker, like Nash, like the other automobile 
manufacturers that have disappeared from the manufacturing field. 

Mr. Franerry. The fact is, Senator, that our share of cars in 
operation hag increased and is increasing slowly. 

Senator O’Manoney. I congratulate you, but if the same mechan- 
ism which you have just described, which has always worked and 
which produced this result of a diminishing number of successful 
manufacturers, if that is going to continue to operate, is it not inevit- 
able that some of you ones now operating among the Big Three will 
have to go under? 

Mr. Fianrrty. No; not at all, Senator, I believe. The comments 
this morning directed toward the compulsive force of competition and 
the power of innovation argues to the contrary. 

The risks in the industry are substantial, of course, and the history 
of the industry bears that out. 
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The rewards are for sound innovation and competitive strength, 
maintaining position, strengthening position very, very slowly 
while the overall market grows. 

The overall market is growing and will continue to grow. 

Senator O’Manoney. Your belief then is that the big Three will 
continue to be the Big Three ? 

Mr. Fuanerry. Or a new product innovating as Chrysler did in the 
twenties could become a fourth one or a fifth one or a sixth one. 


OPPORTUNITY FOR A NEWCOMER? 


Senator O’Manoney. Do you think there is an opportunity now for 
a newcomer to enter this field of manufacturing automobiles ¢ 

Mr. Fianerty. There is always an opportunity. Now if I may 
make one more comment on that point, the character of the market 
determines—— 

Senator O’Manoney. Before you make that comment, let me point 
out to you, take into consideration, the fact that you have just ac- 
anelaiyid: namely, that by the method of sale to the local dealers 
of cash-on-delivery, the Big Three are receiving a substantial amount 
of their capital from the local dealers. Bearing that in mind, proceed 
with your comment. 

Mr. Fianerry. I am not quite sure, Senator, that I understand your 
last comment. 

Senator O’Manoney. It had to do with this fact, sir: that if there 
were a newcomer to enter the field, it would be essential for that comer 
to have the capital that would enable the new organization to compete 
with the Big Three now existing. 

Mr. Fuanerry. That is correct. 

Senator O’Manoney. And that capital would have to come either 
from new original sources puitpeinel by the new manufacturer, or 
from the new distributors that would have to be picked up. 

Mr. Fianerry. Or from the public who have savings or the insti- 
tutions with savings who would see in a new enterprise an opportunity 
for gain over a period of time, and would be lien to invest. 

Senator O’Manoney. And who, in the face of the record of the dis- 
nagepeaee of automobile manufacturers through times of depression 
and times of prosperity, would have the courage to invest in a new 
automobile venture. 

Mr. Fuianerty. I think, Senator, that that is characteristic of most 
American business, perhaps not on the same scale as the automobile 
business but it has characterized most. There have been companies 
coming in, companies going out, some under lesser and some under 
greater difficulties, but the risk capital has been available for most, if 
not all bona fide enterprises and I would think it still holds. 

Senator O’Manoney. It has not held for the automobile industry 
except for the instance given by Mr. Colbert about Chrysler when it 
had that very exceptional newcar. Isn’tthat right? 

Mr. Corsert. There is no reason why some innovator, not quite as 
good as we are but another good innovator, cannot come along with 
another good automobile. 

The capital is there. So long as we keep this economy a free econ- 
omy, the capital is there for a man with new ideas and willing to work. 

Senator 7ikicvanan. That is the point, is it a free economy? 
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Mr. Coxpert. I think so; yes. 

Senator O’Manonry. Are you completely free from the leadership 
of General Motors? 

Mr. Corzert. General Motors has nothing to do with the way we 
operate Chrysler Corp. 

Senator O’Manoney. I do not mean of course in the sense that any 
messenger comes over from General Motors. But are you not com- 
pelled to follow in the footsteps ? 

Mr. Corzert. We are not compelled to follow in their footsteps. 
If it turns out on anything General Motors puts in a policy or any- 
thing, anyway they operate that may not be the best method of 
operation for us. 

Now you say, well, do you follow everything—we do not. If you 
will look at the way in which we operate, our whole company and the 
way General Motors operates there you will find very great differences. 

Senator O’Manonry. Every morning over the radio and every 
night, too, over the television and over the radio, I hear some mel- 
inane voice talking about the low-priced three and the low-priced 
three are all in the same category, are they not ? 

Mr. Corsert. Well, I do not know what you mean by category, 
there are three cars priced lower than any other in the market; yes. 

Senator O’Manoney. They are designed to penetrate the same 
market and their prices are almost identical, not quite, but almost, 
isn’t that right? 

Mr. Cotzert. Well, if you heard the discussion this morning, Sena- 
tor, this is repetitious now, you would see how we arrived at price. 

Senator O’Manoney. I am sorry. 

Mr. Cotsert. But competition got us where we are on those prices, 
competition between the companies, that is how you get to the prices. 

Senator O’Manoney. But the appeal is made on prices which are 
almost identical and styles which are slightly different. 

Mr. Corpert. No, our styles and our products are better than the 
other two that is why we get—— 

Senator O’Manoney. I am certainly glad to hear you say that, Mr. 
Colbert. 

Mr. Corzert. That is repetitions also. That was covered this morn- 
ing. [Laughter.] 

Senator O’Manoney. I was asking the question if it is not a fact 
that except for the automobile industry, the manufacturers do sell to 
the distributors on time. 

Mr. Corzert. I do not know. I cannot answer a broad question 
like that. 

All I know is what we do in our industry. 

Senator O’Manoney. You do not know what is done in the sale of 
farm machinery and other commodities. Do any of your officers 
know anything about that? 

. Mr. Corpert. I don’t know. 

Frank, do you know anything about the terms of farm machinery? 

Mr. Misc. I think each industry operates possibly by custom or 
in many cases—— 

Senator O’Manoney. That may be but isn’t it a fact that the auto- 
mobile industry is the only industry that requires cash on the barrel- 
head from the local dealer? 
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Mr. Miscu. I don’t know that; no, sir. 

Senator O’Manoney. Mr. Chairman, I think I have asked enough 
questions along this line. 

I feel that the complaints which have come to the members of the 
committee, to me, and I am sure to others, about the dangerous posi- 
tion in which many automobile dealers feel they are, in view of the 
fact. that small business has been failing, in view of the fact that in 
the automobile industry there has been a steady trend to a diminish- 
ing number of profitable manufacturers, in view of the fact that we 
cannot afford to have any local industries like automobile dealers 
collapse, if there is anything which we can do to prevent it, I suggest 
Mr. Chairman, that we call some automobile dealers. Let us call 
NADA and ask them to tell us about how the cars are financed, what 
the actual facts are with respect to their financial position, whether 
there is a danger. 

I should like to develop facts here to determine whether or not we 
could obtain an understanding throughout the industry, a balanced 
understanding, whereby we could promote stability not only among 
the manufacturers and equality of opportunity, but stability among 
the distributors, and the local dealers who, in many instances, form 
the very backbone of local, municipal, congressional district, and 
State economies. 

Senator Keravuver. The staff has had a number of conferences with 
some of the officials of the automobile dealers association. I think 
after we have finished our hearing tomorrow, we should discuss in the 
committee, in executive session, the witnesses that we may want to 
call in the future. 

Senator O’Manoney. I think it is a policy we ought to follow, 
because the consumer has a right to relate his position to us, and the 
distributor has a right to relate his position to us. If we are to act 
intelligently upon this problem, we must see it from all points of 
view. I hope the committee will agree to do that. 

Senator Kerauver. Very well, we will go over the matter in exec- 
utive session later. 

Senator O’Manoney. I thank you very much, Mr. Colbert, and 
your staff. Iam sorry I cannot stay here longer and enjoy the rest 
of your testimony. 

{r. Corsert. Thank you very much, Senator. 

Senator Keravuver. Senator Dirksen, do you have some questions 
at this time? 

Senator Dirrxsen. I had one question in connection with Senator 
O’Mahoney’s line of interrogation. Actually, if you did not get your 
money at the time you sell your automobiles at wholesale to the deal- 
ers, you would require an enormous amount of additional liquid 
working capital in order to finance company operations unless there 
was an alternative method supplied. 

Mr. Miscu. Senator, we would have to bear the cost and certainly 
we would have to pass the cost of supplying that capital to the dealer. 

I do not know whether it would cost him more or less than it costs 
him today to deal with independent finance companies or local banks 
or what have you. 

Senator O’Manoney. It would inject a new note and offer some 
real difficulties, I suppose. 

Mr. Miscu. I suppose so. That is correct. 
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Mr. Cotsert. That is correct. 

Senator Wier. Mr. Chairman. 

Senator Kerauver. Senator Wiley. 

Senator Wier. Mr. Chairman, following a line of talk and con- 
versation and questions, I just want to ask 1 or 2 other questions. 

There. has been a great deal of talk about smaller cars. American 
Motors has made a smaller car, and made a little money. If you big 


dealers got into the smaller car, what do you think would happen to 
American Motors? 


Mr. Corpert. Well 

Senator Witey. Would there be more companies in business or less? 

Mr. Coxzert. I do not know what the answer to that is, Senator. 
That is of course one of the considerations that we have to deal with 
in making up our minds at Chrysler what we are going to do, if any- 
thing, about getting into the small-car field in America or getting into 
the colen small-car field. That is one of the considerations you 
arate look into, whether it is worth while to divide the business up 

urther. 

Senator Wier. There was one suggestion that came out of the 
hearing so far as the idea. That was there should be some kind of a 
setup, something set up in the nature of a Government control board, 
if in the competitive market such as you have anyone should reach 
a certain percentage of sales—I forget whether it was 30 percent or 
40—before they could raise their prices there would have to be some 
kind of a hearing before a governmental setup. Can you see any 
virtue in that ? 

Mr. Coxsert. I not only see no virtue in it, I see nothing but a dis- 
service to our industry and the American consumer if we had such 
an arrangement. 

Also it would require companies to disclose confidential informa- 
tion which, we have taken the position and still take the position, you 
should not ask us to do or such an agency should not ask us to do. 

Senator Witey. It is very apparent that the automobile is an ex- 
pensive thing to make and that because of the required change to 
meet the demands of the purchaser, there has to be a great deal of 
capital constantly poured in. As brought out, if you had to finance 
your dealers or your salesmen, those who sell your cars, would you be 
in the position to put back into the business money that would keep 
the plant up to snuff, so to speak ? 

r. Cotpert. Well, it would require, as we said here earlier, al- 
most an unlimited amount of funds, and the cost of that financing has 
got to be paid anyhow, and whether or not the consumer—and that 
is what you are thinking about in the end, where does the ultimate 

urchaser get off—whether he would get off better with us doing it or 
andling it this way or not, I don’t know. 

But the monetary demand on the manufacturer would be so great 
that I do not see offhand how it is practical to think about us doing it. 

Furthermore, as I say, I do not see any benefit to the consumer be- 
cause the charges have got to be paid anyway and I do not see how 
they would be any less whether we financed them or whether they 
financed it the way they are today. 

Senator Witey. You have talked from the angle of the consumer 
and I want to ask this other question. Supposing that we should 
reach the conclusion—I say “we,” that is, the Conetone of the United 
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States—that you three big fellows ought to be split a How could 

ou split your poqntinn up? Would it have to be one factory 
lo and another factory there, or how would you do it? It would 
not be like Standard Oil, would it ? 

Mr. Corgerr. I do not know how we would do it and I certainly 
hope you do not reach any such conclusion. 

Beiter Wuey. If you did, what is your judgment as to whether 
or not it would be to the benefit of the buying public to do that ? 

Mr. Cotzert. I do not see how it would a to the benefit of the 
buying public to do it. 

ow I have heard all kinds of arguments on both sides of it. The 
fellows that bring the argument to you are the ones that want to do 
the splitting and none of them has ever been able to convince me yet 
that it is to the advantage of the buying public to do it. 

Senator Witry. Do you think it would result in making more 
money on which the Government could collect taxes, or less money ? 

Mr. Cotsert. I do not know the answer to that. I do not know 
the answer to that, do you, Frank? 

Senator Wirey. In the first place, you do not think it would benefit 
the consumer. In the second place, you do not think it would benefit 
the manufacturer. If that is the case, do you think it could possibly 
benefit the United States Government? 

Mr. Coxzert. I do not see how it could. I am not qualified to make 
a statement that the Government would get no benefit out of it, but 
I do not see how the Government would get any benefit out of it. 

Senator Witzy. Do you know what the overall estimate is of the 
eer of the assets of America? I am getting now at the question 
of bigness. 

Mr ( Coxtsert. I do not know that offhand, Senator; no, sir. 

Senator Witey. How many billions or trillions in wealth is there 
in America ? 

Mr. Cotzert. Do you know that, Bill? 

Mr. Fuianerty. No; not off hand, I do not, Mr. Colbert. 

Senator Wiey. Is there anyone on the committee that has that 
information ? 

Senator Dirksen. I have it. 

Senator Wizy. You have it? 

Senator Dirksen. Yes. 

Senator Witey. You have it in your pocket ? 

Senator Dirxsen. I have it in my head. 

Senator Wizey. Tell us. 

Senator Dirksen. The wealth of the United States is simply an 
unlimited unascertained amount, because it depends entirely upon 
the potential in the human brain and whether we want to use it or not, 
and in dollars and cents you just do not express it because there is no 
limit to it. Is that a good answer, Mr. Wiley? 

Senator Wier. That is a pretty good answer, but we have had so 
many economists and experts testify, it might be well to get an esti- 
mate, for the simple reason that we have a product of about $440 bil- 
lion a year and an income of about $340 billion and what was once a 
millionaire, he was a rich man, and now we have got corporations here 
that have 700,000 or 800,000 stockholders in them and they are rang- 
ing from $2 billion up to $4 billion or $5 billion. 
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I think bigness is a relative term. The main thing is, as has been 
suggested, whether or not there is arbitrary power there so that it 
operates to the detriment of the public interest or the individual in- 
terest of our citizens. 

To me that is the only issue. Lots of times bigness, as was demon- 
strated in our own war effort, saved our shirt. We were able to turn 
to big industry that could do the job. So while I am just feeling 
around in this business trying to find out the answers, that is why 
1 asked that question. I think there must be an estimate someplace 
as to the overall wealth of America in this inflated world, so to speak. 
That is all, Mr. Chairman. 

Senator Carroti. Mr. Chairman, I have 2 or 3 questions, but I 
will defer. 

Senator Kreravuver. Senator Dirksen had some questions. 

Senator Dirksen. I have one observation and one question, since 
_ Senator Wiley talks about arbitrary power. I noticed on the ticker, 
and it is right behind the ticker news about your statement to the 
committee, that a commentator named Herbert W. Hoover, who is 
39 years of age, who has been broadcasting officially for the United 
Automobile Workers at Flint, Mich., did broadcast his opposition to 
the profit-sharing program and got himself fired. Mr. Emil Mazey 
indicated that the young man was emotionally disturbed. He says 
he never felt any better in his life. I see there is a considerable article 
in the late edition of last night’s Detroit Times on the subject. Would 
you say that was an exercise of arbitrary power because a member of 
the UAW said he thought that profit-sharing was nothing more than 
a “gimmick?” That is what he calls it here, and so got himself fired 
from that particular job, certainly. 

Senator Witxey. That is interfering with freedom of speech. 

Senator Dirksen. So this arbitrary business works on both sides 
I suppose, if one is going to go into it. I always like to see it put in 
proper perspective so if we are going to examine an arbitrary power, 
let’s look at it from every standpoint. But that is just an observation. 

Mr. Chairman, the article from the Detroit Times is here. I do not 
know that there is any particular point in putting it in the record, 
nor do I know what this committee would do about it, but I have a very 
personal question, Mr. Colbert. In line with Senator Wiley’s ques- 
tions about this proposed price board to which you would have to file 
an intent to raise your prices and wait a while, then come down with 
your data and try to justify your costs, I think you are right. You 
would have to submit data of all kinds, some of which would be con- 
fidential in character, and then everybody who did not agree with 
your price would also have his day in court, including, oddly enough, 
in Mr. Reuther’s proposal, those who buy from you, the purchasers, 

Now I suppose in the nature of things, the human frailty being what 
it is, nearly every purchaser would always feel he was paying too 
much. They would all be down here and we would have a long enough 
hearing, I suppose you would be in the toils of a special board, and 
that leads to the question—I do not know whether you can answer 
this, as a matter of fact—what did it cost you in terms of money, 
transportation, assembly of data and everything else, to prepare for 
this kind of a hearing? 

_ Mr. Cotserr. Senator, I’m sorry, I cannot give you that figure, but 
it runs into a substantial amount of money. We have been at this 
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since last October now. I understand from Mr. Misch here it runs 
around a half million dollars. 

Senator Dirksen. You mean to prepare this hearing? 

Mr. Corpert. Yes, sir. 

Senator Dirksen. A half million dollars? 

Mr. Couper. Yes,sir. Is that right, Frank ? 

Mr. Miscu. I have speculated on the things several times, and it is 
a tremendous amount of money. Time, of course, is the most important 
factor, time of a great many more of our executives even than those 
that are down here today. 

Senator Dirx«sen. I do not think that question has ever been raised 
in this or any other committee of which I am a member, but I am just 
curious. 

Mr. Miscu. It isa huge sum of money. 

Senator Dirksen. The tax on your time, your energy, and your 
funds, to prepare a case before a congressional committee. 

Mr. Fuanerty. Mr. Colbert, the work on this particular project 
started in staff level very early in 1957, and took on added seriousness 
and urgency in July and has been carried on by a substantial number 
of fairly high staff persons, and as Mr. Misch said, executives rather 
continuously since that time. 

Senator Dirksen. You see, in good grace, I can ask that question 
because I even made a suggestion to our distinguished chairman to 
raise the ante and ask for more money for this committee, and then 
yesterday afternoon over on the Senate floor I tried to help him get 
the money. So while we have some money with which to haul you 
down here, I have just wondered what it costs to prepare for a hearing 
of this kind. 

Is there any way of assembling reasonably detailed data, and if so, 
I think perhaps in connection with nearly every hearing we have, we 
ought to ascertain from the people who are asked to come down here 
what it costs them to present their case. 

Senator Keravver. I think it might be pointed out in that connec- 
tion, you say, you started preparing for the hearing the first part of 
last year, Mr. Colbert. You were not notified until November 7 that a 
hearing was going to be held with the automobile industry. Why did 
you start preparing it that much in advance ? 

Mr. Fianerry. Mr. Chairman, it was a matter of prudence, I think, 
for those of us in staff who saw the possibility of certain develop- 
ments—that when a series of events took place, including a statement 
made in a hearing before the Joint Economic Committee in January 

of 1957 asking for more or less the same kind of activity that was 
referred to earlier in terms of a consumer council, and when the an- 
nouncement was made also that several industries were going to be 
asked to testify, including the automobile business—that attention be 
given to the rough dimensions of the problem as it appeared then, to 
the kind of data that might be required, to the kind of records that 
would have to be established and the kind of analyses that would have 
to be made. 

So it was a matter of rough anticipation, which could have been 
oe but which turned out to have been reasonably close to the 
reality. 
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Senator Kerauver. You were not notified until November 7. You 
were not asked for any information until November 26. It was on 
November 7 we asked you to come in. We wrote you on November 7. 
Some of the information we asked for was furnished, some of it was 
not furnished. All the information you have furnished is right here, 
which I take it is easily ascertainable from your books. We did ask 
for some information which you did not want to give and we have 
not pressed the point. You have furnished a very beautiful slick 
book with pictures of automobiles. There is no question that we asked 
you to furnish that information, but we are glad to see it, it is all 
right. But you were preparing for hearings generally, not particu- 
larly for this hearing, when you started back in January, I take it? 

Mr. Fiauerty. Mr. Chairman, the preparation to which I referred 
was exclusively in the area that was laid out, not specifically, it is 
true, by you or your committee, but it was laid out in the public 
pronouncement that came to our attention in the earlier statements as 
to the character of the hearings. In particular, if 1 may make a com- 
ment on the booklet to which you just referred, an essentia] element 
in our overall analysis of the industry’s operations is that unlike some 
products in some other industries, the character of change from year 
to year makes the products strictly not comparable. Inasmuch as these 
products are not comparable from year to year, possible inferences 
that might be suggested just from the superficial data with respect 
to character of price change, in the case of the automobile, would be 
unwarranted. 

So the booklet before you is an analysis to bring out the fact that 
in the automobile industry, insofar as Chrysler is concerned, the 
character or product definition from year to year is such that no 2 
years’ products are similar enough to provide an easy price com- 
parison. 

Senator Dirksen. Mr. Flaherty, let me ask the chairman, when did 
we assemble the census material for purposes of this concentration 
study? As I recall, that report came out in June or July. 

Senator Kerauver. We worked on it for some time. I think it 
came out in May or June. 

Mr. Fianerty. That is correct. 

Senator Dirksen. I believe so and that was the basis for a good 
many articles that appeared in publications that we were going to 
deal with concentration and administered prices. 

Mr. Franerry. I do think also in the steel hearings there was 
reference to the fact the automobile industry would be asked to 
present evidence dealing with the effects of steel cost increases, 

There were numerous signs I assure you it would be wise for us 
to undertake the analysis we made. 

Senator Dirksen. If you had seen that, you would know you were 
headed right for the committee room. 

Mr. Fiauerrty. I believe that is correct. 

Senator Dirksen. That is a fair assumption. 

Mr. Fianerry. That is correct, Senator. 

Senator Witey. You did not get a free ride, you appeared volun- 
tarily. 

Mr. Corsert. I would like to make this clear, Senators, we are not 
objecting that it costs us a half million to prepare and to come down 
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here. Weare perfectly willing to come down here. I did not know it. 
That is the first time I heard mentioned how much it cost but it is as I 
told you when you asked me the question originally, last October I 
and our top executive ene spent time on it. 

How much Bill Flaherty spent I do not know. But the men at 
this table, the 20 executives sitting here, have given these hearings a 
very great deal of top consideration from last October to date. 

There were hours of conferences, digesting what Flaherty and his 
staff worked up but that is perfectly all right. 

It is the kind of world we live in, we are ready and willing to do it 
and if it cost a half million dollars we are willing to spend it. 

Senator Dirxsen. That is very true, Mr. Colbert, but I think it is a 
matter of very considerable public interest as to what the cost is to 
assemble data and what it costs to come down before a committee of 
Congress to present a case. It is a testimonial, for one thing, of the 
growth and complexity of the company. I think of the number of 
times we have sunimoned the Secretaries of the Army, Navy, and Air 
Force, the Defense Establishment, they are just on their horses back 
and forth constantly, and I sometimes wonder how they get any work 
done but that is purely a collateral matter. 

Senator Keravver. Looking over the material you submitted in 
answer to the questions, it is largely a compilation of list prices, data 
you have on hand. I would think one ought to be able to do it for a 
thousand dollars or less, Mr. Colbert. I do not see any material you 
have submitted here that required a great deal of research. 

Mr. Corzert. How much do you think these 20 men are worth here 
who are down for 1 day ? 

Do you think that would cost $1,000 ? 

Senator Keravuver. No, but don’t you think it is a good thing for you 
to come to Washington and tell how the automobile industry is getting 
along? These hearings might help you, as a matter of fact. 

Mr. Cotzert. I am sure they do. 

Senator Kerauver. Competition is getting very thick against you; 
somebody is getting dominant in the field. You are interested in the 
antitrust laws and keeping them improved and operating for your 
own welfare, I would assume. 

Senator Wiry. Think of all the advertisement you _ got. 
[ Laughter. ] 

Senator Kerauver. Don’t you think it is a good thing for you to 
come down here and learn about other companies and learn what 
Ford has to say, what General Motors has to say, what UAW has to 
say, and to give an accounting of how you are getting along? 

Mr. Corsert. Mr. Chairman, any time a committee of the United 
States Government asks us to appear we will be there. 

Senator Dirksen. Mr. Chairman, I think we ought to put in a 
commercial on this program and give Chrysler credit for being really 
the great pioneers and the innovators in the automobile field for float- 
ing power, and I do not. know, a lot of things. 

Senator Keravuver. I do not have to give them any commercial. 
They have given themselves several. 

Senator Dirksen. It would count more if it came from you. 
[ Laughter. | 

Senator Keravuver. This, of course, is a business expense. I sup- 
pose that you rightfully charge it off as a business expense. 
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Mr. Cotzert. We are not concerned about the amount of money it 
costs us to get ready. We did not raise the question. 

Senator Kerauver. Anything else, Senator Dirksen ? 

Senator Dirksen. Not for the moment. 

Senator Krerauver. Senator Carroll, do you have some questions? 

Senator Carroty. Mr. Colbert, Mr. Yntema said yesterday what 
the public needs is education. He presented a very excellent brief 
on his viewpoint. He said the public needed education on this ques- 
tion. This is a democratic process, the function of education, very 
important to certainly the Members of Congress and there are stories 
coming out of here which would be helpful I should think, and a 
small amount of money that is spent and the time that is given will 
be good for all of us. I am sure, in this very difficult period that we 
face. 

[I am sure you would agree with me that if Herbert Hoover, to 
whom some reference has been made, were a vice president of General 
Motors and he agreed with Walter Reuther, he would not exactly get 
a benefit out of his bonus plan. I suppose they would treat him the 
same way as they treated this newspaperman of UAW. 

I want to talk about, if I may, the growth in population. I think 
I am right in this, that there are about 3 million Americans every 
year coming into our society. 

What do your experts plan will be the expansion of the market 
each year? For example, it is said in the labor force there will be 
perhaps 750,000 new people entering the labor force of this country. 
What is the estimate about new consumers coming into our economy ? 


Mr. Cotzerr. You are talking about consumption of automobiles 
now / 


Senator Carrot. That is right. 

Mr. Corserr. Well, now, I had a figure on that, Bill, that I used in 
that Boston talk, what did we say by 1965 we estimated the number 
of new cars per year that would be sold and a big reason for the part 
of it was this great increase in population, Senator. 

Mr. Fuianerty. In answer to your question, Mr. Colbert, I should 
like to make a comment on the method. We assume that certain re- 
lationships that have held in the past will continue to hold within 
a rather broad range of variation, and on that basis the estimates of 
an average level of sales about 1960, 7 million a year; 1965, about 
8 million a year. 

Now in the industry the trends with which those figures are con- 
sistent, have been followed, but from year to year marked fluctuations 
around those trend values have occurred. 


So this is not a precise forecast or estimate for 1960 as such, or 
for 1965. 


But the level would be approximately 7 million in 1960 and 8 mil- 
lion in 1965. 

Senator Carron. Let me rephrase the question differently. Were 
there any innovations in the meantime, materially increasing utility 
of cars or materially changing the conditions of income, that level 
could rise, say, to 7 million, 1960; 8 million, 1965. Let’s assume even 
in our present economy—and I think we will all admit there is a 
decline today, we do not know when it is going to take an upturn, 
if it will—but supposing there were a tax cut given by this Congress 
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which would increase the purchasing power of the le, that would 
rn, act as a great ttmales aieer volume, wee d it not? 

Mr. Corpert, Yes, sir, I think that is correct, and my feeling is that 
we should be ready. It is not up to me to decide when it is time to 
cut taxes, but I certainly feel it is desirable to be in a position to cut 
taxes unless the economic conditions do turn around. 

They may turn around without it but certainly we should be in 
position to act. This is my feeling. 

Senator Carrout. There is no way of really knowing today, ex- 
cept learning from statistics, to know whether or not this purchaser 
has a surplus of cash, whether it is a caution or a lack of confi- 
dence—— 

Mr. Corpert. Senator, I do not quite agree with you there. Our 
understanding is there is a way of knowing that the consumer has 
this cash. 

There is money in the bank, there is money in savings. 

The consumer has the cash; yes, sir. There is also another way 
of knowing the consumers have credit available. 

Senator Carroxu. I think there has been an easing of credit. 

Following through on Senator O’Mahoney’s point, though this may 
be spotty information: I had occasion a few months ago to talk to 
dealers, not Chrysler dealers, and the information I got from them 
was that there was a slowdown. They said there was some purchas- 
ing of Ford cars and their expression to me was that these cars were 
being priced out of the market. I was surprised because I thought 
peo ‘le had more money and he said in some cases we find there is 
stiffer bargaining-with the dealers. 

For example, your testimony here was, as I recall, that the dealers 
are given a fixed price. Now the —. that is normally given the 
dealer—this is the information I got in Denver—instead of getting a 
$4,800 car selling for $5,700 or $6,000, that car was moving now at 
$150 over the wholesale price. Of course it does not involve a trade-in. 
In many instances it involves cash. 

Now whether that is closer dealing or whether they are more cau- 
tious—but my information, of course, comes only from this area, and 
this is what lends me to believe that although there is an easing of 
credit—supposing that there is not the money there. Supposing this 
continues to decline. Do you have any -_ what would you do, 
would you continue to hold your price? Have you thought that far 
ahead? And if it is a question of relating to your own business, I 
really do not want the answer. 

Mr. Coxsert. I think it is the kind of a question that, in view of the 
competition which you have said you are convinced exists in our in- 
dustry, and it certainly does, that I should not be discussing here before 
a committee since it involves what our plans for the future are. 

Senator Carrotz. When I asked this question about population and 
new car buyers, over the past 7 and 8 years, is there any real substantial 
difference in your cost ratio on these comparable models with your 
other two competitors ? 

Mr. Cotzert. Frank, will you answer that ? 

Mr. Miscu. We would have to guess what our competitors have—— 

Senator Carroti. You do not have to guess, because it is in the 
record what they have. I am saying in the last 10 years, or, if you 
want to take from 1953, 1954 on the comparable models from the 
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record that I read this morning, is there any appreciable difference in 
the cost ratio of the comparable models over a period of 10 years? 

Mr. Miscu. I still don’t quite understand. 

You mean in relative price of these cars? 

Senator Carrouu. In the comparable models. 

Mr. Miscn. I think generally they are the same. 

Senator Carrotu. Looking at an expanding economy, with an in- 
creasing population, inasmuch as there are three of you and I know 
Chrysler is fighting to maintain its position in this expanding economy, 
this expanding population, you want to get your share of these con- 
sumers and get more if you can. But is there any prospect of any 
difference in the cost ratio? I see the notation of an increase from 13 
lights to 23 lights, from the great innovations in the electrical system, 
and I know that you are governed by consumer wants and desires, but 
where is the end and where will there ever be the difference in the cost 
ratio because of the bigness of General Motors? This is really my 
question. 

They are the leader in this field, are they not? 

Mr. Miscu. They certainly have more of the bigness than anyone 
else. 

Senator Carrott. And you have to pay attention to their costs 
and production in your own estimates; isn’t that true? 

Mr. Miscu. We pay attention to their prices, of course, Senator, we 
have to. 

Senator Carrotu. And their costs? 

Mr. Miscu. Well, again we cannot judge their costs. 

Senator Carrot.. But you can approximate and that is part of your 
job to approximate; isn’t it? 

Mr. Miscu. We look at their prices and have to look at their prices 
and we have to look at Ford’s prices and we have to look at Nash’s 
prices and 

Senator Carroty. Can the consuming public among your car pur- 
chasers, looking now from the viewpoint of the expanding population 
and the expanding economy, there being no substantial difference in 
cost ratio in the past 10 years. Assuming the same situation to obtain 
in the future, what can we be entitled to expect in the difference of 
cost ratio or will you always maintain comparative prices in compara- 
tive models? 

Mr. Miscu. I would not say not necessarily so. In a competitive 
economy, certainly again talking about the low priced three cars that 
we were talking about this morning, you certainly couldn’t have one 
of them selling for 20 percent more than the other two and expect to 
stay in business. 

Senator Carrotu. I understand that. I will put the question a 
little bit more bluntly. and this is no reflection on Chrysler at all. I 
indicated to you that I was a new member of this committee and have 
not have the opportunity to examine the record when the others were 
here, so I could put this question. Isn’t this pretty much the situation 
where you consider the cost factors, the design factors, the wants of 
the consuming public? You have this comparative figure. You have 
this figure of comparative models which are substantial. Really, isn’t 
the field of competition that you speak about what appeals to the 
consumer? What does the consumer want? What does he want in 
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the length of a car? How much will it enhance his own feeling 
psychologically as a superior individual to ride in something that is 
plushy and long and high finned? Is that the competitive field that 
you really speak about ? 

Mr. Misc. I certainly think that is an important part of it, 
Senator. 

Senator Carroti. But there is no real competitive field, is there, 
as you get into basic costs because you come out at the same end? This 
is the concept, as I understand, of administered prices. According to 
the very excellent statement yesterday by Dr. Yntema, of course many 
prices are administered, but in a different sense. 

For example, we had the steel people in here not long ago and we 
found—this is my opinion, I do not impress it upon any other member 
of this committee—when United States Steel moved upward in price, 
all the other big steel companies moved upward. The quality of their 
merchandise was not as diverse as in the automotive industry, but still 
they contended it was not an administered price. This is really in 
my opinion the heart of this investigation that we are in today, not 
to knock down Chrysler or Ford or General Motors, but to determine 
whether or not—and this raises the real point that Mr. Reuther testi- 
fied to—I did not hear his testimony, I read some of it. As a labor 
leader, he says that this is a monopoly. Dr. Yntema says he is the 
monopoly, and Senator O’Mahoney said 10 years ago—he has legis- 
lation from that period—before large corporations in a particular in- 
dustry who control a certain percentage of the segment of that in- 
dustry, before they have a price increase, there should be a public 
hearing by the Government. This would not involve Government 
control, but would be a presentation of issues on the part of the Con- 
gress by the great corporations on the one hand and labor on the other, 
and perhaps this will bring about public education which will be good 
for industry and good for labor and good for the public interest. 

Do you disagree that those hearings would be worthwhile? Here, 
for example, there has been some testimony that you spent a half 
million dollars to come into a Senate committee. We have had many 
such hearings. This is not in criticism of this committee. These hear- 
ings are all good, but little is actually constructive except enforcement, 
bringing public attention to focus on these things and perhaps the 
moral restraint that might be imposed on the managers of the cor- 
porations, this is about as much as we can expect until the President 
of the United States, who I think has the power to call such a hearing, 
or the Congress, could pass such a resolution recommending that the 
President take such action. What harm could possibly come, without 
disclosing the confidential nature of your business? It would seem 
to me in the public interest it would be good for the automotive in- 
dustry and good for labor. 

Do you disagree with that, Mr. Colbert ? 

Mr. Corzert. I disagree with that. 

Senator Carroti. You do. Can you state in simple terms why you 
disagree, remembering that this is a voluntary hearing, not a controlled 
one? 

Mr. Corzert. Well, I think that when you start having hearings 
of that kind, you start eating at the heart of the free-enterprise sys- 
tem which made America what it is today. I believe in it. I grew 
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up on it. I never have believed in the kind of controls that you are 
talking about here, the kind of regulations. I have seen our own 
company prospering, fighting two of the toughest competitors in ex- 
istence. We have stayed in existence and we are going to continue 
in existence and we are going to grow in competition with them. 

I’d much rather take my chances—you asked me why I disagree— 
against General Motors and Ford. When I say “my,” I mean Chrysler 

orp., without this kind of group helping me. 

Senator Carro.u. You see this is not really a control and it is not 
a regulation. What it is is a public exposé to let public opinion op- 
erate. This is the theory. Not long ago the President of the United 
States issued a statement calling upon the leaders of industry and 
labor to exercise restraint. Taking again Dr. Yntema’s statement, not 
what Reuther says, but he is governed by what the market says. If 
we are governed by the market, if the variables of the market and the 
people who invade the market are to exert tremendous control on the 
forces that have great concentration of economic strength in this coun- 
try, I can see no harm to let the press and the people of this country 
have more information. Perhaps many people who think that there 
is a monopoly functioning here are wrong. Some people think labor 
is a monopoly. Maybe they will show that they are not. But it is 
all a question of information and intelligence. In any event, you dis- 
agree with it? 

Mr. Cotpert. Correct, sir. 

Senator Carrotu. That is all, Mr. Chairman. 

Senator Kerauver. Suppose we have about a 5-minute recess and 
then we will try to finish up in about 30 minutes. 

(Short recess taken. ) 

Senator Kerauver. We will resume our hearings now. 

Mr. Colbert, I have a few questions to ask you and then Mr. Dixon 
has some questions to ask you. 

First, Mr. Colbert, are your material costs affected by having to buy 
materials from other automobile manufacturers ? 

Mr. Corsert. Well 

Senator Krrauver. By way of background, you will recall that in 
1953 I was interested in, as a member of the Armed Services Com- 
mittee, among other things, in trying to see that there were two lines 
of production for the M-48 medium tanks. You were making me- 
dium tanks at Newark, Del., and General Motors was making them 
at Grand Blanc, Mich. And they had the heavy and light tanks also. 
In the bidding on the tanks at that time, you were $18 million under 
General Motors, and a breakdown showed that your labor costs were 
lower, that your overhead was lower, and your profit was just about 
the same. 

Mr. Slezak and others testified that you had to buy your transmis- 
sion from General Motors, that you bought from Delco your elee- 
trical equipment, and they summed up, as I remember, about 12 or 
1244 percent of the material costs that you purchased, that you had 
to buy from General Motors or subsidiaries and that they charged 
you more than they did their own company for these parts and that 
is the reason you lost. You were $18 million less on the tank bid. 
What is that situation ? 

Mr. Cotsert. Well, now, I do not know what Colonel Slezak testi- 
fied to but I will ask 
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Senator Kerauver. Not Colonel Slezak, he is an Assistant Secretary 
of the Army. He was not an officer. 

Mr. Corpert. I see. I do not know what Mr. Slezak testified to. 
I asked Mr. Misch to look into it. I asked you to look into it before, 
Frank, did you look into it ? 

Mr. Miscu. We cannot tell you what General Motors costs were 
in this tank bid. We had no reason to believe they charged us or 
tried to charge us for any particular items that they may have manu- 
factured from scratch more than they may have charged their own 
tank manufacturing division. 

In other words, we certainly have not any evidence that that is so. 

Senator Kerauver. That was the testimony before the committee 
by Mr. Slezak who examined the figures. For instance on a tank, 
your material cost was $17,720. Yours was $85,000, and theirs was 
$71,000, on a tank but your labor cost was a little less, your overhead 
cost was a little less, so that if your materials had been the same, 
you would have underbid them. And the reason given was that 
_ had to buy 12 or 12.5 percent of your supplies from General 

otors. 

Mr. Corzert. Did we give that reason, Senator ? 

Senator Keravver. A Mr. Troost from your company testified 
before the committee. 

Mr. Corzert. I do not think we gave that reason. 

Senator Keravuver. But that is the reason given by the Assistant 
Secretary of the Army. 

Mr. Cortzert. Certainly it was not given by us. 

Senator Kerauver. Do you use their automatic transmission? Did 
you buy it? 

Mr. Corzert. We did at that time in the tank. 

As I recall it, it was the only transmission available and we did 
use GM. 

Senator Kerauver. What parts do you now buy from General 
Motors ? 

Mr. Miscu. In our automobiles? 

Senator Keravver. Yes. 

Mr. Miscu. Practically none. 

Mr. Corsert. Practically none. 

Senator Kerauver. Are you in any patent pool with GM at the 
present time? 

Mr. Corzert. Nothing other than the AMA general pool and I do 
not know where that stands now. 

We do not have any patent pool that I know of with General 
Motors other than the AMA general patents pool and as I say I am 
not sure it even continued—lI think that was discontinued. 

Senator Kreravuver. They were about to sue you in 1955 allegin 
an infringement but they did not and some agreement was “ola 
into. What was that on? 

Mr. Cotzert. I don’t know. 

Senator Kerauver. What was that on, automatic transmission ? 

Mr. Iserman. If I may answer that, Senator, I think there was 
some discussion on the subject, I do not think they ever threatened to 
sue us. In any event, we did not pay them any royalties on it. 

Senator Keravuver. Can you tell us what patents you pooled to- 
gether or used together, Mr. Counsel ? 
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Mr. Iserman. It is my understanding that that pool is no longer 
in effect, and as far as I know we do not pay any royalties to General 
Motors on anything. 

Mr. Corzerr. On that AMA, if he is talking about the AMA patent 
pool, that was not General Motors—Chrysler; that was the whole 
automotive industry, everyone who belonged to the industry. 

Senator Keravuver. I am talking about the recent private settle- 
ment in September 1957 where your company and GM split their 
differences, made some settlement over the use of certain patents. 

Mr. Cousert. I do not know anything about that settlement. 

Mr. Iserman. Any information on that would be in the hands of 
the patents counsel and he is not here. 

Senator Kerauver. Was that on automatic transmission? It 
appears to have been. P 

r. Corpert. My recollection is there was some discussion on 
automatic transmission. 

Senator Kerauver. You have had a good deal to say about prices 
and I have asked the other companies this: Who in Chrysler arrives 
at the prices of your different lines of automobiles, Mr. Colbert? 

Mr. Prcdiies: Well, as I explained this morning, it starts out right 
from the time the automobiles are designed, but others—— 

Senator Keravuver. I know. 

Mr. Coxrsert. I understand. 

Senator Kerauver. Did you explain who arrived at it? If you 
did, I do not want to repeat the question. 

Mr. Coxzert. After each of the divisions has submitted its prices 
which is done by the president of the division, through the Admin- 
istrative Committee, which is a committee of eight men, the Admin- 
istrative Committee, this goes on for months, they hash, rehash, 
examine, reexamine. 

The final 3 men who pass on the results of the presidents of the 
divisions and the Administrative Committee’s result are myself, Mr. 
Misch and Mr. Row, who is our administrative vice president. He 
is not here today. 

Senator Kreravuver. Do you have a definite profit figure that you 
are trying to arrive at, that you take into consideration when you 
arrive at your prices? 

Mr. Corzert. We do not have a definite profit figure. 

All we know is our profits in recent years have been far too low and 
we are trying to improve them. 

Senator Keravuver. It has been testified here, 1 company, I believe, 
General Motors, set its prices on the basis of making 15 to 20 percent. 
Do you have any figure of that kind in your pricing structure? 

Mr. Cotserr. We do not, Mr. Chairman. 

Senator Krerauver. Then, it was testified by Mr. Reuther that, in 
support of his 25 percent wage bonus on profits of 10 percent before 
taxes, you had a system like that for your executives or for certain 
people in your management, is that true, and if so, what is it? 

Mr. Corpert. We have an incentive compensation plan for execu- 
tives which operates only after profits pass a certain amount. 

That has been explained in our proxy statements and the statements 
to stockholders and we will be glad to furnish you with a copy of 
the exact—exactly how it operates if you would like to see it. It is 
a detailed operation. 
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The material referred to may be found in the appendix on p. 3665.) 
enator Keravver. If you will do so, we will make it a part of this 
record. Does it start at 10 percent before taxes ? 

Mr. Corsert. When does the formula operate, Frank? 

Mr. Miscn. Five percent after seven percent on invested capital. 

Senator Kerauver. Five percent after seven percent? 

Mr. Miscx. On invested capital. 

Senator Kerauver. After taxes or before taxes? 

Mr. Miscu. Before taxes. 

Senator Kuravuver. Five percent on seven percent of invested capi- 
tal before taxes ? 

Mr. Miscu. That is correct. 

Senator Kerauver. And Mr. Reuther gave a figure of your salary 
and how much you earned, Mr. Colbert. I have forgotten exactly 
what he said. Do you want to state it for the record so we can have it? 

Mr. Corzert. You mean last year, 1957? 

Senator Keravver. That is a good year, I guess. 

Mr. Corzert. My salary, which is the same as it has been for sev- 
eral years, was $250,000 in 1957. Our incentive compensation for the 
year 1957 has not yet been determined. It will be in the next few 
weeks, but that still has not been determined. 

In 1956 my salary was $250,000. I earned no incentive compensa- 
tion. We did not make enough profits to have the plan operate. 

In 1955 my salary was $250,000 and my incentive compensation was 
approximately the same amount, about $250,000. 

enator Kerauver. How many people in your organization par- 
ticipate in your incentive compensation ? 

Mr. Cotzerr. How many people participated this year? 

Mr. Miscn. Incidentally, this is all in the record that we are going 
to leave here with you, Senator. 

Senator Krravver. Just tell me the number now. 

Mr. Miscu. Roughly in 1957 it will be 1,600 to 1,700 people. 

Mr. Corzertr. Around 1,700 people. 

Mr. Misc. All key people in the corporation. 

Senator Keravuver. What does it cost you to change a design? 
While we are on that subject, what do you consider the fundamental 
difference between a sce ee Bl employee participating in an incen- 
tive compensation plan and an administrative employee? 

Mr. Corzert. The production employees we have have bargaining 
arrangements with the UAW, and the other employees are not in any 
bargaining unit. 

Senator Keravuver. I mean morally and theoretically, what dif- 
ference do you see in them? 

Mr. Corsert. Well now, Senator, you are moving over into the 
bargaining area and we have a date with Mr. Reuther a little later 
on now and I prefer not to go into that. 

Senator Keravuver. Very well, I do not want to press you on that. 

Senator Dirksen. Could I ask one question there? 

Senator Kreravver. Senator Dirksen. 

Senator Dirxsen. I do not know whether you care to put it in the 
record or not, but it has always been of interest to me how much of 
that, 500,000 you keep and how much does Uncle Sam get? 

Mr. Cotpert. Senator, so help me I do not know offhand. Uncle 
Sam gets most of it but I do not know what the exact figures are. 
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It is very easy to determine if you look at the tax rate to see how 
much the tax is on $500,000. You get up to where he is taking 91 
cents out of every dollar. I get 9 and he gets 91 after you pass a 
certain amount. 

Senator Kerauver. You are glad to be up in that bracket, aren’t 
you, Mr. Colbert ? 

Mr. Cotpert. Yes; I am. 

Senator Krrauver. Do you also have a stock bonus plan? 

Mr. Cotpert. We have a stock option plan. 

Senator Keravver. What is that ? 

Mr. Cotzert. That is an option to buy stock. We put it in 4 or 5 
years ago at 95 percent of the market value of the stock on the date 
at which you receive the option, a total of 400,000 shares of Chrysler 
stock in there, reserved for approximately 100 individuals. Those 
were the regulations that we had to comply with, that we could only 
put a hundred people in, so we are limited by the rules and regula- 
tions down here, not our own wishes. 

Now under that stock option plan we have had 3 or 4 people exercise 
their options. Say if you had an option for a thousand shares you 
could take down 333 shares at the end of the first year, 333 the second 
year, and 333 the third year. In other words, you have to wait 3 years 
until you are able to take down all your stock. 

But we have not done well enough profitwise in our company in the 
last 3 or 4 years since we have had that plan to make it advantageous, 
so very few of those who are in the plan have exercised any of their 
options. 

In fact, the stock is so priced now and has been most of the time that 
the options have not been valuable. 

Senator Krrauver. But the option is for how many points less than 
the market value ? 

Mr. Corsert. I think 95 percent of the value of the stock on the 
date at which the option is issued to the optionee. 

Senator Kerauver. Have you exercised any option ? 

Mr. Cotsert. No, sir; I have not. 

Senator Keravuver. If you make anything out of exercising an 
option that way, you can treat it as a capital gain and pay 25 percent ? 

Mr. Corpert. That is my understanding. 

Senator Keravuver. All right, sir. How much does it cost you to 
change your design of your automobile from one year to the other, or 
do you have sometimes what you call a facelifting and at other times 
a real change of design ¢ 

Mr. Cotzert. It is around to the point now where you change models 
each year. You have to have a new car each year in our industry now 
to compete. How much it costs you depends on the extent of the 
changes, and so there is no way that you can just say this is how much 
it costs you to change models each year. It depends on the extent of 
the change you make. 

Senator Kreravuver. Take your last model. What did it cost you to 
change to your 1958 model ? 

Mr. Corzert. Well, now, you are getting into confidential figures, 
but I think Mr. Misch may have some information on this. 

Mr. Miscn. Actually, the figure that you used, Mr. Colbert, and 
we supplied you with it in various publicity, was $100 million, and 
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‘over the last 4 years we have averaged something over $200 million, 
det’s say, in the cost of bringing our new models to market. 

Senator Keravuver. You mean $200 million a year ? 

Mr. Miscu. That is correct. 

Senator Keravuver. General Motors said it cost them $500 million 
and Ford, as I remember, said it cost them $350 or $375 million. 

Mr. Miscu. I am taking the average of the last 4 years. 

Senator Keravuver. You are taking the average of the last 4 years? 

Mr. Miscx. It has cost us something over $200 million average for 
each of those years. 

Senator Kreravuver. Gentlemen, frankly, since you can spread your 
costs of a model change over a fewer number of cars, as can General 
Motors or Ford, without these radical model changes every year, 
wouldn’t you, and also the consumer, be better off? I do not mean 
that you should not make changes for technological improvements or 
even maybe to be a little more appealing but you have these radical 
changes almost every year. Aren’t you forced into that rather than 
wanting to go into it? 

Mr. Corzert. Well, there were times when we did not change as 
often as we do now. That is governed by the consumer again, and if 
you get around to the point where the American consumer wanted 
to keep his same car and wanted it to be the same as it was last year, 
you might go a longer number of years. But if you go into the same 
car year after year when General Motors or Ford or both of them 
are changing to new cars each year, you’d pretty soon be out of busi- 
ness. They’d get the business, because the people buy in this coun- 
try—I do not know how long they will continue to do it, but up to 
this time there is a terrific demand for a new car every year on the 
part of the American consumer, 

Senator Keravuver. You might be interested to know that Dr. Nor- 
ris, a splendid economist from Connecticut College, which Mr. Cur- 
tice’s daughter attends, made a survey to the effect that people 
wanted good buys. They wanted economical cars, bargains, and many 
of them did not want a lot of the things that they actually got in the 
new cars. Have you seen that study? 

Mr. Corzert. No, sir: I have not seen that, sir. We have researches 
running all the time. They never stop, and sometimes we have more 
than one company do it, in addition to our own people in our own 
organization. 

According to research, a big segment of the American public—it 
depends on where you go, too. You do not want to just go to the 
people who are connected with Connecticut College or whatever school 
you are talking about, a few hundred or 1,000 or 2,000 people. You 
want to go to 50,000, a hundred thousand, or a half million people in 
the United States, and all I can say is up to this point the fellow 
who comes out with a new automobile every year gets the business, 
and you try to ride with the same car for 2 or 3 years and I do not 
know what would happen to you. 

Senator Keravuver, Senator Dirksen. 

Senator Dimxsen. Could one buy a stripped-down car if he so 
desired ? 

Mr. Corzertr. I was going to speak to that point that the chairman 
raised here yesterday. There are cars in all of our lines that you can 
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t without a lot of the optional equipment on them, that the public 
shows they want now. But the thing about it, even in your Sepent 
priced cars, in your Plymouth and your Ford and your Chevrolet 
today, the demand is for the cars with most of the—if you want to 
call them—frills on them. That is what the American public wants. 

Senator Dirksen. As a guess, what percentage of car buyers do 
buy a stripped-down car? 

Mr. Cotzert. Now I do not have that figure. What percentage do 
buy cars? You mean our lowest priced Plymouth car, percentage of 
our sales? 

Senator Dirksen. Yes, without what this lady from Connecticut 
College calls “fancification.” 

Mr. Fianerry. I have some figures based upon the 1957 model 
year Plymouth factory shipments to dealers. We have three lines of 
cars. In the Plymouth, we have the Plaza, Savoy, and Belvedere 
lines from the less expensive to the more expensive. 

The breakdown in total: Plaza was 19 percent, Savoy was 42 per- 
cent, and Belvedere was 40 percent. 

In terms of the simplest of the cars, the 2-door sedan 6-cylinder in 
the Plaza line or the total, I should say, 6-cylinder 2-door sedan, 
8 percent of the total. 

Senator Dirksen. Bought a stripped-down car. 

Mr. Fuianerty. That is the nearest thing to what I think you are 
referring to, Senator Dirksen. 

Mr. Corzert. In other words, over 90 percent of the American buy- 
ing public in the low-priced field takes the more expensive model of 
the lowest-priced car. 

Senator Krerauver. In 1957 you spent $200 million, on an average, 
changing tools. That would ‘ $170 a car. That is a pretty sub- 
stantial item throughout the whole automobile industry. 

I do not particularly want you to comment on it, but you have been 
making quite a point about all the money being in circulation. The 
American Bankers Association reported that delinquencies are up on 
time payments. This is in their report for the quarter ending Octo- 
ber 31. I do not know if you have seen it. Has that been called to 
your attention ? 

Mr. Corpert. Yes, sir; it is in the same breath when I said this 
morning about the money, that I am told by bankers and by Mr. 
Flaherty, that is available in the banks and savings banks. 

I said there are a large number of unemployed, so the two things 
are not inconsistent. 

Still a great many people have a great deal of money. 

Senator Kerauver. It says more than 30 percent of the areas re- 
porting are experiencing an unusual increase of automobile reposses- 
sions and more than, 40 percent of the dealers reported a rise in de- 
linquencies, which would seem to indicate that if they have the money 
they are even holding on to it to the point of letting their cars get 
repossessed. 

Mr. Coxsert. That report I have not seen. 

Senator Keravver. It is unusual. We will make this a part of the 
record and furnish it to you, and let you read it if you want to com- 
ment on it. 

This will be committee exhibit 36. 
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(The article referred to may be found in the appendix on p. 3723.) 

Senator Keravuver. Finally, in a list of the articles you make, the 
only item I saw that was not directly related to the automobile busi- 
ness was Chrysler air conditioning, Airtemp. 

Mr. Coxpert. anna 9 

Senator Keravver. That is not a big part of your business? 

Mr. Corzert. It is a substantial division, yes, sir. 

There are a couple thousand or so employees. 

Senator Kerauver. What is your general feeling, Mr. Colbert, 


_ about you and the automobile business being in the air-conditioning 


business, although you are not as bad by any means, or it does not 
represent as big an amount as General Neuer by any means. Is that 
in your opinion a healthy situation ? 

Mr. Corzert. Yes, sir; if you can—we got into the air-conditioning 
business over 20 years ago at a time when air-conditioning was just 
owing, beginning to be thought of in this country. It is a ver 
ast-growing industry, and our air-conditioning business is good, 

we have developed a good unit. 

We are equipping a number of major office buildings around the 
country as well as cas and other store equipment and it is a good 
business to be in and it is a growing business and we are glad to be 
in it. 

Senator Kerauver. Maybe as one business it is fine. 

But the possible evil I saw, or that occurred to me, was if an indus- 
try was in several other businesses outside of its main line of business, 
that gives it a chance to cut prices or profits in one particular area 
to give maybe unfair competition to somebody else in that industry 
while making it up in their other businesses and coming out on an 
average very well. If you would rather not comment on it as a 
hypothetical basis, I won’t pressure you. 

Mr. Corsert. All I can say so far as our Airtempt business is con- 
cerned, it is not of sufficient volume—the profits are not—to transfer 
from one to the other. 

Senator Kerauver. You wish it were. What part of the air-con- 
ditioning business do you have ? 

Mr. Cotpert. What are the percentages of it? 

I think we are third or fourth in the industry, I am not sure. 

Senator Keravver. Do you know what percentage it is? 

Mr. Corzert. I do not. 

Mr. Miscu. There are many, many companies in that business 
and I question whether there are good statistics on it, Senator. 

Senator Kerauver. Mr. Dixon has some questions he wished to 
ask you. 

Mr. Drxon. Mr. Colbert, the Seventh Circuit Court of Appeals 
judiciously recognized that General Motors was in a dominant po- 
sition in the auto industry. In 1941, if you will look at that chart 
over to the left, General Motors had 47.55 of the business, you had 
23.70 of the business, Ford had 18.86 and the independents had 9.89. 

We tried to bring that chart up to date for the last month of 1957, 
and of course it is not on registered sales but it is on production and 
General Motors has about 56 percent, Ford has about 25, you appear 
to have about 13 or 14 and the independents have the 3 or 4 percent 
that is left. 
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I know when the court made this determination they only 
made it on the automobile business. But I think I will just read a 
little paragraph to graphically illustrate what you must face when 
you have to decide how to _— your product. In this I take the case 
of a kind of a hypothetical young captain in the Army. We will say 
he awakened this morning and he had been sleeping between sheets 
that were washed, dried, and ironed by General Motors equipment. 
He took a shower that was produced by General Motors hot water. 
He had a breakfast on bacon kept in a General Motors refrigerator, 
he cooked on a General Motors stove. He was enjoying the comforts 
of his home because it was heated by a General Motors furnace. He 

ot in an automobile made by General Motors. He even had a cigarette 
fighter on the car produced by General Motors. The car is his own 
now but the purchase was financed by one of its subsidiaries and he 
was insured with another one. He boarded the train and that train 
was pulled by a General Motors diesel, and he was transported down 
to the ordnance depot by General Motors bus. During the day he 
inspected a cannon that was made by General Motors and it was in 
a tank that was also made by them. 

If he were sent to another city, he might travel in a plane with a 
General Motors motor in it. If he goes to a movie this afternoon he 
will enjoy air conditioning that also was made by General Motors. 
Tf he happens to be a seagoing officer or he gets ordered to sea, he 
would use an entirely different set of General Motors motors equip- 
ment because they make diesels and motors that go into these gigantic 
ships. If he just reverted to being a little boy tomorrow, he could 
get on a bicycle that was equipped with a brake made by General 
Motors. 

I think that kind of graphically illustrates how General Motors 
affects our lives every day in this country. 

I have sat very patiently and listened to you describe how you 
priced your product. Do you agree with the Seventh Circuit Court 
of Appeals that General Motors is in a dominant position in the 
automobile industry? Do you agree with that? 

Mr. Coxsert. I do not know what the circuit court of appeals case 
is you are talking about. 

If I ever heard of it before I have forgotten it. All I can tell you 
is that, as to General Motors, this man that you just described here 
seems to me to be having a pretty full life. 

Mr. Dixon. Yes, a full day. 

Mr. Corzert. A full day and a very comfortable day. 

Mr. Drxon. Yes. 

Mr. Corzert. And I am assuming all of these products were bought 
under competitive prices and that they all work well. If that is true, 
what is wrong with this man spending his day with General Motors? 

Mr. Drxon. I do not take issue, sir, with the fact that I bought those 
at competitive prices. I just pointed out how graphically important 
General Motors is to the everyday existence, how an ordinary human 
being comes into contact in his life with what General Motors makes. 

Mr. Corzerr. Is that bad ? 

Mr. Drxon. I did not say that was bad, sir. 

I asked you did you agree that General Motors is the biggest pro- 


ducer in volume in the automobile industry. There is no question 
about that. 
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Mr. Corzert. I do not know what the word “dominant” means but 
I do not think General Motors is doing in the automobile industry 
what they did not earn the right to do. 

Mr. Dixon. Would you look to the chart, sir, over there? 

Mr. Corpert. Yes. 

Mr. Dixon. As of this day, they are enjoying, so far as production 
is concerned for the past months, they produced 56 percent of all the 
automobiles that were produced and you produced about 13 or 14 
percent. So far as you are concerned, you would say they were ina 

ominant position, would you not? 

Mr. Corsert. I would not. 

Mr. Drxon. You would not say that ? 

Mr. Corser. No, look at last year’s chart. 

Look at the whole year last year. We were up there with 19.5 per- 
cent last year, and we were down there with 13.1, 4 or 5 years ago. 
Why do you assume—your figure is incorrect, it should be 15 for Janu- 
ary, but 1 month, 1 swallow, does not make a summer. 

ok at it 2 or 3 or 5 years from now after we do some of the other 
things we have in mind doing to them. 

Mr. Drxon. I certainly hope you are successful; we'll all be better 
off if you are that successful. In fact, I think the very nature of these 
hearings is to try to see to it that competition does not pass out of this 
oo. What I want to ask you about is, you and this small group 

ave had to arrive at the price for your automobile as you had to in 
your 1958 model car—you certainly must have had to take into ac- 
count—did you know what General Motors was going to charge for 
their car? 

Mr. Corzerr. Absolutely not, as I told that this morning. 

It is one of the considerations. 

Mr. Dixon. Had they reduced their price, would it have been abso- 
lutely necessary for you to have reduced your price ? 

Mr. Corsert. I think it probably would have. 

Mr. Drxon. They raised their price. Was it necessary for you to 
raise yours substantially on the same basis that they did ? 

Mr. Corsert. We raised ours based on what our costs showed us we 
had to get for this year’s automobile, considering all other factors, 
including what we thought the market would be this year, what the 
public would pay for automobiles, and also what we thought General 
Motors, Ford, and American Motors would charge for their cars. 

Mr. Dixon. If General Motors raised their prices, say, $200 more 
than they did, would you have raised yours to that level ? 

Mr. Corzert. They did not do that so that is a hypothetical question 
I cannot answer. 

Mr. Drxon. We have put in the record here, sir, a comparison of the 
prices over a period of years, and they appear to be subetuntiallyct 
won’t call them identical—they are substantially comparative. You 
explained that, I believe, to the committee. Do you have any other 
explanation as to why, say, from 1955, 1956, 1957, and 1958, during 
those model years the price of a given automobile was increased every 
one of those years ? 

Mr. Corzert. The costs went up every one of those years. 

Mr. Drxon. Every one of those years? 

Mr. Corzert. Right. 
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Mr. Drxon. Your costs are not identical with theirs, are they, Mr. 
Colbert ? 

Mr. Corzert. I wouldn’t say they’re identical, but the major cost of 
an automobile is labor and these labor costs are jumping every year. 
They have never been down since 1933. They have always been up, 
up, up. 

Por. Drxon. When General Motors raised their prices, you raised 
yours. Just a casual glance at this exhibit shows that your raise was 
always approximately in the same amount that theirs was. 

Mr. Cotzert. If that is what it shows, that is what it shows, but as I 
explained to you this morning, when you get right down to pricing 
automobiles, you have got to price them competitively. If you don’t, 
you will go out of business. 

Mr. Drxon. Let me try to give you the setting of these hearings a 
little bit more. There seems to be some little understanding about 
that. We have depended, Mr. Colbert, all these years, since 1890, upon 
our so-called antitrust laws guaranteeing to the American public that 
there would be competition in our great businesses in this country. 
We have also depended upon that law to keep great monopolies from 
coming into existence. 

Mr. Corpert. Yes. 

Mr. Drxon. And from continuing. Now these laws have been inter- 
preted by our high court, starting with section 2 of the Sherman Act, 
the act against monopolies, that big business as such is not wrong and 
does not violate that particular section, that there must be some trans- 
gression or an equal purpose of the big enterprise. 

I point to that chart over there. Ceasers Motors has progressively 
grown larger until they have 56 percent. Under our laws today there 
is nothing illegal about them having 56 percent. In fact, it might be 
said by some that if you disappeared from the market and they had 
your 13 percent or 14 percent added to that, they would have, say 69 
percent, and some would say that still is not dangerous or violative of 
the law. 

With the law being as it is with respect to monopolies now, we will 
have to turn to competition of price. You answered the question of 
one of the Senators here and you said, “Certainly we do not discuss 
our price with our competitors. We set them independently.” 

Mr. Corzert. Right. 

Mr. Drxon. As you set these prices, if you had met in 1955, 1956, 
1957, and 1958, and you had agreed that that would be the compar- 
ative prices that you would charge, had that fact been discovered by 
the Government, you would have violated the Sherman Act or the 
Federal Trade Commission Act and you would have been found 
guilty probably. However, the thing that is facing the country to- 
day in the automotive industry is that those prices are the same, 
whether you meet or not. 

Now I ask you this question: Is the reason your prices are set com- 
paratively identical or similar to those of General Motors and Ford, 
is it because you must realistically live with them forever present, 
not only with the tremendous power that General Motors has in 
the automotive industry, but in all of the other economic power that 
they have because of the other businesses they are in, is that the 
reason thta you choose to follow their lead rather than to charge 
higher prices or lower prices? 

22805—58—pt. 6——46 
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Mr. Coxsert. Well, you have made 2 or 3 assumptions with which 
I do not agree, Mr. Dixon, in your statement there, but I won’t try to 
point them out to you. 

But the basic conclusion which you draw is incorrect. We do not 
follow General Motor’s lead. As many times as they lead the price, 
we lead in price, and the thing that I have tried to make clear to you, 
these prices are not set by these three. You keep talking about “You 
set your a. These prices are arrived at after many years of 
very tough, hard competition during which thousands of guys fell 
by the wayside. These prices are not set. They are something ar- 
rived at by just hard, diligent work, and everybody squeezing every 
penny he can out of the cost of his automobiles. 

You say, “How can you price as close to them as you do with your 
volume as low as it is comparatively?” The answer to that is we do 
not make as good profits as they do. We do not make as good profits 
as we should make. We have got to do better. We are going to do 
better. But as far as my fearing General Motors because they got 
56 percent of the business in January, and we’ve got 15, that does 
not worry mea bit. All I want is just to be left alone to generate 
and have with me a staff of people the kind of which we have in the 
making and with us here now in Chrysler, and let us compete with 
them on the same kind of basis vencrdiine else in this country grew. 

You say you do not find anything wrong with your illustration of 
the Army captain. I do not find a single thing wrong with that. 
You say it is not illegal. I do not think it is immoral, I do not think 
is is bad. I think it is probably pretty good. Now if we and Ford 
and other people cannot take a part of that business away from 
General Motors, that is our problem, not theirs, so long as they run 
their business on a good sound basis the way I believe they have 
been running it in the years I have observed them, and I have ob- 
served them for about 20 or 25 years. 

Mr. Dixon. General Motors testified here that in addition to their 
costs and everything that they had to take into account, like you must 
have to take into account, when they came to the ultimate decision of 
price that they would charge, they would set a price where they figured 
to get 15 to 20 percent profit. That was General Motors. They set 
that price. Do you enjoy that privilege? 

Mr. Corpert. No, sir; I thought I made that clear before, that we 
are not making as good profits as we should in Chrysler Corp. We 
do not have that 15 percent that has been spoken of here. I wish we 
did earn that much, but we do not have any objective saying that we 
have got to earn this much. All I say is we have got an objective 
that we must do better, and we will do better. 

Mr. Drxon. In your quest of doing better, not being able to arbi- 
trarily build in a desired 15 or 20 percent profit to you upon your 
costs, not having that ability, then General Motors having already done 
that for you, if you set your price right up where they are, you at 
least enjoy that much profit ; is that not right, sir ? 

Mr. Paeee Well, we set our price as high as we can consistent 
with what we think the market will stand, what the consumer will pay, 
considering what our competitors price their cars at. Those are the 
two final things you arrive at. 

After you have been through, got your costs down all you can, 
you look at what your competitors’ products are, and it is not what 
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they set it, but what they arrived at, and you estimate what their new 
price is going to be. Maybe they are wrong. One year 3 or 4 years 
ago, when we were first, we were too low on our prices, but we did 
not raise them. 

Mr. Dixon. Were your prices higher or lower ? 

Mr. Corserr. Our prices did not go up as much as General Motors’ 
prices went up. It didn’t help our volume. I think it was the year 
1956. In fact, our volume fell back some. But I do not know how 
it would have affected the business if we raised it as much or more 
than General Motors did. We priced ahead of them. 

Mr. Dixon. In the past few years, can you tell us any year when 
your prices were any lower than General Motors’ products on any 
model that you sold ? 

Mr. Corsert. I cannot, because that is not true. How in the world 
you expect us to sell a Plymouth automobile with the volume we have, 
compared with Chevrolet, with the volume of Chevrolet 

Mr. Drxon. I do not. Because I think that is the problem of that 
dominant member of that industry. 

Mr. Cotzert. We put more quality into our cars; we build a better 
automobile; we give a more and therefore we can charge him more, 
but we have got to hold it in just as narrow limits as we can. 

Mr. Drxon. Do you think that it is desirable here in America to 
have an industry such as the automobile industry where the dominant 
member arbitrarily sets the profits that they want and that sets the 
pattern of the industry ? 

Mr. Corpertr. I do not know about that. I say we have no figure 
of 15 percent, so I don’t know what General Motors sets their figures 
at. I never heard of it until you developed it in this hearing or 
someone told me it was in Mr. Curtice’s testimony. 

Mr. Dixon. I assure you he said that, sir. 

Now you must buy a great deal of supplies from a lot of different 
organizations. 

Mr. Coxsert. Eleven thousand, sir. 

Mr. Drxon. Eleven thousand. 

Did you ever find it necessary to loan money to any of those sup- 
pliers ¢ 

Mr. Corpert. Well, the only one I know of, and there may be others, 
but Mr. Lloyd, our purchasing man, is here. But the only arrange- 
ment I know of where we loaned money to a supplier was back in the 
days of the steel shortage when we could not get steel. We made an 
arrangement with one of the steel companies, Pittsburgh Steel, one 
of the small companies. 

The president of the company came to me and said if we would loan 
him 7 or 8 million dollars he would furnish us a certain amount of 
steel over a period of time and I believe that money is all paid back 
now, the $8 million, or substantially all paid back. It may be a mil- 
lion or so, the last time I looked at it. 

I believe it was a million or two. That is the only arrangement. 
Frank, do you know of any others? 

Mr. Miscn. There are no others, Tex, but I think we ought to get 
in the record here that Pittsburgh Steel wanted $10 million and they 
got $2 million from Packard and $8 million from us. 

Mr. Drxon. How much steel did you get? 

Mr. Miscu. I cannot tell you. 
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Mr. Dixon. Did you get a preference ? 

Mr. Corsert. You bet. It was a very good arrangement for Pitts- 
burgh Steel ; it kept them in business; bs were having a tough time, 
and also it worked out to be a good arrangement for us. How much 
we got, I do not know. 

Mr. Drxon. Did you get any preference on selling any of your prod- 
ucts to them ? 

Mr. Coxperr. No, sir, I do not think they are substantial purchasers 
of automobiles. 

Mr. Drxon. I was looking at your 30th annual report, 1954, on page 
22, and I notice that under “Investments, and other assets,” you have 
a notation, “Investments in dealer enterprise, dealerships at cost,” 
one-million-and-some-odd dollars. 

Mr. Corzerr. Yes, that is where we have an open point in a dealer- 
ship, and are not able to find a dealer who qualifies under our quality 
dealer program. We make an arrangement with a man whom we can 
find in that area who would like to qualify, but does not have the 
money. We put up as much, I think, as 75 percent of the money and 
he puts up 25 percent. 

He subsequently buys out the business. 

Mr. Dixon. That is a means of developing and keeping healthy a 
strong dealership. 

Mr. Corzert. Right, sir. 

Mr. Dixon. That is most important in this business, isn’t it? 

Mr. Coxpert. It certainly is. 

Mr. Drxon. That is one of the troubles Mr. Kaiser had ¢ 

Mr. Corzert. I do not know what Mr. Kaiser’s troubles were. 

Mr. Drxon. It would take some time to develop a good, strong, 
healthy dealership, would it not ? 

Mr. Corser. Yes, sir. 

Mr. Drxon. I believe you said you had about 9,000 dealers ? 

Mr. Corpert. 8,750; in the neighborhood of 9,000; yes, sir. 

Mr. Drxon. Do you allow any of those dealers to handle anybody 
else’s product ? 

Mr. Corpert. Yes, sir. 

We do not have the exclusive dealer agreement. They can handle 
other cars. 

Mr. Dixon. They can? 

Mr. Corsert. They can and they do, a number of them do. Some 
of them handle—— 

Mr. Dixon. Do you know of any that handle a comparable com- 
petitive car? 

Mr. Corzert. Yes, sir, we have some dealers who handle General 
Motors cars as well as Chrysler cars, comparable competitive ones. 
We have some that handle Ford as well as ours. 

Mr. Drxon. You mean you would have a Plymouth dealer handle 
a Ford car, is that what you are saying? 

Mr. Coxpert. I can think of 2 or 3 situations, yes, sir, where they 
handle both our Plymouth car 





Mr. Drxon. Out of 9,000, you can think of 2 or 3? 
Mr. Corezert. I can think of 2 or 3—but there must be more than 
that. 
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I said I can think of 2 or 3. We do not—they do not handle them 
in the same location. They handle them in a different location but 
the exact number handling the cars I do not know. 

Mr. Dixon. You mean maybe if a dealer would have two separate 
businesses ? 

Mr. Coxrzert. That is right. 

He may have a Ford dealership here with his name on it, and he 
may have a Plymouth dealership over there with his name on it. 

Mr. Drxon. Do you allow any of them to handle the foreign 
automobiles ? 

Mr. Corpert. Yes, sir. We have no prohibition on that and we 
have a number of them. 

Mr. Dixon. Do you have any of them that handle cars of American 
Motors ? 

Mr. Cotpert. Yes, sir; we do have some. I do not know offhand. 
seas I am reasonably sure we have got some dealers with American 

otors. 

Senator Dirxsen. Mr. Colbert—do you mind? Mr. Colbert, I do 
not want to get away from that Army captain who is leading this 
very distressed life living with some GM products and I just got to 
thinking about him if he got to living over in Great Britain. You 
see, he would wake up in a house in the morning where the cement was 
manufactured by a government plant, and then he would get some 
food that was produced by a farm that was completely subsidized by 
a government. Then he would go on a train and go uptown to wor 
and the train is operated by the government. He may be working 
for the government himself up there, for all I know, and then if he 
put in a telephone call it would be over a government line. If he could 
eeeenate it, or if he sent a telegram, it would be over a government 

ine. 

If he got a toothache that day and had to go to a doctor, it would 
be a doctor under socialized medicine who gets his pay out of the 
British Treasury and I think I can think of just all sorts of difficult 
situations in the circumstances. 

I am not so sure that Army captain, after he got a taste of that 
probably, would come back here and decide it would not be too bad 
to live with some General Motors problem. 

What do you think? 

Mr. Cotpert. There is no question in my mind about which choice 
he would take. 

Senator Wirey. Another illustration we have, of course, of what you 
might call a tendency toward monopoly is a legal monopoly; in a 
city the same concern furnishes the electric light, it furnishes the gas 
to do the cooking, and they have a store and send you the appliances 
that you need, and so forth and so on. It is all to the benefit of the 
consuming public, but we tolerate that. 

In your case there has been mentioned General Motors. If there is 
anything detrimental to the rights of the consumer, that is what I am 
interested in, whether the consumer has been compelled to do things 
contrary to his wishes in this free America, whether he is prohibited 
from buying the competing article, that is all a part of this thing we 
are investigating. If there is someone that uses the big stick on him 
and tells him “You have got to do so and so,” that is important, but that 
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was not in that equation. That was simply this: That through effi- 
ciency and overall exigency, someone got the benefit of probably the 
best: prices. 

Senator Keravuver. For the record, I would like to put in about 
two-thirds of a page from this book on the life story of Henry Ford, 
which describes some of the early dealings between Ford and Chevrolet 
and Chrysler and other companies. 

(The material referred to follows :) 


| 
The battle between the two giants, General Motors and Ford, would have been 
| 
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bitter enough had they stood alone ; but Walter Chrysler’s improved Plymouth car 
soon heightened the competition. As we have seen, Chrysler introduced the 
Plymouth in the summer of 1928, built a factory which by the following May was 
| producing a thousand cars daily, and in 1929 sold 87,500 of the model. Ata 
new engineering building in Highland Park, Fred M. Zeder and his technicians 
meanwhile toiled to make the Plymouth better. They used the best appliances 
and most expert knowledge of the day. 
“No one,” said Zeder, “will question the infinite superiority of present-day 
scientific methods over the hit-and-miss, trial-and-error methods of the past.” 
The Chrysler plants were remodeled for cheaper production and lower prices, 
so that they were able slowly to pull out of the market stagnation which was 
destroying the weaker independents. When in March 1930, Chrysler announced 
sweeping price reductions, it was evident that he might become formidable. The 
four chief low-priced cars stood that spring in fairly close proximity: 
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Plymouth Ford Chevrolet | Willys-Over- 
land Whippet 
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The gap between the Ford and its pursuers was narrowing, and both Chevrolet 
and Plymouth clearly intended to set a hot pace. When a new and larger Chev- 
rolet for 1931 was announced, the reductions ranged from $20 to $60 according to 
type. Moreover, the Chevrolet by that time had won a reputation for automotive 
engineering distinctly more advanced that that of the Model A. Its engineers 
were about to bring in free wheeling (introduced by the Studebaker in 1930) and 
synchromesh transmission, with more powerful engines and higher speed. But 
the most striking development in the low-priced market in 1931 was the entrance 
of a new Plymouth, with eight body styles ranging in price from $535 to $645. 
It was an automobile to arrest wide attention. A genuine new car, the prod- 
uct of $214 million spent on research and retooling, it made free wheeling for the 
first time standard in the low-priced field. Its wheelbase of 110 inches was 6.5 
inches longer than the Ford’s; it had a double drop frame and constant mesh 
transmission; and above all, it boasted of “floating power,” a 2-point rubber 
engine-mounting that reduced motor vibration and enhanced the value of the ‘ 
remarkably efficient 4-cylinder engine. In price, the Plymouth was rather the , 
competitor of the Chevrolet than the Ford, but its mechanical innovations 
attracted many who were willing to pay an extra hundred dollars for the new 
features. 


a eee 2h hk tee ff em LS hee a oe oe a a 


Pe tet Oeec eelCURU ee 


Senator Keravuver. I think a very good way to explain what we ; 
have been trying to get at is to say in conclusion that the questions 
asked you by Senator Dirksen about the Army captain, whether he had 
been in England, let me say, we all agree that we do not want the state 
to be handling everything or a great many things like they do over 
there, although I do not want anyone to think we are disparaging our 
good British friends. They are good allies of ours, but that is the 
kind of thing that we are trying to prevent here in this country. Part 
of the reason why industries have been socialized in England is that 
there was a monopoly, and the Government stepped in. That has 
happened in other countries and we do not want it to happen here in 
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the United States. That is the reason we hope that your competition 
is going to be live and vital and that you will be a success. We like 
your enthusiasm about wanting to make your company better. Wedo 
not want business to be so monopolized that the state steps in and takes 
over so resulting in a situation that Senator Dirksen has described in 
England. 

Senator Dimxsen. I forgot, Mr. Colbert, to say he came home, he 
saw television that would be run by the Government, radio to be run 
by the Government. You do not have to listen and you do not have 
to look and you can get along without it. 

Senator Keravver. I think it should be said to the credit of the 
British, they have started an independent private enterprise station 
on television. It is going very well, which proves that private in- 
dustry, if it does compete, is the best and that is what we want in this 
country and that is the reason for these hearings. 

Senator Winey. When Mr. Reuther testified, I understand that 
there is no argument on his part that he wanted any of you 3 or 4 
corporations to be dismembered. He made no such argument as 
that. What he wants is what he thinks is a more equitable share of 
the earnings and he has put forth his proposition, but I think it should 
be told so that the people in the country who are getting news re- 
ports on this, that labor itself seems to be pretty well satisfied with 
what you might call the economics of the situation, with this one 
difference: They feel that they are not getting their equitable share 
and so forth. When we entered into that, he recognized that the 

roductivity of your company is due to many things, among which 
is the ability in management, the capital invested, but above all, the 
American way of life which provides the great opportunity and that 
the average citizen has a hand in your prosperity, and so we inquired 
as to the relative wages and it was demonstrated that the wages paid 
by the automobile companies were higher than the wages paid in 
equivalent industries. 

Consequently, while we have nothing to do with your collective 
bargaining with Reuther, it is only right that the American people be 
acquainted with the basic facts involved. We do have something to 
do with seeing whether or not there is any purpose on our part; it 
is our business to see whether there is any remedy to the present de- 
pression, whether you people are to blame. It has been inferred, I 
suppose, that you were, that prices and so forth had something to 
do with it. I do not think that there has been any demonstration to 
that effect. 

I got a letter this afternoon from someone back in my State com- 
plaining about conditions in the community. I could not help but 
write back and say that I have seen in my young life, starting way 
back in 1892, depressions in this country, and I know—and on this 
I am coming to the question, I know that if you overproduce in ac- 
cordance with the demand—we have it in the farm industry and I 
know all about that, being an operator of a farm. I know that I can- 
not even get the cost of production out of what I produce, but we have 
not been able to find any remedy yet, that is, any economic remedy. 
We have applied palliatives. The question is, if we take steps that 
will disrupt this automobile industry and put them out of labor, 
whether we are adding to the economic health of this country. 
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I personally feel that we would not be doing just that, and I 
haven’t so far found from all the testimony that I have heard, and 
I want to say it publicly, I haven’t found that there is part of what 
has been suggested, a Hitler attitude, a dominant overriding auto- 
cratic attitude in these three auto companies ri Srey : 

I do find that you have produced automobiles that are probably 
the best in the world, at a comparably cheapest price. And I find 
this: That if you were to reduce the price and go into a cut-throat 
competition, you would put out of business the little factory we have 
got in our State, American Motors. You probably would put out of 
employment thousands and thousands of people. You would also 
injure the stockholders’ rights in the property, and all that to me is 
something that we as representatives of the four parties—labor, 
management, the buyer, and the public—we represent all of them, 
we've got to give real earnest consideration to them all. To me that is 
the problem in a nutshell. 

I want to say just one other thing. 

Senator Dirksen brought out that we had appropriated funds for 
this meeting. I want it clearly to appear that none of you people 
have been subpenaed or paid any witness fees, is that right? 

j Mr. Corzert. We have not been subpenaed or paid any witness 
ees. 

Senator Witey. Nor any of your expenses paid ? 

Mr. Cotzert. No, sir. 

Senator Wirey. You are here voluntarily ? 

Mr. Cotpert. Yes, sir. 

Senator Wirey. That is all. 

Senator Dirksen. I was glad to hear from my friend from what he 
alleges to be the world’s greatest dairy State, which is a matter of 
real solicitude with him, because I noticed the Farm Journal just 
last week announced the first results of its poll. It has a circulation 
of 3,400,000, and out of the first 4,000 tallies taken, 50 percent of the 
farmers voted to get the Government out of the farming business. 

I just suggest it because I think of Mr. Reuther’s proposal which 
would simply put the Government deeper into business and I do not 
share that view at all. 

Senator Witey. But if we could get the American people to con- 
suming more milk and butter and cheese by a vote or by a mandate, 
we would do that very quickly. 

Senator Keravuver. Mr. Colbert and gentlemen, we are very grate- 
ful for your appearance and presentation here. We want to thank 
you for the information you have presented to the committee. 

I hope and feel that with the information coming from these hear- 
ings to the Members of Congress and the public, we can add some- 
thing to the knowledge about the automobile industry and the prob- 
lems that you have, the problems that the people have, the problems 
that we here in Congress have, in connection with laws that apply to 
you and to other industries. 

Thank you very much for your appearance. 

Mr. Corsert. Thank you, Mr. Chairman, and thank you, gentle- 
men. 

(Whereupon, at 5:05 p. m. the committee was recessed, to reconvene 
at 10 a. m., Friday, February 7, 1958.) 
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FRIDAY, FEBRUARY 7, 1958 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Carroll. 
Langer, Dirksen, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Dr. John M. Blair, chief economist; Peter N. 
Chumbris, minority counsel; Carlile Bolton-Smith, counsel to Senator 
Wiley; Horace L. Flurry, assistant counsel; Dr. E. Wayles Browne, 
Jr., economist; Dr. Irene Till, economist; Peter Posmantur, attorney; 
Thomas B. Collins, staff member, Committee on the Judiciary. 

Senator Kerauver. The committee will come to order. Before 
starting our hearing and before calling upon Senator Wiley to intro- 
duce a distinguished constitutent, I am going to place in the record 
as committee exhibit 37 an article from Business Week of January 11, 
1958, with reference to American Motors Corp. and its experience, 
some words of a complimentary nature about Mr. Romney, and about 
the automobiles American Motors makes. 

(The article referred to may be found in the appendix on p. 3782.) 

Senator Kerauver. Also an article of January 13 from the New 
York Times with reference to American Motors lowering its overhead, 
which will be committee exhibit 38. 

(The article referred to may be found in the appendix on p. 3782.) 

Senator Kerauver. Senator Wiley, we will call on you at this time. 

Senator Witey. Mr. Chairman, I feel privileged to make a few 
introductory remarks about this young, enterprising, and good-looking 
American, who was born in Mexico, educated in Utah and the business 
life, educated in Government life and now is at the head of American 
Motors. I am happy to see that George Romney has associated with 
him also men of “oomph”; folks that can put into being new ideas, can 
couple them up with salesmanship that results in profit and success. 

Of course, I am exceedingly happy to welcome you folks here— 
George Romney, J. J. Timpy, Edward L. Cushman, and Richard 
Cross. You are part of a team that is demonstrating that you do not 
have to be overly large to get things done, if you have the right kind 
of ideas. I am sure that everybody joins with me in wishing for you 
the best of success. 

I notice in a clipping I have here that your profits were $4.9 million, 
reported by AMC, and we trust that those profits will increase. We 
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“we looking forward to getting the benefit of these ideas that you 
ave. 

As you know, we figuratively sat at the feet of the big boys and I 
think we have profited much by what they had tosay. We have heard 
Mr. Reuther and I think we have profited from his ideas. Of course, 
I know you appreciate the statement that was made at the opening of 
these hearings by the chairman, that it is not our function or our busi- 
ness to step in between you and the labor union to bring about any- 
thing in the nature of a settlement on wages. That is your business. 
That is not this committee’s business. We have gone into that and 
we expect to get your testimony today on that subject because it bears 
on the question whether or not there have been violations of Federal 
statutes in relation to monopoly or antitrust. 

But I say it is an exceedingly great pleasure for me in this time 
of fear in relation to the economic life of this country that I am able 
to present you people to this fine group of Senators ao are associated 
with our chairman in these hearings. You are doing a lot in Wiscon- 
sin to raise morale because of the economic current that you are im- 
proving, so I welcome you gentlemen on behalf of the committee. 

Senator Kerauver. Thank you very much, Senator Wiley. 


Mr. Romney, will you introduce and give the position of the gentle- 
men who are with you? 





STATEMENT OF GEORGE ROMNEY, PRESIDENT, AMERICAN MOTORS 
CORP., ACCOMPANIED BY EDWARD L. CUSHMAN, VICE PRESI- 
DENT IN CHARGE OF INDUSTRIAL RELATIONS; J. J. TIMPY, VICE 
PRESIDENT; RICHARD L. CROSS, DIRECTOR AND COUNSEL; WIL- 
LIAM McGAUGHEY, VICE PRESIDENT IN CHARGE OF COMMUNI- 
CATIONS; AND HOWARD HALLAS, DIRECTOR OF PUBLIC 

RELATIONS 





Mr. Romney. I will be very happy to, Mr. Chairman. First, let 
me express appreciation for your kind comments and the articles you 
have inserted and also for what Senator Wiley has said. 

We are happy that we have turned the corner and that we are well 
on the road to what I think is going to prove to be a very historic 
success in the automobile business. I have with me this morning, Mr. 
Edward L. Cushman on my right who is vice president in charge of 
industrial relations. 

Senator Kerauver. We are glad to have you with us, Mr. Cush- 
man. 

Mr. Romney. And Mr. J. J. Timpy, who is vice president of the 
corporation and in charge of a large number of our centralized ac- 
tivities, and one who assists me greatly in the policy area and the 
pricing area. 

Senator Kerauver. Glad to have you with us, Mr. Timpy. 

Mr. Romney. I also have with me Mr. Richard L. Cross, who is 
a director of the company and counsel for the company. 

He is not an officer of the company nor an employee of the company, 
although he is a director of the company. 

Senator Keravver. And I believe you have Mr. 

Mr. Romney. I have with me Mr. William McGaughey, vice presi- 
dent in charge of communications, and also Mr. Howard Hallas, who 
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is director of public relations, with me. I think the four of us will 
be the ones to respond to any questions that may arise, but I am happy 
to have the other gentlemen with me. 

Senator Krravuver. Mr. Romney, in just a few brief words, will you 
give us your business background and your position, and when you 
came with American Motors? 

Mr. Romney. I will be very happy to. 

Senator Keravver. Is that in your statement ? 

Mr. Romney. Not completely, no. I referred to it and perhaps it 
would be just as well to give it now because it is just a passing reference. 

Actually, my business background includes three basic industries. 
I happen to have worked here in the Senate Office Building as a young 
fellow going to night school, and then I went with the Aluminum 
Company of America, and I worked for the Aluminum Company of 
America and some of the industry associations representing all of the 
firms for a number of years. I represented them here in Washington. 

In 1940 I went to Detroit as the manager of the Detroit office of the 
Automobile Manufacturers Association. 

That was their headquarters office, and in that capacity was work- 
ing for all of the automobile companies. 

In 1941, late 1941, after Pearl Harbor, the automotive industry, the 
vehicle manufacturers, the body companies, the parts companies, ali 
of the tool and die companies, about 600 firms, organized the Automo- 
tive Council for War Production to expedite the output of war prod- 
ucts by the automotive industry and I was made the operating head of 
that organization and functioned in that capacity during World War 
II, and also during that period became the managing director of the 
Automobile Manufacturers Association. 

After the war, I continued in my capacity with the Automobile 
Manufacturers Association until April of 1948, at which time I joined 
Nash-Kelvinator Corp. as assistant to the president, and after becom- 
ing thoroughly conversed in their affairs I was advanced, and at the 
time of the merger of the Hudson Motor Car Co. and Nash-Kelvinator, 
a occurred May 1, 1954, I was executive vice president of the new 

rm. 

Six months thereafter the man who conceived of the merger and 
brought it about, Mr. George Mason, who was president and chairman 
of the board and general manager of American Motors, unexpectedly 
cage on, and I succeeded him at that time. That was actually Octo- 

r 12, 1954, so I have only headed this relatively new company a 
little less than 31% years. 

I think, Senator, that covers it. 

I want to emphasize this fact. That American Motors is engaged in 
2 basic industries, the 2 major durable goods industries, the automo- 
bile business, and the appliance business, and that my background 
includes working for all the automotive companies on a cooperative 
capacity as well as working for Nash-Kelvinator in a competitive 
a: 

enator Kreravuver. All right, thank you very much, Mr. Romney. 


We will place in the record the letters written to you as president of 
American Motors asking for certain information and your reply 
and the information furnished in response to those letters. 

(The material referred to may be found in the appendix on p. 3787.) 
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Senator Kerauver. Very well, Mr. Romney, will you proceed ? 

Mr. Romney. Mr. Chairman. 

Senator Kerauver. Mr. Romney, any part of your statement that 
you do not read will be printed in full in the record as if you read it, 
so Sg proceed in ow own way. 

Mr. Romney. That leads me to make this comment about this 
statement. 

I realize that it is rather formidable, but nevertheless it is a good 
deal shorter than the 113-page statement that was submitted, and 
actually this represents a distillation of a very much broader area 
than has been dealt with so far in this hearing, because I deal with 
both the industry side and the labor side of the industry’s problem. 

Senator Keravver. All right, sir. You have a very good statement 
and you may read it all or tell us about it. 

Mr. Romney. When you requested representatives of other automo- 
bile companies to appear as witnesses, we requested your permission to- 
appear because, in our estimation, your committee is dealing with the 
most important questions concerning the economic future of America 
and we feel we are in a unique position to assist you. 

As a matter of fact we decided to stick our necks out here this 
morning and make a very frank and full statement and are only con- 
cerned about sufficient time being devoted to hear the full situation. 

Senator Kerauver. Don’t you have any concern about that, sir. We 
will give you all the time you need. 

Mr. Romney. Thank you. My request to be heard was not pri- 
marily to acquaint you with the American Motors situation. As I 
gather, your interest is to obtain information and views that will aid 
in shaping national policy; my remarks have been developed with this 
in mind. 

I do not appear as a special interest pleader. I am not here for the 
purpose of asking for any special help for American Motors. Ameri- 
can Motors does not need any special help. I am not here to goosestep 
with the Big Three and I am not here as a labor baiter, but I am here 
to discuss the problems of the industry as I think they affect the con- 
sumer and the public interest and as they affect employment, as they 
affect inflation and deflation, and also as they affect smaller businesses 
throughout our economy. 

I am not here to represent the automobile or any other industry, 
I happen to be the president of the Automobile Manufacturers Asso- 
ciation, but I want it understood that anything I say here has no refer- 
ence to that capacity. 

Senator Krravver. All of the automobile manufacturers are partic- 
ipants and members of the association ? 

Mr. Romney. That is right. As an American citizen, I am greatly 
concerned about our future economic vigor and growth. America 
can only maintain the arsenal of freedom if we remain economically 
strong. 

I shall draw on the background of personal knowledge of three of 
our basic industries: The aluminum, as well as automotive and ap- 
pliance industries. I have worked in all three. I shall describe the 
trends in the automobile industry in terms of their effect on the car- 
buying public now and in the future. 
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It is my desire and objective to be fully responsive to the purpose of 
these automotive hearings as stated by your chairman in opening the 
current hearin 

At that time he said : 


The most important single problem before the people, at least on the domestic 
front—and I think it is the most important problem faced today domestically 
and internationally—is the solution * * * of troubles besetting our competitive 
enterprise system. 

America prospers on full employment. 

Increased concentration in our basic industries is making it more difficult for 
any enterprise to be energized in America— 


and further— 


The subcommittee is concerned about the problems of concentration in industry, 
with the use of monopoly power, the preservation of competition and the ener- 
gizing of business undertakings * * *. 

In my statement I expect to point out: 

1. The present nature of automobile competition and collective 
bargaining. 

2. The intrinsic character of the 1958 UAW proposals. 

3. The inadequacy of the antitrust laws as they apply to the auto- 
mobile industry. 

4. The inadequacy of our labor laws as they apply to fully organized 
union power in the automobile industry. 

5. The basic conflict between the present antitrust laws based on the 
competitive principle and the present labor laws based on the monop- 
oly principle—incidentally the Supreme Court has pointed this con- 
flict out and if the committee is interested as we go on I would be 
very happy to give you the statements of the Court on the matter, 
because they have pointed to this very basic conflict that exists between 
our antitrust laws and the labor laws and indicated that it is a matter 
for congressional consideration—the barrier this conflict raises to our 
economic progress and its resultant impact on jobs, purchasing power, 
wages, prices, and economic activity ; the necessity of eliminating this 
conflict to preserve the benefits of adequate competition and genuine 
collective bargaining. 

6. The public need for modernizing and strengthening these laws 
through application of the proven American principle of avoiding 
excess concentration of power in any form, whether in industry or 
in unions: I feel that that principle has been the thing that has pre- 
served the right of the citizen and has preserved the power of the 
consumer in the market place, and I am here because I think that 
consumer right and function is greatly jeopardized by the concentra- 
tions that have occurred. Legislation is needed to divide the present 
excess power of both the industry and the union in the automobile 
business. 

7. The necessary revision of antitrust laws to encourage economic 
birth without interfering with the process of economic death in our 
mature basic industries: I might say that this, as far as I know, is 
the first time this viewpoint has been expressed, and I consider it 
very fundamental to the preservation of competition in this country 
if we are going to retain competition. Present companies should give 
birth through division to new and separate automobile manufacturers 
to maintain the auto industry’s dynamic progress and national bene- 
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fits. I am second to no one in recognizing the contribution of the 
automotive industry to the economic welfare of this country and our 
international status. The growth necessary for birth of new com- 
petition should be encouraged and rewarded rather than branded as 
an economic crime. Our present laws make growth when they reach 
a certain point a crime subject to possible penalties, and I think we 
have got to change that whole concept if we are going to encourage 
growth and competition and economic vigor and development. 

8. The need for labor law revisions to disperse the excess power 
of unions and create needed practical balance in collective bargaining 
relationships : I would like to emphasize that I consider both the births 
in industry and the dispersion of union power equally necessary. I 
am not here to advocate one versus the other. I think it will be a great 
misfortune if action should be taken on one without considering the 
other and dealing with them jointly and simultaneously. The UAW’s 
combined bargaining demands and the joint use of economic power 
accelerate the concentration of industry, shrink automobile employ- 
ment, and prevent adequate labor-management cooperation. My 
basic approach is that what is good for the goose is good for the 
gander, and what is good for labor is good for industry, and vice 
versa, and what is good for one American is good for another American 
as far as public policy is concerned. 


ILLUSIONS OF SIZE 


In comparison with the vast size of the automotive business and 
of our three largest competitors, American Motors is a small company. 

Incidentally, my only references to American Motors are going to 
be those references which I have to make to illustrate some of my 
basic points. They are not made primarily for the purpose of discuss- 
ing the American Motors problem as such. To the extent you want 
to discuss American Motors, I will have to do it outside of this state- 
ment, because I have not written this statement with a view to dis- 
cussing our competitive relationships and situation primarily, but 
have made reference to the American Motors situation to illustrate 
the competitive situation in the automotive industry and the collective- 
bargaining situation in the automotive industry. 

However, in 1956 American Motors ranked as the 87th largest 
manufacturing company in the United States on the basis of total 
volume of sales generated from our automotive, Kelvinator appli- 
ances, and national defense activities. 

Our company is a part of that economic complex often designated as 
“big business.” As you can appreciate, such a term is relative. It 
covers both the comparatively small elephants, such as ourselves, and 
the full-scale mastodons. 

Few other companies, to my knowledge, face as many large giant 
competitors as does American Motors. Your previous witnesses have 
given you insight into the power, scope, and economic significance of 
the Big Three automobile companies. 

But in addition to these Seeds American Motors numbers 


among its appliance competitors these formidable companies: General 
Electric, Frigidaire (GM), Whirlpool with its RCA and Sears Roe- 
buck partners and customers, Westinghouse, Philco, Admiral, Norge 
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knowledge. 


Mr. Curtice has pointed out that above a reasonable minimum, size 
itself is not an important factor in the ability of a company to compete 
effectively. ‘This is absolutely true, but there continue to be persistent 
illusions about the importance of size. 

Incidentally, those illusions are promoted and furthered and there 
is practically a concerted campaign going on in the United States 
today among the biggest companies in the land to further the illusion 
that size is an inherent advantage in terms of product value, and it 
is not true, but it is designed to increase the competitive handicap and 
difficulty of smaller companies secondarily; primarily, to meet the 
public concern about this problem of size and economic concentration. 

And I might add that the 3 biggest problems my company faced 
when I took the helm were, No. 1, the widespread idea that had been 
built up through the country that a smaller company could not succeed 
in the automobile business, and we had to deal with that problem, 


No.1. 


The second biggest problem we had to deal with was a frozen big 
car mentality in this country which had been built up as a result of 
the history of the industry and as a result of the concentration of the 
big companies on the perpetuation of the big car mentality in the 
selling of their product, and we had to break that down. “And we 
think we have done a pretty good job of breaking that down, and the 
breaking of that down helped us to solve our other problem of some 
confidence e in our continuity, because as long as people thought we 
were going to go out of existence in a year or two, people did not 
want, to buy our cars, because they were afraid they were going to 
have an orphan and the resale value wouldn’t be : 3 any good. 

So those two things were our No, 1 and No. 2 competitive problems, 
and our No. 3 competitive problem was this illusion of size, and the 
joint propaganda that is gomg on in this country and the widespread 
misconception of the importance of size in our manufacturing and 
engineering and research and in all aspects of American business. 

In his testimony, Mr. Reuther said that a smaller automobile com- 
pany would have enough customers in an 8-million-car year, but not 
in a 5-million year. Here again the illusion of size is substituted 


for logic. 


Even Mr. Reuther furthers this idea because of his lack of knowl- 
edge of the competitive facts in the automobile business. 

At present, the automobile industry is not doing much better than 
a 5-million-car year—but American Motors is doing very well. In 
1955, when more than 7.1 million cars were sold, we lost heavily. The 
truth is that success is not only related to the size of the total market, 
but to the effectiveness of the individual producer, and these other 
matters I mentioned; namely, what customers think about product 


and what customers think about these ideas of size and continuity, 
and so forth. 


(Borg-Warner), and so forth. We think we know the nature, im- 
portance, and functions of competition. 
Incidentally, 


have worked in both a monopoly industry and a competitive industry, 
and I know the difference between a mono opoly and a competitive in- 
dustry, not from hearsay and theory, but fr 
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the Aluminum Co. was a monopoly industry. So I 
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We only began last fall to give expression to that 
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decision, but that was the second major product decision that I made 
after I became head of the company—to concentrate our effort on 
smaller cars, because we could see that the automobile market was 
changing fundamentally. 

It is in one of its big changes right now, it is in the early stages, 
and we decided that we could compete against anybody if we would tie 
our program into what the customer needs or what people want in 
automobiles in this country. Late in 1954 we totally revised our 
automotive approach in anticipation of the trend toward smaller 
cars that is so evident today. 

We knew it would take us approximately 3 years to carry out our 
decision to after the compact and smaller car market with our 
entire line of cars. 

I don’t want to take a lot of time here on this, but if you do want 
me to at some point I can show you just how many market areas 
there are now for automobiles, and actually the Big Three are oc- 
cupying one-third of the product market in this country. There 
are two product areas below the products they are producing which 
are now accepted in this country, and one is the compact area that 

oes from the smallest Chevrolet, Ford, or Plymouth down to the 

iggest small cars being imported from Europe, and that area of 
product spread is as big as the one now occupied by the spread be- 
tween the Ford, Chevrolet, and Plymouth, and the Cadillac, Lin- 
coln, and Imperial, and that is the vacuum that we moved into, that 
particular vacuum. 

Now it was in that area, a wheelbase area from 102 to 116 inches, 
that Chevrolet, Ford, and Plymouth were occupying when they each 
secured their highest percentage of total market in this country, and 
this Big Three product philosophy of making them bigger and 
bulkier and putting more power in them has moved them right out 
of that whole area. 

Down below that area there is another product area, which is just 
as big as that one, and that is from 102 inches to 85 inches, and that 
picks up all these small European cars which are being imported, plus 
2 of our cars. And, as a matter of fact, in Europe they are aoveldee 
ing a fourth product area which is below the small cars, and that is 
the miniature car, and that isa fourth product area. 

What I am saying to you is that the product competition in the 
United States hasn’t been sufficient to result in developing automobiles 
in this country which would permit people to make a free choice 
from the types of automobiles that people are using and which are now 
needed in this country because of the different way in which people 
are using automobiles. 

We have recognized that, and we have moved into it, and that fact 
has enabled us to overcome other aspects of our situation. 

This was accomplished with the introduction of our 1958 line in 
the fall of 1957. 

We do not produce any cars as big as Ford, Chevrolet, or Plymouth, 
but we produce better cars than they do. 

Senator Wirey. Will you repeat that last sentence, please? I do 
not think I heard it. 

Mr. Romney. Thank you, Senator, I think I did muff it. We 
produce better cars than they build and I would be glad to demon- 
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strate that too, and not for the purpose of doing a selling job here, 
but for the purpose of indicating that there has not been enough 
competition in the automobile business in the United States to com- 
pel the Big Three to keep their products as modern in this coun- 
try as the products the two biggest ones are building in Europe and in 
Australia and places like that. 

We have done that and I cite that fact because that is a very funda- 
mental question in determining the adequacy of competition in the 
automobile business in the United States. 

Senator Witry. How many of those cars do you produce in the best 
State in the Nation, which is Wisconsin ? 

Mr. Romney. Well, more than we used to but not as many as we 
hope to. We produce 100 percent of what we build over there. That 
makes them as good as Wisconsin cheese. 

It took us approximately 3 years to carry out our decision to go 
after the compact and smaller car market with our entire line of cars. 

This was accomplished last fall. The soundness of our program is 
indicated in the soaring sales of Ramblers, the only cars which we 
oo other than the Metropolitan which is a small car we import 

rom England. 

Our Rambler sales are up 49 percent for the model year as against 
a year ago. We are the only company in the industry that is really 
moving up in sales and production as compared to a year ago, and 
this improvement is rather substantial. 

If you will take a look at current production figures, you will see 
that we are No. 7 in production in the country. Of course others are 
having some difficulties. That does not mean we are there on a perma- 
nent basis but we have certainly moved up a good deal in our 
competitive position. 

Senator Witey. Mr. Chairman, could I ask a question there that I 
think is relevant ? 

Senator Kerauver. Senator Wiley. 

Senator Witey. How much did it cost you in additional investment 
to create this turnover in your plant? How much did that cost? 

Mr. Romney. Well, Senator, going all the way back including those 
things that it took in order to enable us to build cars of the type we are 
building —— 

Senator Wier. Yes. 

Mr. Romney. And that includes expenditures made earlier to go 
to the most modern engineering methods in building our cars, the ex- 
perp is well over $100 million for American Motors, and a good 

eal of that was made when the dollar was worth at least twice as much 
as it is today, so the expense of doing that even for volume such as 
ours would be much greater today relatively for anyone else. 

Senator Witey. I brought it out for one purpose: that it still takes 
alot of money to go into the automobile business. 

Mr. Romney. Yes, and the impression that has been left with this 
committee, that American Motors has not been spending the money 
necessary to keep its facilities and its product modern is a gross mis- 
representation and just is not so, and we have made those expenditures 
and they have been substantial expenditures and I can give you the 
magnitude of them if you are interested, because—look, the great thing 
about this economy of ours is that as long as we can keep it competitive 
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and free, the customer is king, and I want to keep him there, because 
that means you cannot shortchange the customer. 

As long as he is king, you have got to give him value and you have 
got to give him value that he recognizes. 

Senator Witey. Of course, you have to have pretty good salesmen 
at the other end too; don’t you ? 

Mr. Romney. Yes; because unfortunately Emerson was not right 
that people will beat their way to the fellow who builds a modern 
mousetrap. 

Shakespeare said that “nothing is either good or bad but thinking 
makes it so,” and while I do not agree to that absolutely it is true 
with respect to product, that what people think about product pretty 
much determines the value that they attach to the product. at is 
why we had to attack, and aggressively attack, the big car myth that 
big cars are better than smaller cars and that they have advantages 
that are no longer advantages. 

I cite our improvement and cite the fact that we are out of the 
red and back into the black to the tune of $5 million. 

Senator Kerauver. Mr. Romney, your fiscal year ends—— 

Mr. Romney. September 30. 

Senator Kerauver. September 30, so your first quarter is October, 
November, December ¢ 

Mr. Romney. That is correct. 

Senator Keravver. All right, sir. 

Do I understand that you are now the seventh largest producer and 
manufacturer 

Mr. Romney. Since the first of the year, Senator, our make is 
seventh. As I say, by “make” I mean this, Senator: We are the fourth 
largest automobile company in the United States. You see, there are 
only five passenger-car companies. 

Now by “make” I mean that you take all the GM makes. They have 
5 makes and Ford has 4 makes and Chrysler has 4 makes and then 
Studebaker-Packard has 2 makes and we have got 1 make. 

Weare building only Rambler. 

Now whereas we have been 12th and 13th in production and sales 
for the last several years, since the first of the year we have been No. 7. 

Admittedly some of our competitors are having current difficulty, 
from a broad standpoint, in adjusting inventories and things of that 
sort, so our current position is not necessarily a completely valid one, 
I want to make that perfectly clear, but it does help to dramatize the 
fact that we have moved up in the competitive scheme of things. 

Senator Keravuver. Very well. 

Mr. Romney. The soundness of our program is indicated in soaring 
sales of Ramblers, which are up 49 percent for the model year, against 
a year ago—contrary to the downward industry sales trend—and in 
our profit of nearly $5 million for the first quarter. 

While this program was being carried out, we pressed hard for cost 
savings and greater efficiency throughout our organization. The re- 
sult was that we reduced our automotive break-even point to 120,000 
cars a year. 

Senator Keravuver. You mean that at that point you can—— 

Mr. Romney. Wemake money. 

Senator Kerauver. Make money ? 
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Mr. Romney. We shift from loss to profit at that point. 

Senator Keravuver. Is your situation in that connection much differ- 
ent from the other companies, do you know # 

Mr. Romney. Yes, sir, but that break-even point depends on a num- 
ber of things, and I will be very happy to discuss to the extent the 
committee wants to what the hard-core facts are with respect to break- 
even points and the hard-core point at which manufacturing expense 
and tooling expense get improved with volume and the extent to 
which the improvement becomes negligible. 

Senator Kerauver. Do you want to do it right now? This would 
be a very good time. 

Mr. Roan. Well, all right. Let me go on here because I cover 
it to some extent here and then let me add to the comment. 

Our present sales “travel rate” is in the neighborhood of 160,000 
cars a year and we expect it to go higher. 

Now this figure of 120,000 cars is a pretty small percentage of even 
a 5-million-car year, which should be a good indication that you do 
not have to have the volume of the Big Three manufacturers to be efli- 
cient. 

Our studies, based on our own experience and that of our competi- 
tors, is that optimum manufacturing conditions are achieved with a 
production rate of 62.5 cars per hour per assembly line. 

To absorb the desired machine-line and press-line rate, two final 
assembly lines would be required. 

Of course your press line and your machine line are the principal 
lines on which you depend for work leading up to subassemblies and 
the ultimate production of the car itself on the assembly line. 

This miele result in production of 1,000 cars per shift. 

A company that can build between 180,000 and 220,000 cars a year 
on a 1-shift basis can make a very good profit and not take a back seat 
to anyone in the industry in production efficiency. On a 2-shift basis, 
annual production of 360,000 to 440,000 cars will achieve additional 
small economies but beyond that volume only theoretical and insig- 
nificant reductions in manufacturing costs are possible. It is possible 
to be one of the best without being the biggest. 

I would like to remind committee members that the testimony I am 
giving is not at variance basically with what Mr. Curtice has stated 
previously in hearings held here in Washington. 

Before the O’Mahoney committee in the fall of 1955 Mr. Curtice 
ore that you can have a very efficient operation with 30 cars 
an hour. 

Well, I think 30 cars an hour is a little low. I think 62—it used 
to be 30. Pre-World War II you could do it with 30. You cannot 
do it with 30 today because cost factors have increased so it is about 
double where it used to be. But my point is that his figure was lower 
than the figure I am using, and also my point is that when you get 
up to 180,000 to 200,000 cars a year, the cost reduction flattens out, 
from a manufacturing cost standpoint, and from 360,000 to 400,000 
on up it is a negligible thing. 

Now the thing you have to keep in mind is that the 114 million 
Chevrolets or Fords that are produced a year, they are not all pro- 
duced in 1 plant. They are produced at plants scattered all over the 


United States, from an assembly standpoint and a good deal of the 
other processes are scattered. 
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Now to the extent they are not scattered, if they do centralize 
something, then they have got terrific material handling costs and 
freight costs that an integrated operation in one spot does not get 
into, 

Their assembly plants and other operations are keyed in with these 
basic figures that I am talking about. They do not assemble the rates 
substantially in excess of these at any one point. They do not assem- 
ble in excess of the top figure given at any one point. 

Senator Wirtey. You have exploded one idea right there that I 
think has brought some light into the picture because everyone al- 
ways thinks that every time you increase your volume, you decrease 
the rate per unit cost. 

Mr. Romney. Which is not so. 

Senator Witzey. Which is not so. 

Mr. Romney. And Senator, they beat us in certain elements of 
cost and we beat them in certain elements of cost. 

We know that in relationship to their average plants—and inci- 
dentally you cannot say that any one of those big corporations pro- 
duces cars at a particular level of efficiency because you will find 
varying rates of efficiency as between their different plants. 

But taking their best and their worst, we beat them in a number 
of areas. 

We have got more modern facilities than they have got in many 
areas. We are using more modern equipment in many areas than 
they are using. 

Now they are using more modern in some areas than we are using. 

Our material handling costs are less. Our overhead costs are less. 
We assemble the car more efficiently than they do in the main. 

Senator Winey. Do they agree with that? 

Mr. Romney. I will say this to you. 

That they have been over in our plant studying those methods 
because one thing about the automobile business is that you do not 
refuse to permit a competitor to come in your plant and take a look 
at how you are doing things. 

I think that is one of the fine things about the automobile industry, 
that there has been more than just a narrow approach. 

We have had Big Three companies in our plants in the last 2 or 3 
years studying some of these methods that we use that are more modern 
than theirs. 

We are more modern in painting our cars than many of their plants. 

(Discussion off the seal 

Senator Wier. I want to say, Mr. Romney, that you have demon- 
strated clearly one of your previous statements—the effectiveness of 
a right idea. 

r. Romney. Of course, what people think is very important. As 
a matter of fact, what people think is more important than facts, and 
yom men know that better than most men, you see. That is true on 
uct. 
" Senator Witey. How do you know we know? 

Mr. Romney. You would not be here if you didn’t. 

Now I have been discussing the manufacturing cost aspects of the 
automobile business in relationship to volume. There are other 
aspects of it, but I think I have said enough to indicate that the huge 
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volumes that the Big Three have are not necessary to get efficient and 
minimum manufacturing costs. 

Now let’s take tooling. There are all sorts of tooling, and when 
you provide tooling for high volume, you provide more expensive 
tooling and it costs more, and beyond these areas I am talking about 
you get into duplications, and if you take the most modern tooling 
on a 440,000 basis or 360,000 basis, which is that required for most 
highly efficient manufacturing results, then on have got about double 
the cost for that tooling as compared to tooling for 180,000 to 220,000 
units, and if you will take the 2 sets of costs and divide them by 
volume per unit, it happens that the cost per unit comes out right 
on the button. 

So all this talk about the disadvantage of lack of volume in relation- 
ship to tooling costs is grossly exaggerated. What I am saying is that 
if you have got 180,000 to 220,000 volume a year, you can compete 
ny and efficiently in the automotive industry as we are demon- 
strating, because we are currently running at about 160,000 cars a year 
and the thing we are trying to do is to get our production up to a 
point where the manufacturing cost benefits begin to level off; namely 
180,000 to 220,000 cars a year, and compared to where we were, 2 or 3 
years ago, we are pretty well along. 

Senator Kreravuver. Mr. Romney, did I understand you to say you 
thought about 360,000 a year was the most efficient and economical 
production ¢ 

Mr. Romney. I said, yes, Senator, from 360,000 to 440,000. I mean 
in that area, because in that area you reach the point where further 
reductions in manufacturing costs are highly theoretical and depend 
on factors other than just the manufacturing factors, and you get 
into complications in other areas that begin to eliminate the Seastin 
of increased volume. 

Senator Krerauver. That is 2 shifts on 1 line, is that correct ? 

Mr. Romney. That is correct, 2 shifts, Senator, on 1 line in press 
shops and machining, and 2 lines in final assembly. 

Now the other thing I discussed was tooling and the two are 
separate matters. 

Senator Krerauver. Yes, I understand that. Now would you or 
one of your economists—I know you cannot fiurnish it now—would 
you relate this production of 360,000 to 440,000 cars into capital assets, 
that is, a dollar figure ? 

Mr. Romney. What it would cost? Senator, roughly it is about 
double. I can tell you that right off the head. 

Senator Keravuver. What kind of capital assets would you need? 

Mr. Romney. To tool up for that volume today ? 

Senator Kreravver. To tool up for that volume. 

Mr. Romney. That would be quite an extensive study on our part, 
but if you want us to make it 

Senator Kerauver. Make the best estimate that you can. 

Mr. Romney. We will make those estimates and submit them. I 
might say to you that it happens that our facilities in Wisconsin are 
tooled in some areas for 180,000 to 250,000 rate, and others are tooled 
at from the 300,000 to 440,000 rate. 

Senator Kerauver. I understand that. Give us the best you can. 
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Mr. Romney. But they were put in at the time when it cost a lot 
less than it does today. 

I think Mr. Colbert was quite right yesterday in pointing out that 
the cost of buying equipment has gone up 3 and 4 times in many 
instances, and at least double what it used to be and that would have 
to be reflected. 

Senator, I do cover elsewhere in my statement what I think it 
would take to start from scratch in the automobile business today, 
how much it would take. 

Senator Kerauver. Very well. You have some very capable men 
with you. Give us the best estimate you can. 

Mr. Romney. It might take us a little time because that is not 
a simple thing to arrive at but we will be glad to submit some esti- 
mated figures. 

Senator Kerauver. Very well. 

(The material referred to may be found in the appendix on p. 3809.) 

Senator Carroty. Mr. Chairman, before we leave this one point, 
I want to put a question or two. 

Senator Keravuver. Senator Carroll. 

Seuator Carroti. This statement which you have given, as I under- 
stand it, has to do with manufacturing costs. 

Mr. Romney. And tooling cost. 

Senator Carrotu. And tooling cost. 

Mr. Romney. That is correct. 

Senator Carroty. Would the stronger financial position of one 
of the Big Three, let’s say General Motors, be in a more advantageous 
position in volume purchases? 

Mr. Romney. Senator, I come to that point a little later if you 
would not mind deferring the question. 

I want to make it quite clear to the committee, and I do not want 
to leave you with any misconceptions, I have not covered the ques- 
tion of centralized activities such as engineering and research. 

I have not covered such activities as sales and advertising. I have 
not covered finance. I have not covered management and things of 
that type. 

I will say this, however, broadly: That in the Big Three scheme 
of things, they have to duplicate their setup in most of those areas 
on a division basis as well as on an overall basis. 

One reason our overhead is less is because we handle those areas 
with less cost than they do on our operation per unit in relationshi 
to the setup from a factory standpoint. Now we do not handle a 
of those costs at a less cost per unit and that is a subject all by itself 
which we may want to get into later. 

Senator Carrot. I did want to draw the distinction between the 
statement of theoretical and insignificant reductions in manufactur- 
ing costs. Those do apply to the costs and not to the volume buying 
and the other things which you have indicated. 

Mr. Romney. Yes. 

Senator Carroti. Which are important factors. 

Mr. Romney. Senator, in the procurement area there is not any 
question that some of the car companies that bit the dust in the 

past resulted from better prices extended to the large companies by 
the major sources of raw materials and parts. 
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Now the Robinson-Patman Act stopped that, with the result that 
from the standpoint of procurement as far as we have been able to 
ascertain we buy parts and pieces and materials on a par with Big 
Three companies. 

We are not handicapped in the procurement area. I do touch on 
an area of a in which we are handicapped. That is true 
in periods of ample supply. 

It is not true in periods of short supply, and I touch on that a little 
later on, maybe right near here. 

Senator Carrotu. Thank you, Mr. Romney. 

Senator Keravver. As I take it, Mr. Romney, you are all in favor 
of the protections given by the Robinson-Patman Act in the pro- 
curement on an equal basis of materials and supplies? 

Mr. Romney. Yes; I think practices were discriminatory earlier 
and larger customers were given advantages that their purchases 
did not entitle them to. I know one automobile company of the 
1920’s who went out of business because it was paying much more 
for steel than other companies. 

Well, their steel was rolled right along with the other steel and 
their additional volume helped to create the steel mills’ costs, and 
there was no reason why they should be paying more for steel than 
another automobile company, but they went out of business because 
of the high cost of steel. Now in a period of shortage, when the 
bigger customers do get preferential consideration—and they do— 
then a company like ours, depending on where it sits at that time 
in its procurement relationships—and that can be a factor—may have 
to pay a good deal more for steel because they will have to go outside 
of normal steel channels and get into conversion programs in order 
to get steel. 

In other words, buying it here and getting it rolled over there and 
then getting it processed further over here, and that can add up 
your costs of steel. 

I have the figures with me showing how much we paid, how much 
of a premium we paid, for steel in the postwar period, and I can say 
this to you: There is not any question but that the premium we paid 
was greatly in excess of what the Big Three were paying and was a 
competitive disadvantage to us. 

I sat in meetings at the start of the Korean war where the Big 
Three took the position that there should be no controls of materials 
because, after all, one of the competitive advantages they had built 
up was the relationship they had with their suppliers. 

Well, actually that is simply saying that in a period of shortage 
your volume and therefore your preferential standing with the sup- 
plier ought to be the primary consideration rather than equitable 
distribution of available supply. 

Senator Krerauver. We have had some testimony that at least two 
of the Big Three did loan money to steel companies in order to get 
preferred treatment during a time of shortage. You were aware of 
that. What do you think about it? 

Mr. Romney. Senator, I didn’t quite hear your question because 
an associate here interrupted me. 

Senator Kerauver. We have had testimony that at least two of the 
Big Three, during times of steel scarcity, did advance or lend money 








2856 ADMINISTERED PRICES 


























to companies for increased capacity, and in return they received the 
steel that was produced by that increased capacity; they were given 
preferred treatment. Are you aware of that? 

Mr. Romney. Yes, sir. 

Senator Kerauver. What did you think about it? 

Mr. Romney. Well, I monet this: That it represented use of fi- 
nancial strength to improve their competitive position, and of course 
it also means that in any future period of shortage they can expect 
preferential treatment. 

I think what you are referring to is the fact that General Motors, 
for example, has invested in McLouth Steel, and invested in Republic, 
and invested in Jones and Laughlin, and that obviously gives them 
a preferential situation in periods of possible shortage. 

After all, they are part owner of the business. 

_ I think it also evidences the degree to which concentration is reach- 
a this country. 

ow Ford, as you know, is relatively integrated in that respect, be- 
cause they have their own steel mills. 

Senator Kerauver. Chrysler invested in Pittsburgh Steel. 

Mr. Romney. Yes; that is right. 

Senator Kerauver. That does give them some advantage over you, 
which is not related to efficiency. 

Mr. Romney. That is correct. 
‘ Senator Keravver. It is only related to the amount of money they 

ave. 

Mr. Romney. That is correct. There are very definite advantages 
in the financial area that flow simply out of financial strength, and 
have nothing to do with the particular ability of management or the 
efficiency of manufacturing or tooling. 

Senator Witey. Are you giving us the figures as to the percentage 
costs of materials for your car and, say, the percentage costs of steel # 

Mr. Romney. I would have to get that, Senator. If you want that, 
I will give it to you before we get through here. I will ask Mr. 
Timpy to compile the figures. I don’t happen to have the figures with 
me. 

Senator Kerauver. We will be glad if you would. We will put it 
in the record. 

Mr. Romney. Thank you. 

(The material referred to may be found in the appendix on p. 3812.) 

Senator Wizey. Is there any evidence in the last years that 

Mr. Romney. I can say this, Senator: That as with all other com- 
panies in the business, more of our dollar income goes for the purchase 
of supplies and materials and services outside than is used to pay for 
services within the company, and I think that is one aspect of this 
situation which has been wholly misleading in some of the testimony 
which has been given here. I refer specifically to the labor statement, 
Mr. Reuther’s statement, that there has only been a $1 increase in 
wages for every $4 increase in prices. 

While actually, labor only represents a small portion of the work 
done by the automobile companies, that is, the labor that they do, and 
the vast bulk of the labor and cost of building an selomabtia is paid 
out to others in the form of things purchased from them. 

So to take the increase in price resulting from the increase in the cost 
of the automobile, the materials you buy, plus all the things you do 
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yourself, and oe that with the increase in the wage level, is to 
compare completely irrelevant things, and to give this committee a 
distorted picture and an unfair picture. 

Far more important than size is the quality of the management skill 
and the relation of product concept to public demand. I think I have 
touched on that enough to make what I mean clear. 

I think that at least the latter is plainly shown in our growing suc- 
cess. The compact and smaller Rambler concept is keeping a ren- 
dezvous with public opinion, in more than one sense of the world. 

And we have worked hard to help break through this frozen “big car 
mentality,” because we had to break that down in order to succeed in 
the automobile business. 

Senator Carrot. Mr. Chairman, I wonder if I might interrupt to 
ask a question here. 

Senator Kerauver. Senator Carroll. 

Senator Carrot. The compact area which you have described, the 
Big Three moving into one area and you are now moving into another 
area, and there is still another area to be invaded 

Mr. Romney. You say: What do I mean by the compact area ? 

Senator Carroiu. I think you have described it, if I have the proper 
conception of it. 

Mr. Romney. By the “compact area,” I mean this: The compact 
cars between the bigger cars being built in this country and the smaller 
cars, pick up the best elements of both. The things that the Ameri- 
can car have excelled in down through the years have been comfort 
and room and performance. We haven’t had the worry about avail- 
ability of raw material, cost of gasoline. 

We have had long distances. In the early days we had very bad 
roads and families wanted to travel, so putting room in them and 
comfort in them was a big factor. 

Now the small European car has excelled because of the environ- 
ment in which it was born, in providing high economy and providing 
as much room as possible in a small space, albeit a tight space, and 
ease of maneuverability in handling, because they had short dis- 
tances and crowded urban areas right from the start, and they had 
better roads from the start than we did. And the compact car fits 
right between those two. 

And through using the most modern engineering methods, it com- 
bines that big-car advantage of room and comfort with the small-car 
advantage of economy and handling ease, and that is what we have 
done in this picture. That is the difference. 

You have got four basic type cars being built in the world if you 
will eliminate the sports cars and fringe models. You have got the 
big American car, you have got the compact car—and incidentally, 
the Big Three builds some compact cars elsewhere. GM builds a com- 

act car in Australia which is the most popular car in Australia, 

own as the Holden. And then there are the small cars and these 

a cars coming into the market in Europe. You have got those 
our. 

Senator Carrott. That ran through my mind, and I wanted to 
draw this parallel: 

About 20 years ago, only 10 percent of the farms had electricity. 
The private-power companies at that time, it has been said, were tak- 
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ing the cream of the business where there was a quick profit, like 
the farmer who harvests his crop where the wheat is the thickest. 
Then there evolved the rural electrification program when the Gov- 
ernment loaned money to people to build co-ops. This spread the 
industry until today it is a gigantic and beneficial industry, may I 
add. 

Now are we in the position today where the three majors of the 
automotive industry have been sort of serving that group that are 
eating high on the hog, and you are moving into a new area to serve 
a greater number of people? 

r. Romney. Look, Senator, I think we have all learned from 
sociology that people change slower than most other things. Now 
it is a historic fact, as I point out a little later here, that the two big 
shifts in market position and competitive position which have oc- 
curred in the automobile industry so far as the shifts which made 
Ford No.1. When people just wanted a means of transportation and 
a dependable means of transportation, Ford with his Model T gave it 
to them. They didn’t have much income and they just wanted an 
automobile, you see. 

Now when that, plus his wisdom in sharing the benefits of increased 
productivity with workers, began to spread in increased purchasing 

ower and we began to become more prosperous, then General Motors 
gan to emerge to its present position, and it did it by giving people 
more than just bare transportation; by giving them more luxury, 
more comfort, and beginning to make styling a Factor in automobiles, 
you see. 

GM rose to its present position from a product standpoint impor- 
tantly as a result of recognizing that trend ahead of the other com- 
panies. 

It has only been in the postwar period that Ford and Chrysler have 
both jumped on that bandwagon. In the postwar period Ford and 
Chrysler, in working out of situations—and I think this is somethin 
you ought to realize—in working out of trends that could have cause 
them to find themselves in very serious difficulty where they might 
well have been eliminated from the industry if the trend had con- 
tinued, in both cases, both would have been eliminated from the in- 
dustry—in the process of trying to work out from that situation they 
just simply adopted the GM product philosophy, and the result is 
= three of them began to build products based on the same product 
idea. 

Now that wasn’t conspiracy. It wasn’t the result of anything other 
than the other two doing what the champ had done, you see, and the 
result is that there has been a concentration in that area. 

Also, as you begin to build these facilities and as you get big and 
powerful, you become muscle bound. You get so darned much in- 
vested in the way you are doing things today that it takes a heck of 
a lot more to change and do things differently than it does somebody 
else who hasn’t quite reached that point. 

One of the Big Three problems is that they are muscle bound, and 
they have got heavy fixed investments in building cars the way they 


have been building them in this country; and what it cost us $40 
million to do in terms of building product back prior to World 
War II, it is going to cost them literally hundreds of millions of 





wa "we 


Peewee = CR & oa 


ADMINISTERED PRICES 2859 


dollars to do. And they don’t welcome the prospect of that capital 
investment as long as they don’t have to make it. 

As long as they have been able to satisfy customers with things 
which were less costly and yet appeared to make the car modern, 
why, that was the more profitable thing to do. 

Now let me come to that in a minute. I have got an exhibit here, 
and I want to spell that out. The reason I am getting into this is 
because you have to understand these product things if you are going 
to evaluate the competitive situation in the automobile industry. 

To an extent, what you say is true, but it is in a somewhat different 
form in the automobile industry than it is in electrification. 

Senator Carrott. What I had in mind is whether or not you are 
not only seeking to change the thinking of people, but you are also 
moving into really a new area. 

Mr. Romney. Senator, the use of the automobile in this country 
has reached a new stage, and that is a story all by itself. I can sim- 
plify it by saying this: that we had the period of just transportation, 
the Model T. We had the period when a car for group mobility, fam- 
ily trips, vacations, and so on, became essential and necessary. 

One of the most important facts that came out of the first nationwide 
studies ever made of car use was that 85 percent of all car trips—and 
this was 14 years ago; this influenced the direction we took in our 
product development—that more than 14 years ago it was shown that 
the bulk of car trips made by people were short trips made for essential 

urposes. 

, ow with the postwar development, with suburban growth, with 
our cities exploding, with people moving out to the country, the auto- 


mobile has shifted from the role of being a family necessity to a 
personal necessity. People need cars today for their personal mobil- 
ity, and that is resulting in this new stage of multiple-car ownership. 

i hy have got a situation where people are beginning to own 


car wardrobes, cars of different types to serve different purposes, and 
that is in its early stages, unless we fall on our face here from an eco- 
nomic standpoint. 

That use of the car for personal mobility makes it utterly ridiculous 
to use a $4,000 car for the wife to go down to the grocery store and get 
a loaf of bread. 

Senator Carroutu. I thank you, Mr. Romney. Later on I want to 
talk to you about the possibility of expansion of an industry, what do 
they do about financing, but I will not bother with it at this time. 

Senator Keravuver. Mr. Romney, I believe you said you would 
furnish the information as to the higher price you had to pay for cer- 
0 eee during a time of shortage immediately after World 

ar II. 

Don’t go into it now, but you will furnish that for the record ? 

Mr. Romney. Senator, that will be the premium price we had to 
pay for steel during the period of the ook: shortage as compared to 
regular mill prices. 

(The material referred to may be found in the appendix on p. 3811.) 

Senator Kerauver. Yes, over what others had to pay. 

Mr. Romney. I do not know what they had to pay, Senator. 

Senator Keravuver. We have the record of the price, so we can get 
that ourselves. 
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Mr. Romney. Yes, you would have to get that. 

Far more important than size is the quality of management skill 
and the relation of product concept to public demand. In more than 
one sense of the word, demand for the smaller, commonsense auto- 
mobile, is sounding throughout the country, from the Senate floor to 
the congested streets of New York, from the Director of the Budget 
in Washington to the director of the budget in the American home. 

Senator Carroll, as this need for more units increases, why the cost 
of each unit becomes important. 

Furthermore, the style factor is changing in the automobile business 
today. It is not the same today as it was 3 and 4 and 5 years ago. 

The Big Three have not recognized some of these things in their 
current product philosophy and concepts, and that is because you get 
your mind set on the thing that made you successful and it is hard 
to see that that thing has begun to be less important than it used to 
be, you see, so they keep making them bigger and bulkier and more 
at and as far as I am concerned I hope they keep doing it for 
a while. 

We are confident of our success. We are in league with the future 
huge market for our type of car. 

We have not or will not ask for any special or preferential help 
from Washington. I think this country is in danger of being sunk 
by special interest groups and groups coming down here including 
business. I think business is one of the principal special interest 
groups in this country today and I am not going to become that and 
if American Motors cannot make it on the basis of selling and pro- 
ducing products that people want to buy, why we are going out of 
business. 

It is just that simple. 

However, we wish we could dispel the illusions of the advantages 
of sheer size. 

Now despite the individual success that American Motors is enjoy- 
ing at the present time I am gravely concerned about critical trends 
in the automotive industry and the country as a whole. 

This is a critical point in our country’s history. Either our wage, 
price, inflation, and monopoly problems must be wisely solved, or 
America will be surpassed by others. 

Despite the fact that America has put the Explorer in outer space, 
there is no assurance that we shall maintain our economic vigor or 
supremacy. Indeed, objective analysis of the United States auto- 
mobile industry indicates alarming trends that must be changed. 

I refer to the recent failure of domestic automobile sales to keep 
pace with growth in national income. 

Historically the automobile business, automobile sales, have kept 
pretty close pace with the growth in the national income, and even 
though we are now moving into a multiple car era, that is not hap- 
pening, and that is an alarming fact, because more families are using 
more units and we should be selling more cars in relationship to gross 
national product and income than was true previously. 

In 1950, gross national product was $285 billion, population was 
152 million, and there were 65 million licensed drivers. 

Between 1950 and 1955 annual car sales were nearly $5.8 million 
annually. Through 1955, sales of imported cars were insignificant. 
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Meanwhile, population has increased 13 percent to 172 million, licensed 
operators to 81 million, a 33 percent rise which reflects in multiple 
ownership in driving, you see, and unadjusted dollar value of gross 
national product has risen 54 percent to an estimated $439 billion in 
1957. 

fet, for the 1956-58 period, annual sales of domestic cars will still 
average only about 5.8 million. We have not kept pace, and that is a 
very alarming fact, because the automobile business is the generator 
of more employment in the national economy than any other single 
industry. 

One out of every seven people in the United States is employed 
through the manufacture, distribution, or use of automobiles, and the 
very source of that employment is beginning to dry up, and I think 
that is real cause for concern. 

The decline in exports, exports of American automobiles, and the 
rise in imports also give concern. Imports now exceed exports, and 
we have got those figures if the committee is interested in them. That 
has just happened in the last year or two, Senator. 

Senator Kerauver. We would like very much to have them. Put 
the imports and exports for the last 3 or 4 years in the record. We 
will make that American Motors exhibit 1. 

(Official figures on auto imports and exports may be found in the 
appendix on p. 4026.) 

Mr. Romney. Incidentally, in 1957 imports exceeded exports by 
about 25 percent. It is only in 1956 and 1957 that that reversal has 
come about. Heretofore exports have always greatly exceded im- 
ports. I have an article here by the head of the Ford export planning 
section who predicts that the export of American automobiles will be 
extinct by 1970. 

I think it is going to happen sooner than that, but he says 1970, and 
he calls attention to the fact that their company is situated abroad so 
that they can take full advantage of the tremendous market for auto- 
mobiles that is going to develop around the world as a result of for- 
eign manufacture. 

hey produced as I recall it—I have the article here—about 441,000 
cars last year abroad, and General Motors is even a bigger producer 
abroad, and the facts are that GM and Ford are becoming as impor- 
tant abroad, becoming, I do not say they are, becoming as important in 
manufacture of automobiles outside of this country as they are in 
this country. 

I do not say that to criticize them. Doggone it, they are terrific. 
They have done a great job and I am going to come to that. 

As a matter of fact, i want to make it clear that I am not putting 
these facts here to indicate that I do not admire and respect my larger 
competitors. I do admire and respect them. I think they have 
made a terrific contribution to America, but I just know that the 
competitive process has reached a point where we have got to think 
through some things we have not thought through in this country. 

Senator Keravver. Suppose we put the article by one of the Ford 
executives that you referred to in the record as American Motors ex- 
hibit 2. I think it will be of interest to the committee. 

(The article referred to may be found in the appendix on p. 4212.) 
Senator Keravuver. All right, sir, will you proceed ? 
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Mr. Romney. The decline in exports, and the rise in imports also 
give concern. Those familiar with the cost of car production at home 
and abroad know that it now costs less, it now costs less to build auto- 
mobiles in certain European countries than in Detroit, Flint, South 
Bend, Kenosha, Los Angeles, and elsewhere in the United States. 

Now that is not just surmise. Webuyacar abroad. We estimated 
in 1954 what we could build it for here. We could not build it here at 
a cost that justified our building it here rather than importing it and 
paying the penalty of a 9 percent tariff and a substantial freight bill, 
and that is why we are still importing them. I think again that is a 
fact that has a significance that we should give some consideration to. 

Senator Keravuver. That is the car you call the Metropolitan ? 

Mr. Romney. That isright. We have it built by the British Motors 
Co. British Motors is the largest car manufacturer abroad. 

A number of European plants have adopted American manufactur- 
ing methods and their factories are as modern as ours. I have seen 
some of them. As a matter of fact, we have helped finance some of 
them in this country. I do not mean we have asa company. I mean 
that through aid given to foreign countries we have helped to finance 
the modernization of their plants, and I do not criticize that, but it is 
just a fact. 

From a wage and price standpoint, you have already heard from 
almost the entire passenger car industry. To do so, you had to receive 
testimony from only four witnesses. One represented all of the indus- 
tries’ labor and three represented 96 percent of all car sales. 

This situation results from fundamental changes in the business. 

In less than 60 years, the motoring public has had the opportunity 
to choose from more than 2,400 different automobiles, that is makes 
of automobiles, names of automobiles, built by nearly 1,500 different 
companies. 

The rapid expansion of car manufacture and use resulting from this 
independent competitive effort has transformed America and has con- 
tributed more than any other single industrial activity to the economic 
growth that produced America’s world position of responsibility and 
leadership. 

And it is not well enough understood, gentlemen, that the thing that 
protects the customer in buying an automobile—and he is the fellow I 
am representing here today as far as I am concerned—is the fact 
that he can play one company against another, that he can buy this 
company’s product or that company’s product and that the companies 
have to compete to produce what that customer wants to buy. 

Now it is competition in this country that does a lot of things. It 
permits us as individuals to freely engage in any business we want 
to go into and work at anything we think we can excel in, and it is also 
the thing that makes the customer king. 

When you get an inadequate number of companies in an industry, 
the customer ceases to be king. He begins to be dictated to by the 
concepts that a few have as to what he ought to have, and that is 
what I am here talking about as far as this whole product situation 
is concerned, because there is inadequate and deficient product com- 
petition in the automobile business. 

Whereas the other automobile companies have recognized these 
newer product trends outside of this country, they have not done any- 
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thing about them in this country, and it took us to eome along and 
try and do something about it. 

Surely a proper evaluation of current wage-price trends must con- 
sider the significant factors that produced America’s miraculous in- 
dustrial accomplishment. Among the most significant of these factors 
are: 

1. American economic development has been achieved largely as a 
result of the American political principles of individual rights and 
the limitation of governmental power. 

I would go one step back of that and say that that is based on our 
concept of man and our trust in God and our belief in God, and the 
most basic aspect of America, both politically and economically, is 
religious faith and conviction, and based on that we divided up 
political power. 

2. This system has encouraged individual initiative by providing 
opportunity to sell products or services to customers who are free to 
make their selection from a number of separately competing firms or 
individuals. 

Where there is no competition, the customer has no choice and has 
no control over the industry or the economy. 

Or where it is inadequate it begins to diminish his influence in the 
market place. 


€ 


3. American economic progress has been greatly stimulated by 
relating profits, salaries, and wages to contribution and risk. 

While I do not get into that subject particularly in this memoran- 
dum, that is one of the principles that is under fire here before this 
committee, and has been attacked with great skill and adroitness in 
testimony previously given, and it gets into the heart of some of the 
problems we are confronted with in America economically. 

The Russians are getting around that. The Russians have got more 
incentive in their economy now than we have got in most sectors, and 
have got more motivation in it, and that ought to make us sit up 
and wonder about some things we are doing economically. 

4. Voluntary cooperation in noncompetitive areas has played a vital 
role in meeting community and public needs on an industry and 
national basis. 

Unfortunately, we are all so familiar with competition that we do 
not know too much about what cooperation has done, and that there 
would be no automobile industry as we know it today if there had 
not been a high degree of cooperation outside of those areas prohib- 
ited by law and by the economics of competition. 

5. The antitrust laws have served a useful purpose in developing 
our economy and prohibiting unfair methods of competition and 
unreasonable restraints on trade. 

6. The various segments of the American economy have benefited 
from large-scale economic advances, and I am not here arguing for 
small industry. I am not here arguing against big enterprise. I am 
concerned about supercolossal giants that we have got that go way 
beyond the range of efficiencies that can benefit the consumer, and 
way beyond what is desirable for this country if we are going to remain 
free. 

The various segments of the American economy have benefited from 
large-scale economic advances, including greater productivity, so that 
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the Nation as a whole realized a balanced and widespread economic 
owth. 

Until the last few years, the last 3 or 4 years, the benefits of improved 
productivity in the automotive industry were spread between con- 
sumers, labor, and owners. Now that has ceased to be true. 

Senator Keravuver. Where is it now ? 

Mr. Romney. I will come to that, Senator. The whole second sec- 
tion of this deals with it. 

8. A reasonable degree of parity between agricultural and indus- 
trial prices has helped to preserve national economic wealth. 

That relationship has begun to slip again and it is in an area of dan- 
gerous imbalance at the present time, and we have got figures here 
to show that imbalance, and it is in a dangerous area right now, and 
my experience is that that helped bring on the depression in 1929, 

9. Large industrial enterprise has contributed to a productive and 
prosperous nation as well as to a sound national-defense program, 

10. We have benefited from an adequate number of competing 
firms in most of our basic industries. 

I didn’t cover 7. Genuine and effective economic collective bar- 
gaining between an employer and the representatives of his employees 

as provided a sound and desirable means of achieving a reasonably 
equitable and balanced distribution between labor and capital of the 
value added by industrial or business activity. 

Now collective bargaining in my judgment has been a constructive 
influence in this country until the last 3 or 4 or 5 years. I cannot 
specify the exact point, but it has helped to create this abundance 
of employment and high prosperity that we have had in the post- 
war period. 

Sure, wartime shortage were part of it, but a better distribution 
of national income was a part of it, too, and that developed out of 
collective bargaining up until recently. 

Some of these factors that have helped create our economic system 
in America are in serious jeopardy as a result of recent and current 
economic developments. 

These developments have created internal stresses and strains in the 
American economy that could prove more disastrous to human free- 
dom than the external threats of collectivist tyrants. 

And I believe that utterly. We will be licked from within and not 
from without, because the only weakness that is real is internal weak- 
ness and not external weakness. 

Senator Wixey. Lincoln said that. 

Mr. Romney. Hedid? And Emerson did, too. 

The six most widely recognized evidences of this threatening inter- 
nal weakness are: 

1. Since World War II we have had a periodic repetition of the 
wage-price spiral. 

2. A continuing increase in industrial prices and decline in agri- 
cultural prices is enlarging the disparity between the prices received 
and paid by the farmer. 

Senator Kerauver. Mr. Romney, you said you had some figures on 
that point. 

Mr. Romney. Yes. 

Let me say this, Senator 
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In recent years agricultural prices have gone down 11 percent at 
the same time that industrial prices have been going up 29 percent. 
That is as of November 15, 1957. In other words, the disparity is in 
the area of 30 percent here in the last few years, just to give you some 
idea of the magnitude. 

Senator Keravuver. The last 2 or 3 years? 

Mr. Romney. No, sir, it is over a broader period than that. 

Senator Keravuver. You get the figures. 

Mr. Romney. Here, I have got it right here. I will give it to you 
right now because it is quite basic. 

If you take 1947-49 as the base, as 100 percent, then as of November 
15, agricultural prices were—— 

Senator Kerauver. November 15 of what year ? 

Mr. Romney. Of 1957. Agricultural prices were 89 percent of that 
base, and prices paid by farmers for all commodities, services, interest, 
taxes, and wage rates, the whole ball of wax, is now 119 percent. 

I think I said 29. It is 19. What the farmer pays is up 19 percent, 
and what he gets pricewise is down 11 in relationship to that base 

riod. 

It might also interest you to know that that has happened largely 
since 1953. In 1953 it was 97 percent. In 1954 it was 95.6, in 1955 it 
was 89.6, in 1956 it was 88.4, and in 1957, it was 91.9. 

That was November 12, but as of November 15, it had dropped down 
to 89. 

Now let me give you gevtnnn other than foods, that is industrial 
products, the same period. 

In 1953 it was 114, in 1954 it was 114.5, in 1955 it was 117, in 1956 
it was 122.2, and in 1957 it was 125.6. 

Now obviously that includes only industrial products, so it does not 
include some of the other elements included in the earlier figure of 
119, such as taxes and all of the purchases made by the farmer. 

But my basic point is, gentlemen, that if there was validity to the 
concern about—and I think there was validity—the economic dis- 
parity between agricultural prices and industrial prices back in the 
1920’s, at the time when George Peek and Hugh Johnson and men of 
that type were talking about parity, because the farmer had to sell 
in world markets and buy in protected markets, why that is true 
again here today, as shown by disparity of the type we are looking at. 

I want to say to you that against the background of my experience, 
I do not think any administration or political party is going to solve 
this agricultural problem by dealing with it the way we are trying to 
deal with it now, because it is more basic than the problem we are 
trying to deal with. 

We cannot subsidize agriculture back into parity as long as we per- 
mit the forces that are operating here to continue to operate. 

And agriculture has slonieies priced itself, as a result of subsidies, 
out of world markets. 

We used to have some good world markets back in the 1920’s. They 
are gone. Cotton, Senator—we sold a lot of cotton around the world. 
It is gone, because we have got the prices of our agricultural products 
up here on stilts, and one of the colossal economic blunders made in 
this country was one made while I served up here as part of a Sena- 
tor’s office, and that was the colossal blunder of hiking industrial 
22805—58—pt. 6——48 
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tariffs and giving the farmers a subsidy to stop them from asking for 
the elimination of industrial tariffs. 

We have still got that situation. Now the disparity today is 
coming about for other reasons. It is not tariff today. It is other 
monopolistic aspects and special interest aspects that have been built 
into our economy that I will come to. 

Senator Keravuver. It sounds like you must have been an ad- 
ministrative assistant to Senator Cordell Hull. What Senator did 
you serve? 

Mr. Romney. As a matter of fact, I worked for Senator David I. 
Walsh, of Massachusetts, and the result was I got quite an exposure 
to particularly the industrial problem, and the tariff problem. 

enator Krerauver. And also the Navy. 

Mr. Romney. And also the Navy, and beans and bean soup. 

8. An increase in business mergers resulting in a decline in the 
number—look, Senator, one reason this agricultural thing is im- 
portant is because it affects the sale of cars in the area you are dealing 
with here. 

That market is shrinking for the automobile business. 

Senator Keravuver. I have not heard many manufacturers give 
such a strong argument for farmers as you have. Do you feel it very 
vital to your company that farmers do well and have purchasing 
power, Mr. Romney ? 

Mr. Romney. Yes, sir. 

As a matter of fact, Senator Kefauver, I think that it is essential to 
the economic health of America that we see that the economic progress 
that we make is spread as widely as we can do it, and that we keep 
things in relationship with each other as well as we can. 

Now you never do that perfectly, but when any big segment like 
agriculture gets out of line with the rest of the economy, that hurts 
the whole economy, and one of the things causing some of the unem- 
ployment in the automobile industry today is the fact that farmers 
cannot buy new cars the way they used to buy new cars. 

That is because their purchasing power in relationship to the pur- 
chasing power of other elements of the economy have been shrink- 
ing here in recent years. 

think that is one aspect of the economic imbalance that we need to 
be concerned about. 


There are others of sizable proportions that may be better touched 
on a later point. 

Senator Keravver. I suppose the first thing the farmer would buy, 
if he had money would be farm machinery and the second thing an 
automobile. He does not have money now to buy farm machinery, 
according to the records. 

Mr. Romney. That is correct, because the prices on industrial prod- 
ucts have been going up out of relationship to his income as a result 
of the declining price on agricultural products, and that is happening 
basically for a different reason today than was true in the 1920’s. 

I always thought that the farmer was very shrewd in recognizing 
that you could not have an economy half selling on a world price basis 
and half selling on a protected price basis, and on an artificially ele- 
vated price basis. 

Unfortunately, we have not yet eliminated that aspect of the situ- 
ation, but we have tried to overcome that aspect by subsidization, and 
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now another whole new element has hit this relationship that has not 
been reckoned with, that is currently causing greater distortions, and 
even though subsidies are being increased for agriculture, this dis- 
parity continues to grow. 

I really feel very sorry for my good friend Mr. Benson, because I do 
not think the problem is going to be licked in the areas that are being 
dealt with. 

Senator, I could look up the earlier figures, but in 1955 ownership 
of motor vehicles among farmers was 74 percent, that is ownership 
of passenger cars and 13 percent of them owned trucks. 

Then nearly half of the United States farmers had models 5 years 
old or older. 

Only 13 percent were driving current models, and that has declined 
more recently I am confident on the basis of my feel of the situation, 
spot feel of the situation. 

Senator Witey. I want to say that if you can do for our milk 
farmers in Wisconsin what you have done for your industry, won’t 
you please give us the remedy. A farmer who is sick has to have a 

alliative like a sick person does, but I agree with you that economic 
uls cannot be cured mere legislation. But you can save the pa- 
tient from dying, and that is the important thing now. In the mean- 
while, give us the remedy and we will consider it. 

Mr. Romney. I think I am here discussing what I believe is the 
most fundamental factor. I don’t say it is the oniy factor, because 
obviously in any situation as complex as our agricultural situation, 
there are many factors. But I think I am here prepared to testify, 
as we go along, on the factor that is now the principal factor in the 
disparity that is developing between farm prices and industrial 

rices. 
: Senator Wizey. In one sense it is analogous. If the automobile 
people are going to manufacture 8 million cars and can only sell 5 
million of them, they will find themselves in the position such as the 
farmers of our State have found themselves in in the production of 
milk, butter, cheese, powdered milk, and so forth, and so have the 
wheat farmers and the cotton farmers. 

But I will tell you, there have been a lot of folks working on it. 
If you have got the remedy, you are the man. 

Mr. Romney. I don’t say I have the complete remedy, Senator. I 
say that I am prepared to discuss what I consider to be the principal 
factor in that disparity, and a factor which must be dealt with if we 
are going to put agriculture back on a healthy basis. Because it is 
important that we not just keep him alive, keep agriculture alive; it 
is important we keep it healthy. 

_ It is only one factor, Senator. I happen to think it is the most 
important factor currently, and has been for several years. 

3. An increase in business mergers resulting in a decline in the 
number of separate firms in most iain industries has increased eco- 
ome concentration of industrial power—that, plus the death of 

rms. 

4. The merger of the AFL and CIO has increased collaboration be- 
tween affiliated international unions on collective bargaining, thus 
further concentrating union power. 
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5. A mounting attack on our profit-and-loss system resulting from 
lack of public understanding and the use of excessive union power to 
squeeze profits down to a dangerous level. 

6. Tax and defense procurement policies are encouraging greater 
economic concentration. 

7. The use of monetary controls to fight inflation and deflation 
has been ineffective in meeting the basic problem, the most important 
problem. 

Now I don’t discuss that point particularly in this memorandum, 
I discuss the problem that I think is most basic, but I think we are 
in the situation right now where we overused the monetary controls 
to slow up the economy. We are in the position of the man who 
went out to get rid of a tree stump and he put a stick of dynamite 
in there and the first one didn’t go off, so he put another stick in and 
lit it, and they both went off at once. 

Now, we have used the monetary controls to slow up the economy 
and stop inflation, and the result is we have got a worse problem, 
and we are in the process, in my judgment, of trying to use monetary 
and credit and tax and other things to ” the things going again, 
and we may well use them in excess rather than to deal with some 
of the basic problems, economic problems, which help bring this 
inflation on. 

As a matter of fact, I have statements here by Martin and Eccles 
and others indicating what the nature of this inflation is, if the com- 
mittee is interested in them, as we go along here. And what they 
say, either in very guarded words or directly, is the same thing I 
am saying with respect to this problem as we go on. 

Senator Wier. Is that statement in the record ? 

Mr. Romney. This one I just made? 

Senator Wizy. No. You said you had statements by those three 
gentlemen. 

Mr. Romney. Look, if you would like them, let me give them to 


ou. 
i Senator Wirey. I think they should be put in the record. 

Senator Keravuver. We will make them American Motors exhibit 3. 
Then if you wish to summarize them, you may do so. 

(The statements referred to may be found in the files of the sub- 
committee. ) 

Mr. Romney. I will just summarize them. 

Let me say this: The principal factor in the inflation we have 
been through has been the wage-price spiral, without going into the 
question of whether it is a wage spiral or a price spiral, and the 
rise in wages in the postwar period has accelerated the demand for 
money and credit because manufacturers have been stimulated by 
the sharp rise in wages to try and automate, to try and circumvent 
the effect of rising wage costs by the use of tools and machinery. 

And on that aspect, I would like to read Mr. Martin’s statement 
when he appeared before the committee which was holding hearings 
on the inflationary situation, money and credit, last summer. I have 
forgotten the name of it. But here is what Mr. Martin said. This 
is a complete summary of his testimony as taken from the Wall 
Street Journal of Monday, August 19. The statement is made by 
him, but not the complete statement made by him. He said this: 


Recently, this general pressure has been expressing itself particularly in 
rising prices for services as compared with goods. 
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Pressure for prices for services as compared with goods. Now, 
that “services” means wages and salaries. That is the only meaning 
you can give to it. 

Despite the existence in some lines of reduced employment and slack demand, 
many employers now face rising costs when they seek to expand activity by 
adding appreciably to the number employed. As a result, many current plans 
for further expansion of capacity place great emphasis on more efficient, more 
productive equipment rather than on manpower. 

Now, he is saying in more statesmanlike and guarded words what 
I have said more bluntly and directly, and it needs to be said bluntly 
and directly if the people of this country are going to understand 
what is happening. 


This generalized pressure on resources came to a head in financial markets 
in the form of a shortage of savings in relation to the demand for funds. 


And it is perfectly true that the companies who could do it were out 
trying to borrow money to build new facilities to circumvent this 
rising cost of services, which is wages and salaries. 

A considerable volume of expenditures is financed at all times out of borrowed 
funds. When these funds are borrowed from others who have curtailed their 
own expenditures, no additional demand for resources is generated. On bal- 
ance, however, demands for funds by those who have wanted to borrow money 
to spend in excess of their current incomes have outrun savings. Those who 
have saved by limiting their current expenditures and thus made funds avail- 
able for lending, have still not kept pace with the desire of governments, busi- 
ness, and individuals to borrow in order to spend. 


So this wage-salary spiral, according to Mr. Martin, was a primary 
factor in creating the money shortage and the credit shortage. 

I would like to give you the quote by Mr. Eccles, whom I believe 
_ men will recognize was a pretty fearless Chairman of the Federal 

serve Board. 

Here is what Mr. Eccles said on October 11, 1956. I do not know 
whether you want the full talk or not, but this is the pertinent 

int—— 
a Keravver. All three articles have been put in the record. 
You just read the pertinent paragraph. 


Mr. Romney. I am going to read one paragraph from Mr. Eccles’ 
talk: 


As a result of the labor contracts which have been and are being made, an 
alarming wage-price spiral is developing. 

Senator Kerauver. You are quoting from Mr. Eccles’ 1956 testi- 
mony before the Joint Committee on the Economic Report? 

Mr. Romney. No, Senator; this was a talk. 

Senator Kerauver. This wasa speech? 

Mr. Romney. This was a talk made in Chicago on October 11, 1956. 

Senator Kerauver. All right. 

Mr. Romney (reading) : 


As a result of the labor contracts which have been and are being made, an 
alarming wage-price spiral is developing. If the present situation is permitted 
to go unchecked, further price inflation is inevitable. Under these conditions 
the difficulty of stopping inflation by the use of monetary and fiscal policy 
should be apparent. To stop the growth of the money supply would stop the 
growth of the economy. This would soon stop the growth of production and 
employment. 
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That is where we are now. 


To permit the money supply to grow so as to finance wage-price spiral would 
be feeding inflation. This is the present dilemma that confronts us. 


Now just one other statement on this point by one of the Nation’s 
foremost economists, Mr. Slichter. I would particularly like to read 
this Slichter statement because I think it puts the matter more fully 
and completely than the others. 

I have it here now. This is a statement made by Mr. Slichter, 
who is an economist with the Harvard School of Business Adminis- 
tration. 

I have forgotten his exact status with them, but he is certainly one 
of the most renowned economists in this country. This statement was 
made in January of this year. 

Wait a minute, I must correct that. It was made September 24 in 
Washington, D. C., at a business forum: 


Conditions have grown up without being definitely planned that have created 
gradual inflation, and that makes gradual inflation difficult to prevent. 

Some of these conditions are virtually beyond control by public policy. An 
example is the rapidly growing capacity of industry to increase the demand for 
goods by technological research. 

Other conditions that make for upward pressure on prices are politically 
popular. Full employment and strong trade unions are examples. 

Upward pressure on prices is aggravated by the farm policy which causes 
the Government to spend billions each year trying to keep up the price of foods 
and fibers, and by the tax system which leads the Government to subsidize 
heavily wage concesssions by employers. 

Hence although the United States has not adopted gradual inflation as a way 
of life, the country is not prepared to remove the conditions that produce gradual 
inflation. 

I think that the country is ready to make a compromise. It is willing to do 
some things to retard inflation, but not others. It does not want inflation, but 
neither does it wish to pay the cost of preventing inflation. 

We could stop inflation by insisting very strongly that no employer, except in 
unusual circumstances, grant wage and fringe benefit increases of more than 
214 percent a year, about half the wage increase of the last year. 


Incidentally, that is only one-fourth the wage increase granted by 
the automobile industry in 1955, 214 percent. 

The wage increase was 9.8 in percentage terms. This 214 percent 
comes from national productivity figures over the years. 

As I will show later, our productivity has not equaled 214 percent 
since 1955. 


But is the public sufficiently interested to impose on employers the very stern 
demand that they take long and expensive strides rather than sell out the 
consumers? 

The difficulties of keeping it— 


that is inflation— 


at a creeping rate are political and not economic. Keeping inflation at a creep 
is readily accomplished by keeping credit scarce so that prices do not rise faster 
than costs. 


It remains to be seen, however, how long it will be politically possible to keep 
credit scarce. 


I do not have the complete talk so all I can give are the excerpts. 
If the complete talk is desired, we will submit it. 


Senator Witry. Have you had to pay the same increases in wages 
as the Big Three? 
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Mr. Romney. I come to that, Senator, but let me answer it briefly 
by saying this. 

Over the years, we have had to pay more. We have paid more. It 
meppene that in 1955 as a result of very aggressive programs, we suc- 
ceeded in getting the union to wipe out some of the inequity that we 
were carrying in relationship to our competitors, but we are still 
paying more than our competitors, both in the automobile business 
and the appliance industry, and I come to that later on in my testimony. 

Senator Wizey. You give the reasons. 

Mr. Romney. Yes, sir; I get into the reasons. 

Senator Keravver. All right, Mr. Romney, will you proceed ? 

Mr. Romney. While for a time it appeared that the present admin- 
istration had checked the wage-price spiral, the automobile collective 
bargaining agreements of 1955 and the steel settlement of 1956 have 
been followed by substantial price increases on most industrial 
products. 

We will be glad to submit the percentage increase, wage increases 
in the automobile industry and steel industry represented in the years 
1955, 1956, and 1957 if the committee would f interested in them. 

Senator Keravuver. That will be American Motors exhibit 4. 

(The document referred to may be found in the appendix on p. 4213.) 

Mr. Romney. Thank you. 

Wage and benefit increases that approximated—actually the figure 
was 9.8—I want to make that statistical correction in my statement— 
across the economy were in excess of cost reductions—that is in 1955— 
were in excess of cost reductions made possible through increased pro- 
ductivity, and as a result prices increased. 

Furthermore, the productivity improvement of 2.5 percent an- 
nually, anticipated in collective bargaining agreements, has not been 
realized since 1955. 

In 1956 as I recall it, the figure was eight-tenths of 1 percent across 
the industrial economy. 

Now some figures have been submitted here that include agricul- 
ture. Agriculture has been increasing its productivity as a result of 
the mechanization of agriculture. 

If you include agriculture, the increase in productivity has been 

ater in recent years. If you exclude agriculture and deal with in- 
ustrial productivity, in 1955 the productivity increase was about in 
the order of eight-tenths of 1 percent, and in 1956 it was in the order 
of 1.7 percent, and, of course, we do not know yet what the figures will 
be for 1958. 

I would also like to make the point again that I am not here to say 
that the wage increases have exceeded the level of productivity 
throughout the postwar period. 

Up to some point, which is a fairly recent point, the last few years 
here, the wage increases were not in excess of productivity increases, 
but we are now at the point where wage increases are exceeding pro- 
ductivity increases. 

The President’s Economic Report to Congress dated January 20, 
1958, called attention to this fact : 

Private nonagricultural output rose only slightly from 1956 to 1957. * * * 


The indicated gain in productivity accordingly was still small though much 
larger than the gain from 1955 to 1956. In both instances, the increase was 
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smaller than the long-term average annual increase of about 2 percent recorded 
for the past few decades and the still higher average increase recorded for the 
whole period following World War II. The small extent of these gains, in com- 
parison with increases in wage rates, maintained the upward pressure on unit 
costs and, therefore, on prices. 

Until recently, the benefits of higher productivity were partially 
shared with consumers in the form of price reductions or in greater 
value added to the product. This was a major reason for the rapid 
growth of car ownership and use. 

It is a complete distortion to compare the UAW 1958 proposals with 
Henry Ford’s improvement of purchasing power through sharing the 
benefits of productivity with customers, labor, and owners. 

It is a complete distortion, because they are totally different things, 
The one represents giving all of it to one group. The other repre- 
sented a distribution of it primarily to customers, and secondarily to 
employees and to owners. 

But we have now reached the point in this country where in our 
large basic industries—and the automobile industry is one of the 
major ones—the wage increases now exceed the level of national pro- 
ductivity increase and exceed the level of the industry productivity 
increase. 

Wage increases to workers that completely absorb productivity im- 
provements, or even exceed them, deny to all but those workers many 
of the benefits of economic advance. Industrial progress results more 
from reinvestment of owners’ earnings and management ingenuity 
than from increased employee effort and skill. 

Senator Keravuver. Can we pause there just a minute, Mr. Romney? 

(Off the record. ) 

Senator Keravuver. The committee seems to be in agreement, and if 
it is satisfactory to you gentlemen, we will stand in recess until 2 
o’clock. 

(Whereupon, at 12:15 p. m., the committee was recessed until 2 
p. m. of the same day.) 

AFTERNOON SESSION 


Senator Krravuver. We will get started again, Mr. Romney. 

Mr. Romney. Very good. Shall I proceed ? 

Senator Krerauver. When we recessed, we were at what point? 

Mr. Romney. On page 11. 

Senator Kerauver. On page 11. You were talking about protecting 
car buyers. 

Mr. Romney. That is right. 

Senator Keravver. All right, proceed, Mr. Romney. 

Mr. Romney. What should be done to protect the car buyers’ pres- 
ent and future interest ? 

The consumers’ protection depends on our recognizing that we have 
a dangerous deficiency in competition, fundamental inconsistencies in 
collective bargaining, and presently insurmountable roadblocks to 
essential industry cooperation. 

What proof is there of these conclusions? 

First, let’s look back a moment. In the early days of the industry, 
many car companies searched vigorously for product, production, dis- 
tribution, or other improvements that would aid in selling more cars. 
From this struggle, Henry Ford rose to first place by recognizing 
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the desire of most people to own a dependable car. He achieved this 
sales result by concentrating on cost reduction, avoiding expensive 
changes in his Model T and lowering prices. He had the foresight to 
enlarge his market by recognizing that by establishing an adequate 
Pay scale, the worker could also become a customer. 

oon, however, the prosperity he helped build enabled customers 
to buy more expensive, comfortable and better-equipped cars built by 
his competitors. General Motors then emerged as the leader. Since 
the early thirties, along with Ford and Chrysler, General Motors has 
grown rapidly as car use and ownership expanded. This was largely 
as a result of adopting a product philosophy, in keeping with the then 
existing economic and social trends, that was based on making cars 
bigger, more powerful and better styled. 

ae rere, the smaller companies historically have been the principal 
innovators. In the early days this was apparent. 

As a matter of fact the philosophies of the large, more successful 
companies has been to be not the first to try the new and not the last 
to drop the old. 

I mean that has been the basic philosophy which permits the really 
radical innovating to be undertaken by a smaller company and if it 
succeeds, pick it up. 

More recently, however, it has been obscured by the concentration of 
the three largest companies on the same product philosophy; by their 
domination of advertising and news channels which is not an insig- 
nificant point, and by their successful introduction and promotion of 
styling innovations and luxury features. 

Ford’s adoption of General Motors’ product philosophy was gradual 
but became complete in the period of Ford internal reorganization 
following World War II. Chrysler, under its present management, 
pemtly adopted it, and gave it full expression with the forward look 
and fins. 

During the postwar period, the few surviving smaller companies 
have contributed relatively more basic product pioneering than their 
bigger competitors. However, their competitive positions have not 
compelled Big Three adoption of the most important innovations in- 
volving the greatest capital cost. 

Let me be specific : 

Studebaker-Packard pioneered torsion-bar suspension, separate 
rear-wheel traction, greater driver vision front and rear, as well as 
other functional and styling advances. 

American Motors pioneered modern car heating and ventilating, 
low-cost air conditioning, improved body painting and rust preven- 
tion including full body dip, smaller and more economical cars, and, 
most fundamental of all, the application to automobile design of latest 
engineering principles developed in aircraft construction. 


would like to stop at that point and make one or two points. I 
understand that 





(Off the record. ) 

Mr. Romney. Senator, of course as you can appreciate and as I em- 
phasized this morning, let me reemphasize that basically I am trying 
to apply the same principles here, American principles, to both indus- 
7 and unions and the two-step approach represents an application 
of those principles to industry as well as to unions, and on the basis 
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that what is good for the goose is good for the gander and that what 
is good for one American is good for other Americans. 

enator O’Manonry. We must look at this problem from the point 
of view of the founders of this Government. 

Mr. Romney. That is right. 

Senator O’Manoney. That point of view was that the Congress of 
the United States, which is vested with all the legislative power, has 
the right and the duty to regulate commerce among the States with 
foreign nations and the Indian tribes, as the framers put it. It has 
been frequently enunciated by the Supreme Court, notably by John 
Marshall who was an old radical, that the power of Congress extends 
to the regulation of all trade and commerce that affects national com- 
merce. 

It is not anti-American, it is not socialism. 

Mr. Romney. That is right. 

Senator O’Manonrey. It is not any invasion of fundamental Amer- 
ican principles for the Congress to regulate commerce in the public 
interest. 

The refrains we hear from the lips of big-business managers in de- 
fense of free enterprise I interpret to mean only that these enterpris- 
ers desire to be free from all regulation in the public interest so that 
they may write their own tickets, which they are doing now. 

Mr. Romney. Senator, I trust that you will review, as you have an 

opportunity to do so, some of the fundamental premises set forth in 
the early part of the statement, and I also made clear that I am not 
here, I am not appearing here as a special pleader, I am not asking 
for any special help for my company. We donot need any. We can 
make it on our own, but also let me say this: That I never use the 
term “free enterprise” because it does not mean anything in my 
book. It does not describe the economic system that we have, and 
one of the fundamental points I am leading up to and one of the 
reasons I review the fundamentals as I see them on which our eco- 
nomic system is based, at the start of my statement, is that I believe 
that our economic development has gone far beyond the stage it 
was in when we wrote the present laws that relate both to industry 
and to labor, and I emphasize the labor part of it as much as the 
industry part of it because both were intended for very laudable pur- 
gr but our economic development has been so rapid here in the 
ast 2 or 3 decades that they are now adequate, and I am leading 
up to that, and such discussion as I get into of my own company is 
intended primarily for the purpose of illustrating the degree of con- 
centration in the industry, which I am dealing with at this point. 
I will come to the other part later. 

Senator O’Manoney. This hearing began with a reference by Mr. 
Reuther to a bill which I drafted and introduced in 1948, 10 years 
ago. I notice a tendency to take up the principle which I had in 
mind when, about 20 years ago, I introduced legislation to provide 
that all corporations which engage in commerce affecting national and 
international commerce, all labor unions which are employed in 
that commerce and affect that commerce, and all trade associations 
which operate likewise, should receive their authority setting forth 
their powers, their duties, and their responsibilities from the Con- 
gress of the United States, instead of writing their own tickets, as I 
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have said before, as they do now, and finding domination over the 
commerce which the Congress was expected to regulate but which it 
cannot regulate in the method that goes on now. nett 

Mr. Romney. I will refrain from commenting at this time, on 
what you have just said, because I suggested this morning we might 

o through the statement and deal with questions pertinent to it and 
Fen come to general questions and I would rather comment later on 
what you have just said. 

Senator O’Manoney. You have a very long statement before you. 

Mr. Romney. Yes. a 

Senator O’Manoney. I suppose it would expedite the hearing if 
you may proceed with that, so I will not interrupt you. 

Mr. Romney. On this smaller economical car, testimony was given 
yesterday, that I think I ought to comment on at this point, by Mr. 
Colbert about their experience in connection with smaller automobiles. 

It is quite true that they tried the product philosophy of making 
them smaller on the outside and bigger on the inside and they did not 
do too well with it. 

However, attributing that to the size of the vehicle overlooks the 
fact that their styling was not what it should have been, and also 
that when you have a new idea productwise, you gain gradual public 
acceptance of it. You do not get public acceptance on a scale that 
permits a company that is dealing in hundreds of thousands of vehicles 
and selling hundreds of thousands of vehicles to make that much of 
ashift and get people to buy them immediately. 

So the Chrysler experience—and that is all I want to say on it, the 
Chrysler experience has no bearing on the question of whether com- 
pact and small cars are coming in this country, because you could not 
expect customers to buy a half million Plymouths built that way 
without being first sold on the advantages of the smaller car and it has 
had to come gradually. 

Senator Krrauver. The record should show also that, while they 
eliminated the premium, they did not get the price below what the 
other cars were charging. 

Mr. Romney. That is correct. 

Senator Keravver. All right, you proceed. 

Mr. Romney. Single-unit construction, which our company has used 
and developed for 18 years, has just been adopted by the higher priced 
Lincoln, Continental, and Thunderbird models, and actually it is that 
principle of car construction that has made it possible for us to develop 
cars of the type we build. 

That principle of construction well illustrates what I am talking 
about in terms of there not being adequate competition on product to 
result in the larger companies picking up the latest methods of build- 
ing automobiles in this country. 

This is the method used by both Ford and General Motors in the 
production of their cars outside this country. 

Now Ford had to build a completely new plant to build Lincoln 
and Thunderbird models and therefore they built it the modern way, 
and I would appreciate it if you would just give each of the Senators 
a little model here, and I would like-—— 

Senator Kerauver. We have them here and we would like for you 
to explain what you are talking about. 
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Mr. Romney. What I am talking about is this: The type car engi- 
neering that we inherited from buggies and wagons was to build ¢ 
heavy frame, a heavy structural frame like this and then bolt a body 
to it. 

Now that was the method of building moving conveyances until the 
airplane came along, and when the airplane came along—have you 
got that section there—when the airplane came along, it became neces- 
sary to devise great strength with lightweight to build metal planes, 
and in developing a metal airplane they moved away from this type 
construction that is based on heavy structural shapes and they began 
to make what you call box sections. 

Now a box section is a hollow section like this that is shaped and the 
strength of the section results from the shaping of the metal, and the 
fact that these structural members, these hollow structural members, 
actually conform to the shape of the object you are building so that 
instead of having a structural frame down at the bottom and then 
mounting a body on top of it, you build the whole car that way and 
you build the structural members and the body as a single unit. 

Now these are structural members here running through this car. 
These are structural members and they come right up over here, and 
they extend under the fenders so that the structural part of the car 
and the passenger conveyance part of the car is identical, and this type 
construction gives you a car that is twice as strong. 

You can spring it better. It is a single welded unit. It will last 
longer, and because you get rid of dead weight, excess weight, you 
can step up performance or economy, because both of those are a ratio 
of horsepower and weight, you see, and also by getting rid of this 
thick frame here you can get more space inside, so that with a smaller 
vehicle you can get the room and the comfort of the big car. 

Now the facts are that this type construction improves 8 out of 
9 of the fundamental values in an automobile. 

Now we started using this type construction 18, 19 years ago. It 
was developed for airplanes, and then the Aluminum Company of 
America and Budd Manufacturing Co. applied this type construc- 
tion, this engineering principle to building streamlined trains, and 
that revolutionized trains as we know them today. 

Then it was applied to busses. It has been applied to everything in 
this country except the big passenger cars being built by the Big 
Three except now the Lincoln and the Thunderbird which validates 
what I am saying, because they are actually the highest priced models 
of the Ford line. 

The reason it has not come earlier was simply because we were not 
a big enough factor in the industry to acquaint customers with the 
advantage of this type construction. 

Our present position is the result of interesting people in the smaller 
car. However single-unit engineering actually represents the most 
fundamental improvement that has come into automobiles in the last 
several decades and that is evidenced by the fact that the new cars 
built by Ford and General Motors elsewhere are built this way. 

The cars they are importing are built this way, and the reason they 
have not—the principal reason they have not adopted this in this 
country is because it would cost so much money to scrap their body 
facilities and tool them for this type construction. 
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This type construction requires totally different equipment, ma- 
chinery and tools and to scrap those expensive facilities would be an 
exceedingly expensive thing to do unless you have to do it. 

I simply cite that as an example of the lack of enough competition 
in the automobile business in the United States to compel the larger 
companies to keep their product fully in step with the latest engineer- 
ing and design methods. 

Senator Kreravver. In other words, all the frames in the body elim- 
inate all that weight—— 

Mr. Romney. That’s right. 

Senator Keravuver (continuing). And have all these advantages? 

Mr. Romney. It makes the car much safer, Senator. Figures we 
have show that these cars are two and a half times less susceptible to 
fatalities and accidents because it is the same principle that you have 
in the cushioning of a boxing ring. 

This cellular-type structure gives on impact, and the result is that 
in a collision the ‘pall of the force is absorbed at the om of impact 
because the metal at that point gives, whereas in the heavy frame, on 
impact these solid members here tend to telegraph that force right 
through the car and into the eee compartment. The result is 
you have got a safer car, the weight is less, you can use that for economy 
or performance. 

tisasingle welded unit. It will last longer. It is more dependable. 
It is free of rattles, and so on. You can get more room in it. It is 
easier to handle because you haven’t got the weight to tug when you 
steer. 

It improves every aspect of the car except styling. It doesn’t affect 
styling one way or the other, and that is unfortunate. If it had af- 
fected styling, then .peeee would be conscious of it. We are sorry 
people don’t have X-ray eyes. If they had X-ray eyes, why, they 
would be conscious of it. 

In the railroad industry they changed the styling as well as the 
engineering at the same time, so that people were able to identify the 
modern train. But this actually makes the modern automobile as 
modern in comparison with cars built by our competitors as a stream- 
lined train is compared to an old-fashioned train. The difference is 
essentially the same. 

Senator Kerauver. You say the reason the Big Three haven’t 
adopted this principle in most of their models was the tremendous 
cost of changing over to this new system ? 

Mr. Romney. That’s right. 

Senator Keravver. Is it not also true that their dominance in the 
industry makes them feel they don’t have to innovate in order to retain 
abig part of the market? 

r. Romney. They haven’t had to go to this type change in order 
to hold the market; that is correct. 

And as far as these small company changes are concerned, I could 
show you other changes where they have been pioneered by the smaller 
company and then picked up by one of the bigger companies and adver- 
tised as a first on their product, whereas actually the improvements 
were introduced earlier. 


Senator Kerauver. Mr. Romney, I think that would be very inter- 
esting. You set forth some of the small company innovations on page 
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12. I wish your people would prepare a list of others that have been 
brought about by the small companies—— 

Mr. Romney. All right. 

Senator Kerauver (continuing). Over a longer period of years, 
and we will make that American Motors exhibit 5. 

iy information referred to may be found in the appendix on p. 
3812. 

Mr. Romney. I might also add, Senator, that the impact of this on 
the thinking of recom the changed thinking of people with respect 
to automobiles, is resulting in advertising some of these advantages 
without having the advantages, but that is another question. 

Incidentally, Senator, I think another illusion in the area of size 
should be mentioned here. I touched on that this morning. The 
impression that many people have is that most of these improvements 
come out of the vehicle companies. 

That is not true. All companies in the automobile industry have 
the benefit of the vast research organizations of the supplier industries 
and companies, and that area of research vastly outweighs the area of 
research and improvement that is occurring right in the motor-vehicle 
industry itself. 

Senator Carrouu. Spell that out a little bit, as to what you mean. 

Mr. Romney. What I mean, Senator Carroll, by that, is this: You 
take such things as power steering. Power steering was developed by 
a supplier company, not by a vehicle company. Tou take improve- 
ments in the application of steel to automobiles, the steel industry does 
more of that improvement than the automobile companies themselves. 

The automobile industry actually draws on the technical organiza- 
tion and research of all these industries that feed into the automobile 
industry and uses those advances to build better automobiles. 

We have as much access to that improvement as the larger com- 
panies, and actually as a smaller company we are able to move faster. 
Again, I want to say that a big company becomes musclebound when 
they reach the proportions we are talking about, and they become 
resistant to change if the change involves tremendous capital expendi- 
ture. 

It is perfectly obvious, you do not want to spend the money if you 
do not have to to get the business. 

Senator Carroti. Would it be too difficult for you to compile such 
: list ~ who these suppliers are and what innovations they have 

ound ? 

(The material referred to may be found in the appendix on p. 3812.) 

Mr. Romney. No; it is relatively easy. I think it would broaden 
your understanding of the fact 

Senator Carrot. In the list, Mr. Romney, that you are going to 
prepare, identify the companies, and say whether they are suppliers 
or whether they are automobile companies themselves. 

Mr. Romney. Incidentally, on this question of changing product 
thinking, I find that change does take place slowly and the same thing 
is true—and my point on the fact that the number of new cars being 
purchased by people previously purchasing cars is illustrated right 
out here in your Senate garage, actually, if you take a look at it. 
Somebody went out and checked the Senate garage who gave me this 
information, and most of the cars out there are older cars. 
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That was not true 25 years ago when I was around here. Most of 
them are GM, Ford and “lin, 8 cars and practically none of them 
smaller company cars. 

It indicates the slow penetration of a new idea. 

Senator Carrotu. The other day I think I asked Dr. Yntema about 
this question of advertising of TV programs over the long period of 
time, week in and week out, day in and day out, which shapes public 
thinking, does it not ? 

Mr. Romney. Absolutely. 

Senator Carroty. And the tremendous sums of money directed to- 
ward that end which would have a great deal to do with shaping 
public thinking. 

Mr. Romney. In our battle to break through the big-car mentality 
in this country, we have had to use unusual methods. We have not 
had the money to do it, and therefore we have had to use other meth- 
ods of publicizing the fact that the type product I am talking about 
has advantages that are better for many people, you see, and that is 
beginning to penetrate now. 

But the availability of large sums of money for advertising can 

rpetuate an archaic and old-fashioned product concept if it is 
Sc eund home sufficiently. There isn’t any question about that. 

Senator Carrotu. That is the point I was getting at. 

Mr. Romney. There isn’t any question. 

Now it is true that the Big Three introduced modern V-8 engines, 
automatic transmissions, and promoted the horsepower race as an 
advance. 

They introduced wraparound windshields that do not significantly 
improve vision and made them a hallmark of modern design. A small 
company could not have made the wraparound windshield a successful 
thing because when you get right down to the guts of it, it has no basic 
advantages over the straight windshield, and yet through advertising 
and promotion you can make an item of that type become absolutely 
the hallmark of a modern car, if you have got a large enough percent- 
age of the total market to do it. 

It is just like a woman’s hat. The automobile business has some 
elements of the millinery industry in it in that you can make style 
become the hallmark of modernity. This typifies a modern car from 
the standpoint of engineering and basic research and so on, but a 
wraparound windshield through greater sums of money and greater 
domination of the market can be identified as being more important 
than something that improves the whole automobile. That is what I 
am talking about, Senator. 

They introduced power steering and power brakes made necessary 
by the constant increase in car length, weight, and speed, but their 

rimary emphasis has been on greater car size, horsepower, and angu- 
ar style obsolescence. This is because in the adoption of a common 
product philosophy their basic product competition had ended. 

This was not as a result of agreement. Rather, it was due to the 
fact that all were advertising, promoting, and selling basically iden- 
— product ideas, and this dominated customer thinking about 
product. 

Furthermore, the companies were so big and their investments were 
so great, that they could ill afford to encourage certain product trends. 
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Why should they promote customer interest in new product en- 
gineering possibilities that might eventually obsolete their existing 
production facilities? 

The truth is that there would now be only three large automobile 
companies in the United States if American Motors had not pioneered 
the design, engineering, and marketing of a new type of automobile 
and if Studebaker-Packard had not obtained Government help, 
Studebaker-Packard, of course, was indirectly subsidized through de- 
fense contracts granted to Curtiss-Wright. 

Incidentally, that subsidization in that manner had an adverse effect 
on other companies, and companies that were entitled to the defense 
worked received by Curtiss-Wright did not get it as a result. And 
when the Government begins to step in on a discretionary basis of 
that type and use the procurement powers to subsidize a competitor 
because otherwise there would be too few companies in an industry, it 
has effects on others that are not adequately considered. 

Senator Kerauver. Do you discuss this matter of Government con- 
tracts later on in your statement ? 

Mr. Romney. No, I do not, Senator. 

Senator Kerauver. I wanted to ask this question. You have had 
excellent engineering and scientific men at American Motors, have 
you not, Mr. Romney ? 

Mr. Romney. That is correct, as a matter of fact, Senator, we had 
an excess of them after the merger of Hudson and Nash. We had 
more engineers and technicians than we could use, and also more 
facilities and equipment than we could use in our own activity. 

Senator Keravuver. It seems to me that practically all of the Gov- 
ernment contracts I have read about have either been to General 
Motors, some to Ford, some to Chrysler, and as you say, a lot of them 
are funneled into Curtiss-Wright in order to keep Studebaker- Packard 
going, apparently. 

How has American Motors fared on these Government contracts? 

Mr. Romney. Well, our judgment is that we have not received fair 
treatment in the placement of defense work since the formation of 
American Motors. 

We have sought it very vigorously. Actually, we spent a great 
deal of our own money in doing research and development work for 
defense agencies in the hope that, as a result of doing such work, we 
could prove to them our ability and could qualify for contracts. 

Our hopes have not been viatiead. We have found a disposition on 
the ee of procurement officials in the Defense Department to place 
work with larger companies, to place the research and development 
work with the larger companies, and a disposition to feel that the 
smaller automobile companies were not qualified to do such work. 

As a matter of fact, Senator, we have had the ironical experience— 
I have had it personally—of having top procurement people in the 
Army tell me that they placed research and development contracts 
with the Ford Motor Co. to apply this type of construction to light- 
weight military vehicles, because they dia not consider us qualified 
from a research standpoint to do such work, and they thought we 
were too small a company. 

When I told them how big we were, that we were the 87th largest 
company in the United States, that we had these facilities that I told 
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them about, and when I told them we had pioneered in this type 
of construction, and they knew that because we had applied it to a 
lightweight military vehicle that we were developing in conjunction 
with the Marine Corp where we have spent our own money to 
develop it, why, they had to back up, and finally took recourse in the 

ition that, well, we were an Air Force contractor rather than an 
Titasnes contractor. It happened to be Ordnance. 

Now, Senator, one of the most discriminatory defense situations 
that I know of is in this lightweight military vehicle field where the 
Ford Motor Co. has been paid more to do research and development 
work in applying single unit construction, a thing we pioneered, and 
they have had to hire some of our personnel to help them do, they 
have been paid more to just take the Jeep and take weight out of it 
with that process than is available in Marine Corps appropriations 
for development of the vehicle, the development of an air-cooled 
aluminum die-cast engine, and the Ford contract has no reference to 
an engine. 

We have developed the vehicle and the engine out of our own 
pocket, and the amount of money available for the procurement of 
actual production models, all those things add up to about the same 
amount that Ford has been paid for research and development work. 

I have been battling, Senator, for 2 years to get that contract con- 
summated, and it is still not consummated, although the Marine 
Corps has been very anxious to proceed with it, and I have been— 
and furthermore, the Ordnance Department is proceeding with the 
other vehicle, despite the fact that the top research and development 
people in the Defense Department, including top defense officials, 

ve assured me at various stages here that on the basis of their own 
knowledge of the two vehicles, that the vehicle of our development 
is superior. 


I have been told by—I have been given such excuses as these in that 
connection : 

No. 1, that the reason rdnance was not interested in the develop- 
ment by the Marine Corps is that the Marine Corps developed it. 

No. 2, I have been told that the reason Ordnance has got to go 
ahead with the Ford research vehicle is because Ordnance has got 
so much money in the research program they have got to procure the 
vehicle on it, and I am still in the position, literally, where I have 
put up the money, and it is more than $1 million, into the development 
of a product that top people say is superior to the other product, 
and I have not even—I have had $50,000 for modification of a vehicle, 
and [I still do not know whether I am going to get a contract to even 
produce the ones that the Marine Corps want to buy because pro- 
curement has to be placed through Ordnance. 

Senator Keravver. In other words, they have been paying Ford 


r research and development on the very subjects that you have 
ie 


Mr. Romney. Specializing in. 


Senator Kerauver (continuing). Specializing in? 
Mr. Romney. That is correct. 


ator Keravuver. And spending your own money ? 
Mr. Romney. That is correct. 


Senator Kerauver. And have done it successfully. That just does 
not look right to me. 


22805—58—pt. 6——-49 
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Mr. Romney. I think it is one of the most discriminatory situations 
I have encountered in military procurement, and I think there is 
absolutely no foundation for it. 

Senator Keravuver. I hope sometime or other our Defense Depart- 
ment and our procurement agencies are going to get around to knowl. 
edge of the fact that what they do in their procurement has a great 
effect upon the existence of small business, on the ability of small 
business to build itself up to where it can compete more successfull 
and on the preservation of competition. I certainly think that, al 
things being equal, a company like yours that is trying to build up 
to be in a better competitive position, even better than you are, ought 
to be given some prior consideration, particularly when you are the 
innovator of the process. I am glad you have brought that out, be- 
cause it has had a great effect upon our economy, and undoubtedly 
a considerable amount of concentration we have today is a result of 
the procurement policies of our own Government. 

r. Romney. The placement of these research and development 
funds with the larger enterprises—and I think that really needs to 
be considered from the standpoint of doing it on a basis where it 
does not simply increase the size of the larger companies. 

Senator Keravuver. It is a strange thing, you know—this happened 
both in Democratic administrations and at present, I think more at 
present—that the share of the hundred largest corporations has gone 
up and up and up in prime contracts. In these committees we have 
been trying to see that the Department of Justice and the antitrust 
laws attempt to keep competition going, to help the survival of the 
middle-sized and smaller businesses; we have been trying to improve 
the laws and trying to create public opinion, and yet the executive 
branch, through its procurement policies, works just the other way 
on items which can be made by small business. I do not mean to 
say that G. M., Chrysler, and Ford should not have contracts, and 
large contracts. 

Mr. Romney. Right. 

Senator Kerauver. They have done their work well. But there 
should be a better place in the sun for you and others like you. 

Mr. Romney. Well, as a matter of fact, I have been told this in 
connection with some of these programs where we were spending our 
own research money to help develop production that the milan 
was interested in. 

Look, get smart, do not spend your own money. 

Do research only with money that we have got available, see. 

Now, I want to say to you that our experience indicates that the 
military is not reaching to secure the results of such research and 
development as companies are willing to undertake on their own, and 
we, Senator, have pulled out—look, we have had such a discouraging 
experience in this military situation and, incidentally, one of the 
principal pieces of business we had reason to expect was actually 
turned over to Curtiss-Wright as a result of this subsidization of 
Studebaker-Packard. 

Now, our experience has been such that we are literally pulling out 
of the defense procurement field. 

We are getting rid of the organization, we are getting rid of the 
facilities and the only contract we are still working on is this light- 
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weight military vehicle where we have got more than $1 million tied 
up in research and development work, and no prospect, and, Senator, 
no prospect of recapturing it. 

ut we would like to build the vehicle. 

Senator Keravuver. That is asituation about which something ought 
to be done. We are going to send our findings to the Secretary of 
Defense and the procurement agencies. I think it is important for 
Congress to help in a situation of this kind. 

Mr. Romney. I have dealt with that problem, in the level, and I 
do not mind saying from the topmost levels in the Government on 
down, and had great encouragement at top levels, but it never got 
implemented down within the organization. 

one been working with it at all levels. 

Let’s see, I think we are through, we are down to the last part of 18. 

This was not the first time a national administration had used the 

wer of military procurement to assure the existence of competitors 
in major industries. I refer to the wartime decision to create com- 

titors for the Aluminum Company of America, which until World 
ar II accounted for almost all of the domestic aluminum in the 
United States. 

Antitrust charges had been in the courts for years but no court 
order for a splitup had been obtained. 

Instead, competitors for Alcoa were created largely as a result of 
wartime procurement and administrative powers. The birth of sev- 
eral competitors was subsidized by the taxpayers’ money and, inci- 
dentally, I want to say this to you, that approach of providing 
afequate competition meant simply people who had no experience in 
the business were financed in getting into the aluminum business, 
whereas second- and third-tier management men in Alcoa who were 
entitled to the opportunity for advancement and progress were not 
afforded that opportunity as a result of creating more than one com- 
pany out of the Aluminum Company of America. 

Evidence of the dynamic character of adequate competition is the 
tremendous expansion of aluminum production and use in the post- 
war period. We are producing more in a few weeks than we pro- 
duced in a year. 

Contrast this procedure with the much earlier antitrust splitup of 
Standard Oil and the benefit to the Nation, stockholders, employees, 
and customers from the creation of 34 oil companies out of the earlier 
monopoly. 

What a tremendous contribution for a company to grow to a point 
where it could sire 34 vigorous companies that have since contributed 
to the well-being of the country. 

a former employee of Rink and as a citizen, I think that if our 
opesuye economy is to maintain the vigor needed to support the 
total strength America’s future requires, we must find a better way 
of providing needed industrial births than by resorting to govern- 
mental subsidization. 

Keep in mind that the economy that “loses the discipline of com- 
petition exposes itself to the discipline of absolute authority,” either 
public or private, and I know of no other forms of discipline other 
than self-discipline. 

American Motors has been saved as a car company by its early 
Tecognition of the social and economic forces that are beginning to 
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revolutionize car use and hence the car use and hence the car market, 

At the end of World War II, it was clear that many car buyers 
wanted smaller and less costly cars. And now, after several bruisin 
years, Rambler sales have brought American Motors out of the red. 

And I would not be making this statement if we were not out of 
the red. Otherwise it might be interpreted I was asking for some 
special help for American Motors. 

I am able to make this frank statement today because we are in 
the black and we are on the road to success, and, therefore, it cannot 
be successfully alleged that I am just trying to improve the competi- 
tive position of American Motors. 

Under our present national economic policy, what provision is 
vee for the maintenance of adequate competition in the auto in- 

ustry ! 

I Miinivs Mr. Curtice and his associates for their seeking all the 
business they can get. I do not think the Nation should be deprived 
of whatever improvement General Motors can create. I think if the 
story is true that Judge Gary of United States Steel decided to hold 
United States Steel production below a certain point it was an un- 
fortunate thing because we need all the progress we can get. 

America cannot maintain its superior economic and military 
strength unless it encourages the fullest competitive effort. 

The maintenance of a minimum number of passenger car com- 
panies for adequate competition will require new births in the in- 
dustry. Unless the present course is changed, the ultimate result 
could be that but a single company would remain. 

In an atmosphere of unrestrained competition you ultimately re- 
duce the number of companies down to the point where if it keeps 
up you ultimately get down to one pet. 

here has not been a successful new birth in the auto industry 
since World War I that was not the result of a merger or of re- 
invigorating an old company as Walter Chrysler did m 1923 when 
he used Maxwell as the nucleus for Chrysler Corp. 

In the lushest market the Siibailry fas ever Saisie Kaiser-Frazer 
failed to survive. In other words, it has been 34 years since a new 
United States manufacturer has successfully entered the automobile 
industry. The fact is that some of the ablest men in industry doubt 
the possibility of establishing a new automobile company without 
taking over an existing organization including its essential dealer 
structure. 

From a financial standpoint, to start a new company from scratch 
under present conditions of industry concentration would require 4 
minimum, and I know I am greatly understating it, of $250 million 
on the factory side and another $250 million on the part of the dealers. 

And, Senators, if these figures would suffice instead of our as 
a detailed study of this such as was requested this morning, I woul 
sag do this: . y ' : dvibins 

6 are a small group o e, and to make a study of that magni- 
tude would be quite an Gridertaking for us. We would be glad to do 
it if ae want us to, but I think this answers the basic point that was 
raised. 

Senator Keravuver. I don’t want you to spend a lot of time on it, 
but we would like to have any rough estimate that you develop. 
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(The material referred to may be found in the appendix on p. 3809.) 

Mr. Romney, All right, we will give you a rough estimate. 

If, in addition to the bare capitalization, you include product pro- 
motion and acceptance, the lack of service business, uncertain resale 
value and other competitive factors, it would take at least $1 billion— 
and, again, I am sure I am understating it a great deal—on a com- 
bined factory-dealer basis to finance a new automotive enterprise and, 
even then, the capital investment advantage of existing companies 
would be enormous. 

Plainly, the auto industry has passed the point in its economic 
growth where we can expect new companies to be organized to 

romote additional competition. 

Senator Witey. Does that take into consideration the fact that 
American ingenuity is going to find a lot of new inventions and a lot 
of new processes in the years to come? 

Mr. Romney. Senator, I concede that if you find some completely 
revolutionary method of building an automobile, some other com- 

any that was tied into that method might well be a part of it. But 
there is no prospect of that happening in any foreseeable period 
immediately ahead. 

Even the research work going on in the engine field doesn’t indicate 
any early substitution of other types of engines for the internal com- 
bustion engine. 

Senator Wirry. You don’t think some little Edison around the 
corner is going to find a utilization of atomic energy such as we 
haven’t found yet that will probably not even require all the mecha- 
nism you are talking about? 

Mr. Romney. I don’t say that is impossible, Senator, looking well 
ahead; but I say that for the purpose of dealing with the problems 
that we are confronted with here and now and in the next 5, 10 or 15 
years that that is not a possibility. 

Senator Witey. We have even appointed a Space Committee to 
take over space. It shows you what Congress is going to do. 

Mr. Romney. That isa different problem. 

That is right, but there are those who doubt that atomic energy, 
technical people, who doubt that atomic energy because of the pre- 
caution that has to be taken in the way of protection of the individuals 
in its use will be successfully applied to moving vehicles for personal 
transportation. 

It is quite a different thing to put it on a submarine or something 
of that type. 

Senator Witey. You gave us a good discussion this morning on the 
rut mind. 

Mr. Romney. That’s right. 

Senator Witey. To me, it was very good. You get into a rut and 
that is the thing we cannot let American Motors do. 

Mr. Romney. Let me say this, Senator: that if you want to keep 
an industry out of a rut, have enough companies in it so that some of 
those companies have got the sheer necessity of invention. When you 

et down to a few—and they are all prospering—millionaires and bil- 

lonaires don’t pioneer. 

Senator Wirey. I won’t disagree with that. I will let you argue 
with Reuther about certain things, but I don’t want you to take the 
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attitude after your philosophy of this morning about ruts, because 
even the New York Times tells about the unforeseen discoveries just 
around the corner of tomorrow, where the human mind is reaching 
out for them; and I think you are going to see in your young life a 
ene in the whole automobile business. I am just telling you 
that. 

Mr. Romney. All right, Senator. I think I will live that long, too; 
and I think there will be further revolutions in the automobile busi- 
ness, but, on the basis of current development, there is no prospect of 
that happening in less than a 15-year period. 

Now, let me tell you why: 

It is a proven fact that it takes about 15 years to go from a new 
idea through the process of its development, its sale inside of the com- 
pany and then its launching on the market and its successful public 
sale. 

Now that means that if we had the application of atomic energy to 
automobiles right now, the prospect of it, you would be facing a 15- 
year cycle here before you would get it into automobiles on the street, 

What we are dealing with here are the competitive influences that 
we are going to have to live in in the next 5, 10 to 15 years. 

Let’s take this Rambler thing I have been talking about. It is 
just beginning to be recognized, this car concept. Single unit engi- 
neering isn’t even recognized yet. We have had this for 18 years and 
people don’t know about it. I know that. 

Now, let’s take the Rambler. This smaller car concept was begun 
from a research and development standpoint in 1945. 

As a matter of fact, it was a little earlier than that. We put it on 


the market first in 1950, owe bye 1957, it has reached the point where 


it can put a company into the black. 

Now, all I am saying to you is, Senator, I agree with you there is 
no limit to the ingenuity of the human mind. 

There will always be a better way. I do not want to get in a rut, 
but I do not think we can look to that sort of possibility as a means 
of getting new automobile companies in the next 10 or 15 years, 
and in the next 10 or 15 years you have got to have somebody who is 
willing to put up at least a billion dollars and to take the risks involved, 
and there is only one company in the automobile business today that 
has a sufficient degree of financial strength to not be faced with risk as 
to its future survival. 

Senator Witry. What I had in mind was the utilization and dis- 
covery of new forces. 

Mr. Romney. That is right. 

Senator Wizy. That is what I am talking about. 

Mr. Romney. But what I am talking about is another thing. What 
I am talking about is 

Senator Witry. Energy. 

Mr. Romney. No, what I am talking about is that the automobile 
industry has reached the scale where the investment required to provide 
new competition in the future, in the foreseeable future, is not going 
to happen any more than it has for the last 34 years, and for reasons 
that are pretty much the same. 

Senator Kerauver. You said there is only one company that could 
take this kind of risk without worrying about the future. I suppose 
you refer to General Motors? 
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Mr. Romney. I said there was only one company whose financial 
status and success is at the point where they are not confronted with a 
considerable degree of risk as to their future. 

I think that is evidenced by the fact that all other companies are 
selling on the market for less than their book value or less than the 
market value of successful companies in relationship to their book 
value, and that indicates that people doubt the complete solidity of 
the competitive position of everybody except General Motors in the 
automobile industry. 

Senator Keravver. All right, sir, thank you. 

Mr. Romney. The economic size and influence of the ay Three is 
now so far reaching that their policy decisions are potentially capable 
of producing prosperity or depression for the Nation. That is a 
fundamental point. Iam not going to elaborate on it unless you want 
me to later. 

This brings us to a fundamental question. Are the antitrust laws 
= to provide for the minimum number of companies to 
produce needed competition in the automobile business ? 

The existing provisions in the Sherman Antitrust Act against 


monopoly are not adequate for two reasons. 

In the first place, Sherman Act procedures are too slow. It took 
exactly 20 years in the courts to terminate the proceedings against the 
Aluminum Company of America. 

It took 14 years between the filing and conclusion of the cases against 
General Motors Acceptance Corp. 

It took more than 10 years in the courts to try and settle the problems 


of monopoly in the motion-picture industry. In the meantime the 
advent of television had completely changed industry patterns. 

Senator Keravver. Do you mean by that some fellow who is trying 
to be able to compete by virtue of the antitrust laws, if he has to wait 
8,10, 12, 16 years for a decision, he is gone and forgotten about by 
that time ? 

Mr. Romney. He just isn’t there. 

Senator Keravver. I think that is a very justified criticism of the 
en of the antitrust laws. Justice so long delayed is justice 

enied. 

Mr. Romney. That is correct. 

Senator Witry. He just told us it would take us 15 years before we 
could get a new change in other things. 

Mr. Romney. Fundamentally. 

The second difficulty with existing antimonopoly procedures is that 
they are conducted in the atmosphere of a criminal trial. Questions 
of morality and ethics rather than economic and social policy have 
often determined court decisions in this field. With very few excep- 
tions, the Government has been unsuccessful in curbing economic 
monopoly unless it could show that the defendant has been motivated 
by evil or predatory intent. 

In other words, where the company has grown without violating the 
provisions of the law, and where it has not conspired or done anything 
of that character to indicate an intent to exclude, it can grow as big 
as it can as long as it does not do the two things: develop the intent to 
exclude as well as the size. 








2888 ADMINISTERED PRICES 


Even the most advanced definition of monopoly requires proof not 
only that the defendant has the power to exclude his competitors from 
the industry but also that he has the desire or intent to use this power, 

And it is that proving of desire and intent that makes it so difficult 
to apply the present antitrust laws. 

And this intent is provable only by demonstrating that he has, in 
fact, used exclusionary practices to obtain and maintain his position, 

Incidentally, there is a distinction between the Sherman Act and 
the Clayton Act in this case, and the Clayton Act applies to acquisi- 
tions, and this is why in the Du Pont case, which involved acquisition, 
it was not necessary to prove any intent. 

Under the Sherman Act you have to prove intent, and that is the 
primary law we are dealing with except in the case of acquisition. 

Senator Keravuver. You have to prove intent until monopolization 
-_ up to the point apparently where there is practically nobody 
else left. 

Mr. Romney. Senator, even in the Aluminum Co. case where they 
were doing 100 percent of the business it took them 20 years to decide 
that the Aluminum Co. was a monopoly. 

Senator Keravuver. Everybody knew they had all the business. 

Mr. Romney. Sure, everybody knew it, and as I recall the case, it 
hinged on the fact that the Aluminum Co. had used the pricing proe- 
ess to keep low prices on things that apparently it wanted to keep 
people out of from the standpoint of production and higher prices on 
those where they were willing to have people in, you see, which was 
purely an internal affair and it involved no conspiracy or anything 
else. 

Overall, the Aluminum Co. was a good monopoly. They did not 
make much on invested capital. They made about 6 percent on in- 
vested capital in the years I was with them, so it was not very much. 

Senator Kerauver. Regardless of how the competition started, it is 
a healthy thing that other companies are in the aluminum industry 
now, in your opinion ? 

Mr. Romney. It has been a great thing for the aluminum indus- 
try and the consumers and the people, and that competition is what 
protects the people and increases the application of the metal and 
product in ways that consumers want to use it. 

Senator Kerauver. It also keeps the aluminum companies on the 
ball, too. 

Mr. Romney. Yes, it certainly does. 

It isa vastly different company than when I was with it. 

A private monopoly can become very lethargic and bureaucratic 
just as other monopolies can. 

I propose a new approach to the question of competitive economic¢ 
power in the automobile industry. 

To promote competition, economic progress, individual opportun- 
ity and to enlarge benefits to consumers generally, economic power 
in the automobile industry should be limited and divided. 

Limitations should be placed on firms whose size, integration, and 
financial strength make possible the domination of a national market. 

It is also desirable to maintain a sufficient number of firms in each 
basic industry to have adequate competition, to encourage cooperation 
on common problems in the areas permitted by law and to prevent 
the development of an excessive imbalance of economic power. 
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To achieve the desired ends, the antitrust laws should provide that 
when any one firm in a basic industry, and note I am only talking 
about basic industries, such as the automobile business, exceeds a 

ific percentage of total industry sales over a specified period of 
time, it shall be required by law to propose to an administrative 
agency a plan of divestiture that will bring its percentage of sales 
below the specified level. Where a firm is engaged in more than 
one basic industry, the maximum percentage of total industry sales 
should be fixed by law at a point lower than the percentage to be 
fixed for companies operating in only a single basic industry. 

Where a company is engaged in more than one basic industry, its 
competitive position is strengthened and it is able to dominate a single 
market with a lower percentage in any given industry. 

This results from its ability to concentrate its resources on a single 
industry or product at any time and to expand its market position 
by relying on earnings from its other activities. 

This proposed amendment of the antitrust laws would have a 
number of advantages: 

1. It would promote and preserve adequate competition. 

One of our problems in this country is when these industries ar- 
rive at the point of adulthood where they ought to be most produc- 
tive, that we begin to lack then an adequate number of firms to pro- 
vide the competitive effort that is needed for economic progress. 

2. The companies affected, not the Government, would have the 
opportunity to originate the method of compliance. 

If the company did not originate it, why obviously the Govern- 
ment ought to step in and take such steps as would be necessary. 

3. Achievement of the sales percentage requiring a split-off or 
“birth” would became evidence of economic success. 

I think it is a birth, and I develop that a little further and would 
like to comment on it. 

Senator Keravuver. Yes, will you do so, Mr. Romney? 

Mr. Romney. A little further on I will expand on that. 

4. Competitive effort and growth would be encouraged, not re- 
strained. 

What I mean by that is if you take General Motors, for example, 
and General Motors becomes the sire of more than one company, then 
those companies can grow and expand and the net result is that Gen- 
eral Motors winds up being in effect a bigger and more beneficial part 
of our economy than if they stay in a single lump that has to be con- 
cerned about whether it is going to get too big or not. Again I go 
back to Standard Oil. Standard Oil became 34 companies. 

These companies today are many of them large companies making 
a tremendous contribution to the economic well-being of America. 

That was a tremendous thing to have done and should be recognized 
as such, and we should remove this stigma from growing to the 
point where you can become 2 instead of 1, and we ought to recog- 
nize that we need births in these industries. 

5. Instead of making mere size itself an offense, the test under the 
law would be based on the size of a company in relation to that of 
its competitors. In big industries there would be big companies. 
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My proposal is not an effort to eliminate big business. In the 
automobile business you have to have big business as it is a big 
industry. 

But this would simply relate the size of the companies to the size 
of the industry, and insure that we have an adequate number of 
companies in these big industries so that we would have adequate 
competition. ' 

Why? To protect the customer, to protect the people, to enable 
the customer to continue to influence the product, policies, and posi- 
tions of those companies. 

Senator Keravuver. What you mean is it would be on a percentage 
of that industry, not just on a dollar figure of sales ? 

Mr. Romney. That is right, Senator. 

So that, as the industry grew, the companies would grow, and you do 
not want to stifle growth. We want to encourage growth. 

We want to encourage people to strive. We do not wish to follow 
the alleged United States Steel pattern where a company in the early 
days—this was supposed to have happened in the early part of this 
century—began to approach the point where they were fearful that 
they might be broken up under the antitrust law, so they planned to 
restrain themselves. 

We need all the strength we have in our country to improve our 
economic strength, because we have got the toughest battle any nation 
ever had to maintain our own position and the position of our friends 
and allies around the world. 

To restrain our economic effort, as has to happen under the present 
. antitrust laws, if a company is going to remain out of trouble, is a 
bad thing, and when you get down to an industry that has only got 
2 or 3 companies, they can just naturally slip into a restraint of their 
effort that deprives the economy of the results of the all-out effort that 
we need from a competitive atmosphere. 

Senator O’Manoney. Mr. Chairman? 

Senator Kreravuver. Senator O’Mahoney. 

Senator O’Manoney. When this matter was discussed in previous 
sessions with Mr. Curtice, as I recall, the criticism was offered that a 
limitation on any one company as to the percentage of an industry 
that it might handle would be a curb on initiative, and would promote 
a lack of interest in reducing prices and making improvements that 
might be in the public interest. 

Mr. Romney. Senator, it all—— 

Senator O’Manonry. What comment do you have to make on that! 

Mr. Romney. Well, it depends on this basic point I am making. 

Within the framework of present law, and within the framework of 
present industrial thinking and economic thinking in America, there is 
considerable substance to that viewpoint, because the economic think- 
ing in America today and the industrial thinking in America today 
is that if you reach the point where the antitrust laws move in and do 
something to you, why, you are kind of marked as a criminal, you 


e. 

Senator O’Manoney. Of course, let me say this, if I may interrupt 
you-——. 

Mr. Romney. Yes. 
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DEALING WITH ECONOMIC COLLECTIVISM 


Senator O’Manoney. The antitrust laws were written at a time 
when we had not begun as yet to develop the collectivist industry that 
we now have. We are dealing with economic collectivism. I do not 
think that many of the leaders of management are quite willing to 
admit that as yet. But when you have great corporations with the 
two functions of ownership and management divided, with thousands 
of stockholders holding a comparatively infinitesimal amount of the 
total stock of the corporation individually, they, the stockholders, are 
interested only in the dividends that they may receive, and not in 
the management functions at all. 

I cannot forget the fact that when in this country we first began to 
create corporations through the State legislature, no corporation was 
permitted to engage in more than one activity. Later on, when trade 
and commerce had expanded so greatly that it overran the boundaries 
of the States and became entirely national or substantially entirely 
national, then charters were issued by the States to national corpora- 
tions in a field in which the States could not regulate because they had 
lost that power, and so we had the collectivist corporation. 

I have always hesitated to think of putting a limit upon the size 
of any corporation of any human activity, provided only that a single 
corporate entity should not be permitted to engage in so many different 
types of business that it closes the door of opportunity for those who 
would like to invest in different types of businesses. 

DoI make my point clear? 

Mr. Romney. Yes. Ofcourse you have raised quite a few questions. 

Senator O’Manoney. Oh, yes. 

Mr. Romney. In the two statements you have made and I would like 
to go back to the first one and then come forward if I may and comment 
on the point zou made to the extent I caught them and if I did not 
catch them all I would appreciate your reminding me of any that I 
failed to remember. 

Senator O’Manoney. You are a pretty good catcher, Mr. Romney. 

Mr. Romney. Let me go back to Mr. Enrtice’s comment, because 
this question of whether we are going to keep companies striving to 
grow hinges, in my judgment, upon whether we change from the 
psychology that when what you built becomes 2 instead of 1, it is an 
accomplishment or a crime. 

Now under the present antitrust laws it is a crime and what I am 
saying is that we need to recognize that it is an accomplishment and we 
ought to set it up on that basis. 

Now, within the present attitudes, I think Mr. Curtice is right in 
his statement as far as attitude is concerned. 

As far as his statement that if you set a limitation that that will 
stifle the effort to grow, that would only become true, Senator, if 
you set a fixed limitation. 

Now in what I i I did not set limitations on the size of any 
company. I seta limitation on the percent of any industry that a com- 
ey could represent, percent of sales that they could do of any basic 
industry. 

There is no limitation on the degree to which they could grow as 
aresult of engaging in more than one basic industry. 
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If they engaged in more than one basic industry, then I have set 
the percentage lower than if they only engage in one industry, because 
there is certainly merit to your viewpoint that there is a distinction 
between the company that engages in only one basic industry and 
one that is engaged in a lot of basic industries and can therefore con- 
centrate its efforts and so on as it pleases and secure competitive 
advantages. 

The result is that the limitation in size, as I have proposed, would 
depend only upon the size of the industry involved and upon the 
number of industries that a company decided to go into. 

Now, I think another point that you made was that you had ques- 
tioned the limitation upon size. 

Mine is not saying you can only be so big. 

But a limitation on size, imposing a limitation within an industry 
if it only engaged in one industry, and yet, Senator, if you follow that 
viewpoint to its ultimate conclusion, then you would have to take the 
position that you would not object if a company was doing a hundred 
percent of the business in an industry, if you have no objection to their 
reaching any size that they can reach within a single industry. 

_._ What I am saying is that in any industry, in any basic industry, 
if you are going to protect the consumer, and I think he is the one 
we ought to be trying to protect, if you are going to protect the con- 
sumer, then you have got to have an adequate number of competin 
companies in an industry so that the consumer has some choice an 
his choice will make an impact on the industry, and furthermore you 
need the process of birth, growth, and death, Senator. 

When the customer stops choosing the products of a company it 
ought to die, and I do not want to stop that process. If American 
Motors cannot build cars people want to buy and appliances people 
want to buy, then American Motors ought to go out of business and 
i should not subsidize American Motors or should we do anything 
else. 

But if this process of death is going to continue, that has resulted 
in the death of 1,395 companies in the automobile business to date, 
and now down to 5, then you have to have some method of maintain- 
ing an adequate number if you are going to let the process of death 
continue, and what I am proposing 

Senator O’Manoney. Of course, everybody, Mr. Romney, includ- 
ing even the motor companies, would like to postpone death as long 
as they can. 

Mr. Romnry. It is a natural tendency. 

Senator O’Manoney. That is right. 

Our question, however, is how to prevent death from being pro- 
moted by closing the door to opportunity and to competition. 

Mr. Romney. But, Senator, look, what I am saying to you is that 
where you have an industry composed of companies who do a lesser 

ercentage of total industry than 50 percent, which is the situation now 

in the automobile industry, that there is more opportunity for some- 
one to come in and to move up if he has got a new idea, than where you 
have one company doing such a large percentage of the total business, 
and furthermore, that you have got to have a process of birth to replace 
companies that ought to be eliminated. 

I think this country would be a lot better off today if we had had 
birth from our most successful companies so that their methods could 
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have been applied on a more competitive basis than as the result of 
subsidizing one company that had reached the point where the only 
means of Seone enough companies in the automobile business for 
political reasons was to subsidize one of the companies that would have 
otherwise died. 

Senator O’Manoney. If I understand your point, it is that concen- 
tration which may produce the danger of ultimate concentration in 
one unit 

Mr. Romney. Or 2 or 3. 

Senator O’Manoney. Covering a big field. 

Mr. Romney. That is right. 

Senator O’Manoney. Should be prevented ? 

Mr. Romney. That is right. 

Senator O’Manoney. If opportunity is to be maintained. 

Mr. Romney. That is right. 

Senator O’Manoney. And freedom of enterprise maintained, free- 
dom of the economy maintained. 

Mr. Romney. That is right. 

Senator O’Manoney. That is your point? 

Mr. Romney. That is right, Senator. And my point is, as you indi- 
cated earlier, that I would not state it quite the same way, we may 
be thinking the same thing, that the automobile—yes; the automobile 
business, and other industries in this country have gone through this 
early formative stage. After all, the industrial development of this 
pantry is only 50, 60 years old in the form we have it today and it has 
gone through a stage of development that has brought our basic 
industries to a point not contemplated when the antitrust laws were 
written and therefore those laws need to be modernized and brought 
up to date to recognize those realities. 

Senator O’Manonery. Your answer to the comment of Mr. Curtice, 
if I understand it, is that you speak not of a limitation per se of the 
size of the corporation, but ms a limitation in relationship to the 
growing industry ¢ 

Mr. Romney. Senator, what I am proposing if the men who have 
built the success of General Motors aaa really think it through, or 
Ford or other companies, would really think it through, is a means by 
which those who excel can continue their effort to excel without re- 
straint, and to do it as a result of becoming more than one company as 
they reach the size in an industry where their influence on that indus- 
try requires them to become more than one company if we are going to 
have adequate competition in that industry, and if we are going to 
_ a domination over that industry by 1 or 2 firms that is unde- 
sirable. 

And furthermore, it is necessary if you are going to have the degree 
of competitive effectiveness as between the units so that the customers’ 
interest can be protected by not getting to the point where you get 
three big companies all going down the same product road and over- 
looking the whole area of product advantage here that is not bein 
developed because they are all thinking alike and they are all tooled 
to build cars one way, and you just have not got adequate competition. 

That is what I am talking about. 

Senator, before you raise another one, let me go back and comment 
on some of these others because you raise some pretty fundamental 
questions there. 
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Senator O’Manoney. I just wanted to finish this one. 

Mr. Romney. That I have not commented on yet. 

Senator O’Manonery. Before you get off this one, let me just add 
this additional comment. 

Mr. Romney. All right. 

Senator O’Manoney. Both you and Mr. Curtice have been talking 
about limitations with respect to the industry as a whole. I under- 
stand your point to be that such a limitation would not be a curb on 
incenti1ve-—— 

Mr. Romney. That is right. 

Senator O’Manoney. Ii it were understood that after a company 
had reached such a size, it ought to split up like a snake and make 
some more snakes ? 

Mr. Romney. Well, it ought to give—we ought to have a birth and 
have 2 where we had 1, and birth is something to be celebrated rather 
than to be deplored. 

Senator O’Manonery. In other words, after reaching that size, then 
there would be a new organization taking over the business. Perhaps 
it might be owned by the same stockholders, but under a different 
management ? 

Mr. Romney. That is correct. 

And, of course, stock ownership shifts, as you know, very rapidly 
these days. It is perfectly true that stockholder interest isn’t what 
it ought to be, and it gets to be less as the stockholder’s influence de- 
clines, as it gets so darn big that his viewpoint doesn’t count for much 
anyway. 

Senator O’Manoney. I think I understand your point. 

Mr. Romney. I don’t know that I like the term “collectivist,” be- 
cause it may mean one thing to you and another thing to me. 

“Collectivist” means—I don’t think you use it in the sense that it is 
used politically around the world, of a centralization of authority on 
almost an absolute basis. 

Senator O’Manoney. I am not using it in the sense of political col- 
lectivism, no; but in the sense of industrial collectivism, yes. 

When the Wagner Act was passed and when it was changed by the 
Taft-Hartley Act, it was called by the original sponsors and by the 
amenders as a law fer collective bargaining. That was because the 
time had come when workers could not themselves argue out with 
their bosses the questions involving their pay and conditions of labor. 
The situation had so changed from the days when owners and man- 
agers were one and the same, that the worker could consult only with 
another employee but of a different category. So the workers were 
authorized to work together in unions and to negotiate as unions 
collectively for the rewards they should get. 

On the same pattern, the stockholders of these organizations with 
which collective bargaining is carried on are the stockholders who 
exercise no power of management, and that, too, is collectivism. It is 
collective ownership, but handled by managers. 

Mr. Romney. Yes. 

Senator O’Manoney. That is utterly different from political col- 
lectivism. 

Mr. Romney. Surely. 

Senator Krranver. Mr. Romney, let’s get back on the questions here 
as soon as possible. 
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Mr. Romney. Senator, unless you have other points, if I haven’t 
responded to your points, I will continue. 

6. An adequate number of companies in each industry would be 
assured by this process, and I think it is a necessary thing to be sure 
we have an adequate number of companies for adequate competition. 

Frankly, this proposal, if adopted, would make several new com- 

nies out of the big three. I believe this would be in the interest of 
stockholders, employees, dealers, customers, competitors, communiti 
States, and the Nation. Creating new automobile companies woul 
increase competition in the automobile industry. It would remove the 
need for future subsidization of any automobile company in the inter- 
est of providing an adequate number of firms. 

Let me emphasize, I am not seeking, nor is American Motors seeking, 
to reduce competition. We are seeking to increase it, and to make sure 
that it will continue. 

That is the fundamental objective and purpose, because I don’t think 
we can retain economic freedom in this country if we don’t retain 
competition and keep a division of economic power in industry and in 
labor. It has to be divided in both places or we are going to lose it. 

My experiences convince me that it is not in the public interest to 
permit one concern to control a dominating percent of total industry 
sales or to permit 2 or 3 companies to control almost total industr 
sales. It is my observation that when companies acquire as muc 
power as the big three, it is difficult for the management to realize 
the economic, social, and political impact flowing from the exercise 
of that power. 

This proposal doubtless will be attacked on the grounds of possible 
loss of efficiency from volume production. However, it may be sig- 
nificant to cite Mr. Curtice’s testimony pertaining to the relationship 
between the size of General Motors and its efficiency. The pertinent 
part of his testimony made before the Subcommittee on Antitrust 
and Monopoly of the Committee on the Judiciary, United States Sen- 
ate, on December 9, 1955, follows: 


Mr. Burns. Now, I would like to ask you why it is necessary for General 
Motors to be as large as it is from the standpoint of economic efficiency? 

Mr. Curtice. Now, the other part of your question, Does it have to be large to 
be efficient? I do not think that the size has anything to do with it. 


* * * * * * 2 


Mr. Burns. Speaking purely theoretically, would it be more economical if all 
automobiles were manufactured under one management so there could be com- 
plete exchange of facilities and research? 

Mr. Currice. Well, again I do not think that the size, as such, produces that 
end result that you are looking for. 

* * * * * * * 


Mr. Burns. How big and how integrated does a company have to be to com- 
pete effectively in the automobile industry today? 

Mr. Curtice. I again say that the size has nothing to do with it. 

Mr. Burns. How about the integration? How integrated does it have to be? 
, Mr. Curtice. I don’t think that has—it is more important than size—but it has 
hothing—the size has nothing to do with the ability of a company to compete 
successfuly in this industry. It depends on an attractive product, kept modern, 
g00d management all the way through, the proper management structure. 


On the other hand, I recognize that General Motors, for example, 
has achieved very marked financial advantages from its huge size, 
and in periods of material shortage, a marked advantage in securing 
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its raw materials and other supplies. Some of which we discussed this 
morning, not the financial side so much. 

But financial efficiency and procurement advantage should be clearly 
differentiated from technological efficiency. 

Where competition is shrinking below adequate minimum levels, 
even the most efficient company will ultimately lose its competitive 
drive. Like boxing champions who lack suitable opponents, com- 
panies will become soft and flabby. 

Furthermore, artificial and undesirable restraints on competition 
develop more easily and even unintentionally. 

It is well known that the country has benefited economically from 
the division years ago of Standard Oil into a number of companies, 

Today we can appreciate that building a company that became the 
source of 34 vigorously competing companies was a lasting economic 
contribution. 

It is time to remove any stigma from those who manage successfully, 
Instead, the public should hail enterprises that can give birth to new 
companies in the interest of maintaining adequate competition and 
furtherin the vigor of our economic progress. The men who built 
the Big Three companies have rendered a great public service. And I 
mean that sincerely. I think they have rendered a tremendous public 
service. It is to be hoped that they will join in supporting this pro- 
posal and make a lasting contribution to the preservation of com- 
petition and the economic freedom necessary for dynamic progress 
and broad national growth. 

The questions naturally arise, What is the minimum number of 
firms required for adequate competition in the automobile business 
and what percentages should be embodied in the proposed amend- 
ments to the antitrust laws? To date, the Government has indicated 
in the case of the aluminum and automobile industries, that it con- 
siders 5 or 6 companies a minimum number for adequate competition. 

If this does represent the minimum adequate number—and I am 
convinced that 2 or 3 does not—you have got to have 5 or 6 at least, 
the percentage limitations would have to be about 35 percent for a 
company not engaged in more than 1 basic industry and about 25 
percent where a company is engaged in more than 1 basic industry. 

I recommend that you give most careful consideration to this per- 
centage question. If in your judgment a greater number of firms is 
in the public interest, then obviously the percentages should be lower. 

It might even be argued that 35 percent and 25 percent would not 
guarantee a minimum of 5 companies. I believe this argument is 
theoretical rather than real. 

If this new principle of economic birth is to be applied to other 
basic industries, certainly thorough investigation must be made to 
determine the appropriate percentages. 

However, I certainly would recommend that a single percentage 
be adopted for all industry. Otherwise you would have a difficult 
problem from the standpoint of national policy and I think that isa 
perfectly feasible thing to do, determining what basic industries 
should be included and what the percentage should be for all. 

If the 35 percent and 25 percent limitations were to be applied to 
the automobile business, General Motors and Ford would be the 
companies currently affected. 





age 
cult 
is 
ries 


1 to 
the 


ADMINISTERED PRICES 2897 


Standard Oil stockholders, executives, employees, and customers 
benefited greatly from the creation of 34 companies out of what was 
previously a single enterprise. 

If the 35 and 25 percent provisions were applied to the automobile 
business, General Motors and Ford would each become the sources of 
new companies. General Motors, as a result of its outstanding suc- 
cess in the automobile and several other basic industries, and Ford, 
because of its success in the automobile and agricultural implement 
industries, would become the sources for at least 2 or 3 new companies. 

General Motors and Ford stockholders, executives, employees, and 
customers could reasonably be expected to benefit as did those of 
Standard Oil. 

It is highly desirable to avoid self-imposed restraints on competi- 
tive effort by a company in order to prevent splitups. 

The present laws develop such restraints and it is desirable to avoid 
that. This, that is the birth, the splitup, could become a problem 
unless the number of companies you can create becomes a mark of 
distinction and accomplishment. Sumner Slichter, the famed Har- 
vard economist, has proposed that voluntary splitoffs should be en- 
couraged by “forgiving all liability for the capita] gains tax up to 
the date of the dissolution.” 

That is a broader approach than I would take. I would recom- 
mend that merely by postponing capital-gains tax, there would be 
created a real incentive to lane to cooperate with government in 
working out a sensible plan of divestiture. 

By making divestiture free from immediate capital-gains tax, the 
achievement of the sales percentage requiring divestiture could be- 
come evidence of economic success rather than being branded as a 
crime. Yet the criminal approach is that which is embodied in the 
Sherman Act. 

Partly because of the unfortunate tax consequences of court-im- 
posed divestiture, even a civil Sherman Act case is regarded as an 
action to impose a penalty for success. This approach violates a 
fundamental premise of American capitalism; namely, that the size 
of the economic reward shall be related to the degree of economic 
success achieved. 

That is the reason why I propose that the capital-gains tax pay- 
ment shall be postponed at the time of transfers resulting from appli- 
cation of the new statute. 

Thus, the obstacle of tax payment at the time of a corporate dives- 
titure would be removed. The capital-gains tax would be paid in 
the usual way later when stock is sold by the stockholder. 

The Government would not lose revenue. 

I think that is a practical means of shifting this emphasis from 
the idea that when a company becomes more than one company it is 
a crime instead of an accomplishment. 

Senator Carroty. Mr. Romney, let us see if we cannot reduce to 
simple terms this concept of Sumner Slichter, forgiving all liability 
for capital-gains tax up to date of dissolution. Let’s think in terms 
of some round figures so we can get it into the record where it will 
be more readily understandable. This concept of not imposing a 
penalty but of rewarding a success; is this your idea ? 

For example, let’s assume that there is a hundred million dollars 
capital-gains tax, to deal in round figures. That portion which is 

22805—58—pt. 6——50 





2898 ADMINISTERED PRICES 


taxable, we would say, would be $40 million, the subsequent capital- 
gains tax. Would you say that the capital-gains tax itself being sub- 
ject to, say, 25-percent tax, the capital-gains 25-percent tax, let’s 
assume therefore that that would be what, 10 or 15 million dollars? 

Mr. Romney. About $10 million. 

Senator Carrotzt. Ten million dollars. The Slichter idea is to for- 
give that? 

Mr. Romney. That is his idea, not mine. 

Senator Carroti. At the time of the splitoff. Your idea is to use 
that as a measurement of negotiation ? 

Mr. Romney. No; my idea is to simply or eens the payment of 
it so that at the time ont the splitoff, it does not become a penalty ap- 
plied t othe stockholders as a result of the splitoff. 

In other words, that the stockholders should not have the tax come 
due as a result of the company becoming more than one company. 
but it should be paid by the stockholder as and when he disposes of 
his stock or ownership interest in the enterprise. 

Senator Carrox. ‘Under penalty today of a forced divestiture by 
the Sherman Act, is there a saute! sais tax imposed ¢ 

on Romney. Well, it depends on the nature of the form that it 
takes. 

I believe that is the case in some cases currently involved, and what 
I am suggesting is that the stockholder not be rewarded or penalized. 
aie not suggesting that he be rewarded by being exempt from any- 
thing. 

I am simply suggesting that to avoid the disinclination to see a com- 
pany being more than one com any, that it be clearly established that 


the stockholder is not going to ore by being forced to pay the 


capital gains tax ahead of the or 
the splitup did not take place. 

That is all I want. 

Senator Carrot. This would then be an incentive, an inducement, 
on the part of the corporation ? 

Mr. Romney. Well, it would remove the penalty, the current pen- 
alty, and it would make it clear, Senator, that public policy is to en- 
courage growth and to encourage splitups, and is to encourage births 
and to encourage an adequate number of competitive units within an 
industry. 

Now, today, as a result of the whole atmosphere we have created 
under the antitrust laws, you have got this criminal atmosphere exist- 
ing and, in the case of a stockholder, he has practically got to pay a 
capital gains tax at the time of a splitup; whereas, he would not have 
done it if it had not been that the company was split up, you see, and 
he was forced to make that payment at that time. 

All I am suggesting is that we postpone it. The Government loses 
nothing in terms of the tax payment. It simply means instead of 
paying that $10 million at the time of the splitup, the $10 million gets 

aid later. 
. Senator Carrot. I would like to have your comment on this: 

I have been privileged to be permitted to sit in on the investigation 
of the oil companies and the steel companies, and now, as a new 
member of this committee, in these hearings on the automotive indus- 
try. But I find pretty much running through these three major 


inary time that he would pay it if 
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industries—and I suspect through all the great corporate financing 
of the Nation—this concept that the net after taxes, about 50 percent 
of that is translated into dividends; the other 50 percent is plowed 
back into capital expansion. This is not bad. 

I merely tell what we see, and it seems to me to bear out your theory 
of this constant growth of getting bigger and bigger and bigger, and 
it is inevitable in an expanding economy until we get to the point where 
we have reached a musclebound stage, as we now see. 

I think this is the concept of General Motors, the concept of Ford, 
the concept of Chrysler and, no doubt, perhaps American Motors has 
a similar system. 

What is your system? Do you split your dividends? 

Mr. Romney. We have not reached the point yet where we have 
paid dividends, but we are back in the black and we hope to be at 
that point in the not-too-distant future. 

Under Nash-Kelvinator, of course, we were paying dividends dur- 
ing the earnings period and, certainly, any company that is not in 
the black to make money and in a position to pay dividends is not 
a good citizen in the community because it cannot do a decent job 
of providing employment for its employees and providing for their 
future ssnplorvanditts and, furthermore, stockholders put up money 
that is used, and, certainly, they are entitled to dividends for the use 
of their funds. 

Senator Carrotu. Don’t let me interfere with your presentation. 

Senator Keravver. All right, Mr. Romney. You continue. 

Mr. Romney. Probably the chief objection that will be raised—I 
guess I start at the oe ot the page. 

I recognize that the plan I suggest raises many important and 
difficult problems. 

For example, defining the basic industries lies at the threshold of 
the proposed legislation. But the important aspect of my proposal 
is the provision for the birth of new companies in our mature, basic 
industries where the number of firms is reduced to a number inade- 
quate to assure effective competition. 

Probably the chief objection that will be raised is the problem of 
dividing the large technical and research centers. 

This may not be necessary. Many of our finest technical and re- 
search institutions now serve many companies. I refer to organiza- 
tions such as Stanford Research Institute, University of Michigan 
Engineering Research Institute, and many others now rendering serv- 
ices for many companies. 

But in any event, today, each: separate car division of the Big 
Three now has its own separate engineering, styling, and product- 
development staffs in addition to the corporatewide organizations. 

Actually, there are some areas in which we now combine research 
and development on an industrywide basis. 

One is in the area of headlight development, because it involves 
safety. 

Another is in the area of smog, the elimination of the contribution 
of automobile fumes to smog. 

I have always felt that the industry ought to go further in con- 
solidating its research as it relates to the safety of the vehicles and 
the safety of their use and, Senator Kefauver, in connection with 
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the use of these funds made available for research and development 
by the Armed Forces, which are becoming very large—personally, I 
think it would be well to take a look at the question of whether they 
should not be utilized by organizations that are going to make the 
benefits of that research and development available to all firms in an 
industry rather than to make a few firms bigger and increase their 
ability to dominate industry. 

Senator Keravver. I think you are absolutely right, and I hope we 
can do that in our space-age legislation that may be passed. 

Mr. Romney. I think it can be done on a private industry basis as 
evidenced by the extent to which many research organizations of a 
private character are now serving more than one company. 

: I do not visualize this as an insuperable problem to creating these 
irths. 

I do not offer this proposal as a panacea but rather as a basis for 
discussion. For example, I recognize that the history of Federal ad- 
ministrative agencies has not, to say the least, been an altogether happy 
one. It may be that your committee will decide to continue to rely 
on section 2 of the Sherman Act as the instrument with which to cope 
with the problems I am discussing. 

In that event, I would urge first, that all questions of intent be re- 
moved from the definition of monopoly; so that the power to domi- 
nate would be the consideration rather than the power and proof of 
the intent to use that power for that purpose. 

Second, that violation of section 2 should not be a criminal offense; 
and, third, that divestitures in compliance with the statute should not 
be subject to immediate payment of the capital-gains tax. 

The proposed legislation to limit the proportion of sales in any 
basic industry which may be controlled by a single firm should be the 
first in a two-part program for avoiding the rapid march toward some 
form of collectivism in America; and I am talking about the political 
type or private type where it reaches the point of complete centraliza- 
tion because you can have private cartelism which is a private form 
of collectivism as well as public collectivism in the form of the corpo- 
rate state or some Government control and regulation. 

Now the other step which is vital and important that should be 
taken should be the application of essentially the same principle to 
the concentration of union power. 

In the remainder of this statement, I shall endeavor to review 
briefly the circumstances which gave rise to excessive union power, 
analyze the technique of current UAW bargaining strategy, consider 
the impact of that strategy on current and future conditions in the 
ues and then offer a proposed solution for the problems thus 
created. 

Senator Witeyr. I suppose we will want Reuther to come back and 
answer this and will you come back to answer him? 

Mr. Romney. If you are going to have him back, I would just as 
soon be here to protect myself at the same time and answer the same 
questions so that you do not—so that you get an accurate picture. 

Senator Carroti. May I pursue that, if the Senator will yield? 

I made some remarks previously about the steel investigation, and 
I want to correct the record. I said before when Mr. Blough was 
present, but Mr. Blough was not present. Mr. Brubaker, the economist 
for the steelworkers, was testifying before the committee and I sug- 
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ted at that time because of this great confusion, some of which I 
ave experienced in this hearing until you testified, I feel a whole 
lot better about my own limited knowledge—— 

Mr. Romney. Thank you, Senator. 

Senator Carrot.. Of economictheory. Isuggested them in order to 
get the full story whether or not Mr. Brubaker would be willing to 
meet with the staff of the United States Steel Corp. and sit down, 
one at one end of the table and the other at the other end of the 
able and each side present its views. Brubaker said “yes.” My under- 
standing was that was not accepted by United States Steel. 

I was not present when Mr. Reuther testified before this commit- 
tee. I was not a member of this committee but I have read the record. 
Mr. Reuther said that he was willing to meet face to face with General 
Motors and Ford and Chrysler Corp. and discuss his viewpoints with 
them and meet them face to face. As I understand it, that has not 
been accepted. 

The only question that arises in my mind, from your comment, you 
are willing to meet under such a condition. Mr. Chairman, the only 
thought occurs in my mind if we could get the Big Three to meet at 
the same time and if we could get a sort of an exchange of ideas which 
is in the public interest, because I think that, coming, as you have 
come today, for the first time in my limited experience I have found 
a manufacturer, manager of a corporation not as big as the Big 
Three but still big in its own way, who is willing to come and lay the 
cards out on the table and discuss this in the public interest. I think 
we need it, Mr. Chairman. I would not like to suggest that we take 
Walter Reuther, who is not as big as the Big Three nor American 
Motors itself, I do not want to put 

Mr. Romney. Walter Reuther is bigger than any of us. I will 
get to that, Senator, that is one of the unfortunate misconceptions in 
this country. 

Senator Carrori. I understand in his field he is pretty large. 

Mr. Romney. He is a lot bigger than anybody in the automobile 
business. 

Senator Carroti. That being true, I should think if we can get 
them all around the table here, and certainly Reuther does not have 
the staff, while he is big: 

Mr. Romney. He has got a lot more staff than I have got. 

Senator Carrouz. I think you may be right. 

Mr. Romney. I know it. [Laughter.] 

I do not think—I know it. 

Senator Carroutz. I think you are right about that, but I suspect 
that might not quite be true of the staff I saw coming in with General 
Motors and the others. I am wondering if you could prevail upon the 
Big Three to get around the table with you. I am watching you here 
today and I am sure you can take care of yourself. 

Mr. Romney. Look, Senator, I did not make the comment without 
having given it some thought, because, after all, this question did 
come up earlier, and really if Mr. Reuther is coming back, I would 
feel that I was not being given an equal opportunity to keep the record 
straight as far as our situation is concerned, if I could not either 
appear later or at the same time and I would just as soon do it face 
to face with one provision, and that is that the committee would insist 
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that we both talk to the question and keep our discussion germane to 
the point under discussion. 

Senator Kerauver. You mean not get into labor bargaining, that is 
what you mean ? 

Mr. Romney. Well, I do not care what the question is, Senator. I 
am not saying limit the questions. But I am saying that when the 
committee asks us a question if the committee will see to it that both of 
us keep our answers germane to the question and not raise a lot of 
extraneous things that have got nothing to do with it. 

I will give you a specific example. 

I don’t mind coming down here to discuss the question of profits and 
salaries and so on, and do it on the basis of American Motors if I do not 
have to undertake—if that is the question, if I am here and Reuther is 
here and we are discussing American Motors. 

I do not want to have to deal with Mr. Curtice’s salary and General 
Motors’ profits and anything else that can be thrown on the table to 
create the impression that I am trying to defend a lot of things that I 
am not responsible for, but if this committee will see that the questions 
are answered directly by both of us and that we are not allowed to go 
over hell’s half acre in answering a question and say things that have 
- relationship to the question asked I will be delighted to meet face to 

ace. 

As a matter of fact, before I finish my testimony, I would like to take 
Mr. Reuther’s testimony and take those things said about American 
Motors, and other things said that are detrimental to our interests and 
indicate the facts as we understand them, because I think one of the 
problems in this country is that people need to have more information 


on some of these things that are being discussed and if that would 
promote that result with this committee, I would be happy to meet face 
to face with Mr. Reuther. 

Thave no way of oe what the Big Three would do. 


It does not seem to me that such an opportunity for American Mo- 
tors should be contingent upon what the Big Three are willing to do. 

Senator WrLey. Mr. Chairman—— 

Senator Keravuver. Go ahead. 

Senator Carrotu. Only this one point, Senator, it is right in con- 
nection with this: I think Mr. Romney makes—— 

Mr. Romney. Senator, let me modify just one thing and I will come 
right back. 

I do not think that the details of the actual collective bargaining for 
1958 should be discussed here. 

Senator Witzey. My idea, was to keep clear of that. I do not want 
for 1 minute to have it understood that my suggestion that perhaps 
Mr. Reuther might come down and testify wou Taneciaiiete the col- 
lective-bargaining situation into the lap of this committee. That is not 
our business; the chairman said so and the committee said so. Let’s 
get the record clear on that. But you are now proposing in relation to 
the companies a certain thing that you think should be done in the in- 
terests of everybody. Now you are coming on to what you think should 
be done in relation to labor. 

Mr. Romney. That is correct. 

Senator Wuxy. I presume you claim it is monopolistic and so 
forth. It was on that issue that I asked that question, not to widen 
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the field of this hearing, and I feel that since you make certain state- 
ments, it is only just and proper that the representative of this big 
organization which you say is bigger than General Motors should 
have his opportunity to reply. I e makes certain statements that 
you think are not in accordance with the fact, you should have a 
chance also. But I want to make it clear, and I restate it a third 
time, that I for one would stand by what we agreed was the function 
of collective bargaining. That is your business and the business of 
Mr. Reuther alone. 

Mr. Romney. What I have to say here, Senator, relates to the area 
of public policy, and I think that area is an appropriate area for such 
consideration. 

Senator Carrot. Mr. Romney, if I may interrupt—— 

Mr. Romney. Senator, let me say this: That these hearings are 
going to have an impact on the 1958 results in the automotive indus- 
try because they cannot help but have a result, an impact, and actually 
the most important part—and I think this is a thing that many 

ple do not realize—the most important part of collective bargain- 
ing in the automobile industry occurs before they ever get around 
that bargaining table. 

That is one of the things that people do not generally realize, 
that the automobile industry is so big and important that what the 
public thinks is the thing that ultimately tends to make the decision 
at the bargaining table, and it is not just a question of the exchange 
across that bargaining table, and this hearing is going to have a tre- 
mendous impact on the results in my company and the other com- 
panies and I would welcome an opportunity to discuss questions face 
to face with Mr. Reuther of a public policy character that are going 
to bear on the 1958 collective aaa provided—and this is an 
important provision because Mr. Reuther and I have had discussions 
before, and in discussion of this type there are two ways to do it. 

One is to say things that are pertinent to the question being dis- 
cussed and the other is to throw so many things on the table and 
make so many charges that the other fellow can never catch up with 
all those charges. 

Now I am not interested in that sort of a discussion. If we can 
come down here and have a discussion or questions put and we both 
make answers germane to that question and we are kept on the ques- 
tion, I would be very glad to have that opportunity. 

Senator Wr. Discuss the issues, you mean ? 

Mr. Romney. Discuss the issues and not begin to talk about the 
Hottentots not having milk out in Africa as being pertinent. 

Senator Wier. Come to Wisconsin if you want milk. We will 
give you plenty. 

Senator Keravver. Senator Carroll. 

Senator Carroty. Mr. Chairman, my idea was to discuss these things 
which Mr. Romney suggests which are germane to the jurisdiction of 
this committee. This committee has no jurisdiction to go into any 
collective bargaining, and therefore that should not be permitted. 
Actually, you have some implications, but we cannot avoid that, but 
we do not seek it. 

But this very statement, “We are discussing one of the most im- 
portant questions concerning the economic future of America”—— 
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Mr. Romney. No question about it. 

Senator Carroiu. This is your statement, Mr. Romney, this is what 
Walter Reuther says. 

Mr. Romney. Right. 

Senator Carroutu. This is what the other economists say of the Big 
Three? 

Mr. Romney. That is right. 

Senator Carrott. As Dr. Yntema said, this is a question of public 
information. This I believe will be the last opportunity for us to get 
a full discussion, and I think it is one that should not be avoided. 

It is my sincere hope that with your courageous presentation today, 
your willingness to discuss these issues as you have today, this is a real 
innovation coming in this industry from a small competitor, may I 
say, productionwise. There are many things that Walter Reuther 
states that agree with your statements. 

Mr. Romney. Sure. 

Senator Carroiy. He thinks there ought to be greater production, 
he thinks there ought to be wider competition. 

Mr. Romney. Many principles are the same. 

Senator Carroiyi. That is right, so I think we can, without goin 
far afield—and it is my sincere hope, Mr. Chairman, that in view o 
the acceptance under these conditions as outlined by Mr. Romney, 
it is my hope that it will set again an innovation for the Big Three 
and perhaps we can get them to come back and participate with Mr. 
Reuther. 

Mr. Romney. We would not be alive if we had not innovated, Sen- 
ator. 

Senator Carroiy. I understand that. That is why I commend you 
for your very forthright and intelligent and courageous presentation. 

Senator Keravver. I think we ought to understand Mr. Romney’s 
position. He is willing to talk on the issues, give pertinent answers, 
no matter who is here, who else is being interrogated or participating. 
You will, Mr. Romney, have the opportunity either at this hearing or 
to submit, responses to any parts of Mr. Reuther’s testimony. 

The companies generally have made it clear that they do not want 
to have a joint discussion, that there might be a good many complica- 
tions and difficulties involved, so that we have decided to have each one 
of you separately, with the right to file answers or to answer any 
matters that are brought out. 

I think on this basis we are getting a very good picture. I think 
the public is getting educated on the subject and understanding it 
better. While it might not be as dramatic or as interesting as a joint 
discussion, I do believe the basis we are proceeding on is doing a good 
er good and is reaching the results that the committee set out to 
reach. 

We understand your position, Mr. Romney. These other matters 
we will discuss in an executive committee meeting. 

Mr. Romney. Senator, just this final comment, however. That is, 
if Mr. Reuther is to have the opportunity for oral rebuttal here, I 
would respectfully like to request the opportunity to make oral rebut- 
tal rather than in writing. 

If he is going to do it in writing, we can do it in writing, and if 
the committee desires to have it on a face-to-face basis, why as far 
as I am concerned I would be very willing to do it. 
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As a matter of fact, Mr. Reuther has been proposing meetings to 
the automobile industry for many years, and we have replied to such 
requests with the statement that many of them were not meetings 
that could be held without violating laws, but that we would be ve 
happy to discuss with him individually the problems he wanted to 
discuss as they relate to American Motors, and we have written letters 
of that type going clear back to 1954 and we still have not had an- 
swers to them, so we are not ducking the opportunity to discuss these 
matters with Mr. Reuther. 

The record will show that Mr. Reuther has not been interested in 
discussing them with us. He has been interested in precipitating a 
meeting with the Big Three. 

Now the key question before this committee is what is the sound 
_— policy and what are the facts, and that is the area I am dealing 
with. 

Senator Kerauver. Mr. Romney, the matter stands this way. When 
Mr. Reuther was here, Senator O’Mahoney had several questions that 
he wanted to ask, but he was not able to get them in, and he asked 
that he be given a later chance to ask questions of Mr. Reuther. 
Whether he wants to do that orally or whether he would be willing 
to ask the questions in writing, we did not discuss with him, but 
whatever opportunity is given to one will be given to all. 

Mr. Romney. Thank you. 

Senator Wiiey. Mr. Chairman, I want to make this clear again. 
In my precipitating the question that I did, because the distinguished 
president of American Motors has now suggested what I think is a 
relevant issue on the question of monopoly when he suggested this 
new process, I presumed he was going into the field now and give us 
a new issue in relation to labor. 

He was going to tell us what his ideas were as to how to handle 
that situation. If that is a new mechanism, that is the thing that 
I want to hear and that is the one that I thought, if he suggested 
something new in that connection outside of even collective bargain- 
ing—that is none of our business—then I think Mr. Reuther should 
be entitled to be heard from his angle, whether that is a solution to 
the problem that is facing America today. I presume in the rest of 
your statement, which I have not read—I have been too busy in other 
matters—that you have therein a new mechanism in relation to labor 
or something of that kind. 

Mr. Romney. That is correct. 

I have proposed new legislation in connection with labor that is 
comparable, in a general way, with the proposal I have made with 


respect to industry, on the premise that the same principles ought to 
apply to both. 


Mr. Cuumeris. Mr. Chairman ? 

Senator Keravuver. Mr. Chumbris. 

Mr. Cuumerts. Just so that the record will be straight on this, 
this issue about discussing around the table between labor and the 
8 or 4 automobile companies was settled at the very beginning 
of this series of hearings, when Senator Dirksen directed a telegram 
to your attention, Mr. Chairman. You agreed that it was never the 
intention of this subcommittee to have, around the table, labor and 
business discussing the administered prices and the impact of the in- 
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crease on automobiles with administered prices on inflation, at the 
start of this hearing. : : 

So the record will be straight, I bring this to your attention again, 
the telegram of Senator Dirksen and the explanation that you gave 
on the first day of the hearing, so that the inference will not be that 
originally the subcommittee intended to bring labor and business 
into a round table discussion. 

Senator Keravver. I think that is clear. 

We will reassure you, Mr. Romney, that everybody will have an 
ample chance of making any presentations or any replies where they 
feel they are in the interests of you, Mr. Reuther, and the heads of 
the other companies. 

Mr. Romney. I have every confidence in that, Mr. Chairman. 

Senator Keravver. All right, sir; will you proceed. 

Mr. Romney. In the remainder of this statement, I shall endeavor 
to review briefly the circumstances which gave rise to excessive union 
power, analyze the technique of current UAW vs strategy, 
consider the impact of that strategy on current and future conditions 
in the industry, and then offer a proposed solution for the problems 
thus created. 

An underlying premise in our labor policy has been that a union 
must be allowed to acquire countervailing power sufficient to equal 
that of the employer at the bargaining table. Only then will the 
“power of persuasion” replace the “persuasion of power.” 

I subscribe fully to that in principle. It was the obvious under- 
dog position of the — man in our big business economy that re- 
sulted in passage of laws that remove virtually all limitations on the 
concentration of union power, and they were terrible abuses, there 
isn’t any question about that, and those abuses helped to cause us to 
do what we did, and it has been a good thing that we did it, in the 
main. 

But unions were exempted from the antitrust laws. This exemp- 
tion was so on that Justice Frankfurter, speaking for the Su- 
preme Court in the Anheuser Busch case, said : 

So long as a union acts in its self-interest and does not combine with nonlabor 
groups, the licit and illicit under section 20 are not to be distinguished by any 
judgment regarding the wisdom or unwisdom, the rightness or wrongness, the 
selfishness or unselfishness of the end of which the particular union activities 
are the means. 

I would like to refer to one other Supreme Court decision that 
sharpens up the problem we are confronted with as a result of not 
only the ier laws but also the interpretation of the labor laws by 
the Supreme Court, and in 1945 Allen Bradley v. Local Union 3 (325 
U. S. 297), the Court found that the Electrical Workers Union was 
establishing by agreements with employers a monopoly in the sale 
of electrical equipment in New York City: 

It intended to and did restrain trade and monopolize the supply of electrical 
equipment in the New York City area to the exclusion of equipment manu- 
factured in and shipped in from other States, and it also control its price and 
discriminate between its would-be customers. Our problem in this case is a 
very narrow one: Do labor unions violate the Sherman Act when, in order to 


further their own interests as wage earners, they aid and abet businessmen to 
do the precise things which that act prohibits? 
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The Court sagely observes that Congress did not intend to give 
labor unions the power to destroy a competitive economy. The opin- 
ion uses this strong language: 

Seldom, if ever, has it been claimed before that by permitting labor unions to 
carry on their own activities Congress intended completely to abdicate its con- 
stitutional power to regulate interstate commerce and to empower interested 
business groups to shift our society from a competitive to a monopolistic 
economy. 

Then the Court goes on to acknowledge the inconsistency in a law 
which provides that labor unions alone can destroy competition, but 
not in combination with business groups. ee : 

In other words, it is all right if they destroy it, if they do it by 
themselves, just as long as they don’t do it in conjunction with more 
than one business group. Then the opinion observes: 

This, it is argued, brings about a wholly undesirable result, one which leaves 


labor unions free to engage in conduct which restrains trade, but the desira- 
bility of such an exemption of labor unions is a question for the determination 


of Congress. 
Justice Roberts, in commenting on that decision of the Supreme 
Court, in which they held it was all right for a union to do any of 


these things as long as it didn’t conspire with a group of businessmen, 
had this to say: 


Unless I misread the opinion, the union is at liberty to impose every term and 
condition as shown by the record in this case and to enforce these conditions 
and procure an agreement from each employer to such conditions by calling 
strikes, by lockout, and by boycott, provided only such employer agrees for him- 
self alone and not in concert with any other. The course of decision in this 
Court has now created a situation in which, by concerted actions, unions may 
set up a wall around a municipality of millions of inhabitants against impor- 
tation of any goods, if the union is careful to make separate contracts with 
each employer, and if the unions and employers are able to convince the Court 
that while all employers have such agreements, each acted independently in 
making them, this notwithstanding the avowed purpose to exclude goods not 
made in that city by the members of the union, notwithstanding the fact that the 
purpose and inevitable result is the stifling of competition in interstate trade 
and the creation of a monopoly. 


Now, there are other Supreme Court decisions indicating that the 
Court has very clearly recognized that the labor law opened the way 
for labor unions to stifle and eliminate competition and to create 
monopoly. 

Now, the result of legislation that removed any limitation from the 
concentration of union power—and that is where we are at—we have 
no Federal legislation that in any significant way prevents a union or 
unions from concentrating their economic, political, and social power 
in whatever way they want to do it, as long as they do it as unions or 
as long as they do it in conjunction with one employer at a time. 

Now, the result of this has been to shift the imbalance of the power 
against labor so that the scale has now been tipped dangerously and 
excessively on the side of union power. 

Incidentally, an unfortunate byproduct of this development has 
been to aggravate seriously the competitive problems of smaller com- 
panies. ‘True, labor leaders still pay lip service to preserving com- 
petition among employers. 
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A week ago Tuesday, before this committee, Mr. Reuther stated: 


Actually, we have given a great deal of time and careful thought trying to 
figure out what we can do to try to check the growing concentration of economic 
power and control in the hands of the Big Three. We think it would be a sad 
thing for America and a bad thing for our union if the small companies get 
pushed out, and we are trying to help those. 

However, at his annual convention where he had his proposal ap- 
proved, in responding to some of our employees at the convention, I 
am reliably informed he took the position that the question of whether 
a company like ours should continue or not was dependent upon a 
majority vote, and if the union program was one that was against the 
interests of the smaller company, why, the majority had to rule; and 
he stated publicly many times that you cannot stop economic progress, 
and I agree with that idea that you cannot stop economic progress. 

But the implication is somewhat different as voiced by him. 

Now 

Senator Keravuver. I think it should be said, in fairness, that 
Reuther testified here that the union wanted to keep little companies 
in business. He said he felt that his union was willing to play its 
part in that connection. 

Mr. Romney. We read that testimony with great interest, and we 
trust that that will be reflected when we come to the bargaining proc- 
ess this spring. 

Senator Kerauver. You hope he won’t forget about it? 

Mr. Romney. We hope he won’t forget about it, and I would like 
to review just how he has helped—the auto union has helped small 
companies in the past. 

After all, actions speak louder than words, and let us take a look 
at what has happened here the past several years. 

Senator Kerauver. I did not mean to interrupt you. Go ahead. 

Mr. Romney. Through their power advantage, the union has suc- 
ceeded in making smaller veliitle companies as well as many auto- 
motive parts and tool-and-die manufacturers meet the GM-Ford 
pattern on a plus basis. 

What I mean by that is that until 1955 in our settlements with the 
auto union we had to give more than General Motors had to give, so 
it was a pattern-plus basis, and the same thing is true of many smaller 
companies in the automotive parts and tool-and-die field. 

If you take the small tool-and-die plants around the city of Detroit, 
they are paying 50 cents an hour higher wages than the men doing 
the same work in General Motors, Ford, and Chrysler. 

Now, I want to ask this question: 

What economic basis is there, what ethical basis is there, what social 
basis is there for using the collective bargaining power to compel 
smaller companies to pay more than the richest companies in the 
land, and pay higher wages and higher fringe benefits? 

Now, it is perfectly true that Mr. Reuther and his associates and 
our union people modified the degree of our penalty in our auto- 
motive plants in 1955. But that inequity was not eliminated, and we 
are still paying higher wages than General Motors, Ford, and Chrys- 
ler in our automotive operations, and we are still paying higher 
fringe benefits and they represent a very significant competitive dis- 
advantage for American Motors. 
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Now, that is true of many other companies in the automotive 
industry. 

An exception was the 1955 American Motors’ settlement which for 
the first time was less than the Big Three pattern. 

However, it did not wipe out accumulated inequities. Our auto- 
motive plants still remain with higher wages and more costly eco- 
nomic benefits and plant practices than our major competitors, and I 
want to say this to you: 

When you take an agreement reached with a company like GM 
and you apply it to another company without relating it to the eco- 
nomic facts of that company, you can create higher costs just by in- 
sisting on that pattern. 

I will give you an example. 

In our case we have more seniority employees, we have people 
who have worked with us a much longer time. 

In our Kenosha plant the average seniority is .bout 20 years. 

You take the same fringe benefit based on seniority and apply it to 
us on that same basis and our costs are higher as a result, higher than 
General Motors and I can go on and indicate other things where 
unless you relate these things to the economic facts of the individual 
company, you create distortions and inequity that affect the com- 
petitive position of the company, and the competitive position in- 
volves the future of employment and the concentration within the 
industry. 

Now the insistence by the UAW on applying the automotive pat- 
tern of wages, benefits and practices to our main Kelvinator ap- 
pliance plant at Grand Rapids has put the rates there substantially 
out of line with our competitors who deal with international unions 
other than the UAW. 

Our rates at those plants are out of line as much as 50 cents an hour 
as compared to our major competitors, General Electric and Westing- 
house and companies of that type. 

Now what economic justice is there, what social basis is there, what 
ethical basis is there, for Kelvinator paying higher wages than General 
Electric? 

It is not a question of those things. It is not a question of per- 
suasion or the “power of persuasion”; it has been a question of the 
“persuasion of power,” and placing a company at a distinct disadvan- 
tage in its competitive relationships, because the larger company has 
more power to use at the bargaining table. 

Senator Keravuver. Do I understand by that that in American 
Motors you have the same union in your auto plants and in Kelvinator? 

Mr. Romney. In the main plant, Senator, of Kelvinator. We have 
2 other unions in 2 other plants. But the Grand Rapids plant which 
is the main plant, that is correct. 

Senator ‘AUVER. But the other appliances industries deal with 
another union, is that correct? 

Mr. Romney. That is right, they deal with a union that is not a 
complete monopoly, you see, because in the case of the electrical 
union, as you probably know, there has been rivalry there and there 
is a split between two electrical unions, and furthermore, these larger 
companies are located in areas where the union power is not as great 
and they have moved into new localities to get away from these high 
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wage rates, and the result is that we are greatly disadvantaged in 
our competitive relationships. 

Let me add this, Senator, and I want to be fair about this: That 
our unions have taken steps here in the last 3 or 4 years to help us 
moderate some of these inequities but we have still got them, Senator, 
that is my point and people still do not realize that here is a smaller 
company paying higher wages than the most prosperous companies 
in the car 

Senator Kerauver. Perhaps you can prepare this and submit it, 
but are you sure that your total wage payment at Kenosha, for in- 
stance, in your automobile plant is more than General Motors and 
Chrysler and Ford are paying ? 

Mr . Romney. Yes, sir. 

Senator Keravver. In their comparable plants ? 

Mr. Romney. The per-hour payment for wages and fringe bene- 
fits is higher than they pay in their comparable plants and it is much 
higher in the case of the electrical appliance competitors. 

Senator Kerauver. Will you furnish us a statement amplifying 
on that? 

Mr. Romney. Senator, we cannot supply some of the figures of com- 
petitors because it is their information, not ours. 

We can indicate it in a general way without identifying the com- 
panies. If the committee is willing to accept it on the basis of com- 
pany A or company B, we can indicate it in those ways but we can- 
not identify the company but we will submit it on that basis. 

Senator AuveER. Give us the best information that you can get. 

Mr. Romney. And I might say that there is no dispute between the 
union and ourselves on this fact that we are paying higher wa 
than the Big Three, higher wages and fringe benefits than the Big 
Three and we are also paying higher wages and fringe benefits in 
our electrical appliances company and I want to recognize that our 
unions have cooperated in many other areas in improving the situa- 
tion over what it was 3 or 4 years ago. 

We are hopeful that they will continue that attitude, because the 
economic health of everyone concerned is involved. 

Senator Keravuver. I might say I thought from Mr. Reuther’s 
testimony that the union poranne had made some concession to 
American Motors or maybe they —— 

Mr. Romney. Senator, that is correct. 

Senator Keravuver. Did not have quite as high a rate for Ameri- 
can Motors as they did for the Big Three companies. 

Mr. Romney. Well, the concessions were in the form of moderating 
the inequity, not eliminating it, and we still remain above the others 
and that is true of many other companies, Senator, in the automotive 
industry, not all companies either. 

There are some parts companies that pay lower wages than Gen- 
eral Motors, Ford, and Chrysler but there are many where they pay 
more. 

The tool and die industry is a good example and there are others. 

Senator Kerauver. Proceed, sir. 

Senator Wizey. How did you get. into that condition ? 
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Mr. Romney. Oh, a combination of a lot of things, Senator. It 
is a long story and a long process. But in essence it gets down to 
the lesser ability of the smaller company to resist the demands of the 
large union that has greatly excessive power in relationship to smaller 
companies. 

Now, the facts are in the automobile industry that because General 
Motors did have more economic power and strength to use as collec- 
tive bargaining developed and as this union power grew, they were 
able to resist union encroachments in areas that affected costs better 
than other companies, and the result is that—one of General Motors’ 
major advantages in recent years has been to maintain the efficiency 
of its operations on a higher level than other companies. 

Senator Kerauver. If and when these higher wages were imposed 
upon you, what would have happened if you had not agreed ? 

Mr. Romney. We would have been down. We would have been 
put down by strike. 

As a matter of fact, in 1955, contrary to a story read from—I think 
it was the Detroit Free Press into the record, indicating that Mr. 
Cushman was, I cannot quote the exact words—but very satisfied 
with the results of the bargaining in 1955, he and I sat up all night 
into the wee hours of the morning on more than one night going right 
down to the deadline insisting we had to wipe out all these inequities. 

Our basic position in 1955 was this: We said months before the col- 
lective bargaining began that we would gladly accept the General 
Motors contract and pay what General Motors was paying, and that 
was our position right down to the point where the union actually 
began to pull the men out of the plants and we had men on the street 
by the time that we agreed to settle for less than the elimination of the 
inequities that we had. 

ow the reason was that we were in no position to engage in a long 
strike. We did not have the resources to do it, so we had to take what 
we could get and be satisfied with it, and it was the “persuasion of 
power” at the bargaining table, Senator. 

It is nice to talk about the “power of persuasion,” but the hard, cold 
brutal facts are that the “persuasion of power” is the thing that is 
settling collective bargaining in the automobile industry including 

M now, because the auto unions’ power is vastly greater than Gen- 
eral Motors at the bargaining table and I have stated publicly that 
in the 1958 collective bargaining General Motors is a sitting duck, 
and I mean it. 

Mr. Dixon. Why ? 

Mr. Romney. Why? Because even General Motors lacks not the 
economics resources but the social and the public understanding neces- 
sary to resist demands that are inflationary and be backed in that 
position by an informed public. 

Now, I think manufacturers are largely responsible for that. I can 
tell you of a manufacturer who took a hundred and what—a 125-day 
strike about a year and a half ago to avoid paying higher wages than 
his major competitors. 

These are major companies. These are among these mastodons. 

These are not small companies that I am talking about in this in- 
stance. ie are both mastodons and the 1 company had settled on 
1 basis and the same union was insisting that the competitor settle on 
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a higher basis and this company took 125-day strike as I recall it to 
resist such demands and that company had economic resources. 

It was not a question of economic resources, but it was only a matter 
of 2 or 3 weeks before the public began to say well, the head of that 
company must be stiff-necked or something because look, gentlemen, 
the demands in these collective bargaining proposals are not the sugar- 
coating that is put on the pill, and that is what the public gets and that 
is what has been presented primarily to this committee is the sugar- 
coating on the sil anid the sugar-coating on the pill is very acceptable. 

The public is interested in profit sharing. Profit sharing is neither 
evil nor new, but the UAW proposal is not profit sharing. 

Now in this case I am talking about, it was only a matter of a few 
weeks until the President’s friends were saying to him, “You are stiff- 
necked, you are pigheaded, there is something wrong with you.” 
Pretty soon his family is saying that because he is resisting these 
demands, and the union got a good deal of what they were after. 

Now General Motors—look, the UAW strategy, and I get to that— 
maybe I better go on to it. 

enator Krerauver. Senator Carroll had a question. 

Mr. Romney. Maybe I had better go on to it, but the persuasion of 
power is the key thing at the bargaining table these days, and it is 
completely lopsided today. 

Senator Carrotu. In your own case, is there any doubt that the 
UAW wants you to stay in business? 

Mr. Romney. I think, Senator, that the UAW sympathetically 
wants us to stay in business. 

I think that the Big Three sympathetically want us to stay in 
business. I do not think that the UAW, the top echelon of the DAW 
that have to establish policy, is prepared to or in a position to modify 
demands and objectives set on an overall industry basis without things 
being done beyond their ability to do. 

Senator Carrotu. There are two reasons why I ask that question. 
At one time in history there was a system called syndicalism, when 
business and labor would get together and squeeze out competitors. 
As I said, I did not hear the testimony of Reuther but I read some 
of it, not all of it as yet, and it is my impression that his basic phi- 
losophy is identical with yours—about new companies, about produc- 
tion, in this sense, as I understand it; the necessity for more cars, the 
concept of purchasing power getting into the hands of people. 

Mr. Romney. A totally different purchasing power concept. 

Senator Carrotu. I understand the wage concept is different, but 
I mean the movement in the economy—— 

Mr. Romney. The need for purchasing power. 

Senator Carroiu. That is right. 

Mr. Romney. Yes. 

Senator Carroty. I wondered if there is any reservation in your 
mind. Do we think there is any sort of a conspiracy or a concept to 
deal with the Big Three in such fashion as to squeeze you, American 
Motors, out of this business ? 

_ Mr. Romney. Senator, I do not think that is a conspiracy or an 
intended thing, but when I get through with this, I think you will 
see that that is the effect if not the intent of the type bargaining 
that exists in the automobile industry. Let me add one other thing. 
I think he was asked quite directly about this question of breaking 
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up the Big Three, and he never took the position the Big Three should 
be broken up. 

Senator Wiley asked him that question more than once, and Walter 
Reuther never even suggested that the Big Three be broken up, and 
I think there are reasons for that. That is why I say to you that 
his approach and my approach are not the same. They are funda- 
mentally different. They wind up with totally different results if one 
carries through. 

Senator Carroty. I am glad we have this in the record because 
if he comes back, I intend to interrogate him on that very point. 
Will you proceed with your statement ? 

Senator Keravuver. We have been in session here for 214 hours 
this afternoon. 

Senator Witey. May I ask one question ? 

Senator Keravver. Off the record. 

(Discussion off the record.) 

Senator Kerauver. Senator Wiley. | 

Senator Witrey. My question is more in the nature of gettin 
specific facts. You made a statement that competitors were charge 

fferent wage scales by the UAW. I would like to have you start 
with your own company and there show about the other companies. 
I would like to have other businesses where that is the case definitely 
shown, because the public is very much interested, I think. I think 
Senator Carroll’s question raised a very significant point. We are 
discussing power and there is no more power in the world than the 
power of human beings in the aggregate for good or evil. 

Mr. Romney. That is right. 

Senator Wirey. Certainly this is one way to destroy competition. 

Mr. Romney. Senator, I would rather have power based on people 
than dollars, any day. 

It is infinitely more powerful. 

Senator Witey. You see the point I am making? 

Mr. Romney. That is right. 

Senator Wier. Of course, if we go over to Tuesday, I will have 
a chance to read the balance of this statement and know more about 
your philosophy on this subject. 

Mr. Romney. Senator, we cannot give you an exhaustive study, 
an exhaustive list on that, without doing a good deal of research. 
We can give you the names of a number of companies where that is 
the case, enough to illustrate the point, but we would have to check 
the whole automotive industry and appliance industry to give you 
a complete list, but we will give you enough so that you have got 
the basic picture, Senator. 

Senator Keravuver. When we recess this afternoon, we will recess 
until 10 o’clock Monday morning. That seems to be more satisfactory 
than tomorrow or Tuesday. 

Suppose we go on at this time until about 5 o’clock and then we will 
stand in recess. 

Mr. Romney. I think I have covered the appliance thing. 

We intend to provide Mr. Reuther and his associates with an op- 
portunity in 1958’s collective bargaining to demonstrate the sincerity 
of their professed desire to help small companies. 


22805—58—pt. 6——-51 
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Having more than counterbalanced the economic power of em- 
ployers, some unions, particularly the UAW, have been steadily al- 
tering the fundamental character of collective bargaining by demand- 
ing a voice in an ever-widening area of the management of business. 

espite protestations to the contrary, the UAW’s fundamental 
position places no restrictions on the scope of collective bargaining. 
I think that is a thing that needs to be understood if you are going 
to understand the nature of what we are dealing with in the automotive 
industry. 

No activity affecting a worker in his capacity of worker or citizen is 
considered by the UAW to be outside its sphere. Americans who still 
think collective bargaining is limited to early union goals of ree- 
ognition, wages, hours, and working conditions, must be awakened 
to the new economic and political role of unions. 

The UAW has been a leader in this expansion of the collective bar- 
gaining objectives of the Union way beyond any conventional con- 
cept of collective bargaining, and the history goes back 15 years and 
could be fully documented here for the committee. 

The actions and policies of the UAW, if put into practice, will 
eventually result in centralized industrywide control of prices, pro- 
duction, and markets, through joint union-management direction or 
Government regulation. 

UAW proposals clearly show it seeks participation in company 
policy making as well as management. 

Collective bargaining agreements now include such fringe benefits 
as pensions, supplementary unemployment benefits and health and 
welfare programs. 

Achievement of these economic concessions has been followed by 
union demands for joint administration on the theory that joint re- 
sponsibility justifies joint authority. 

I cannot quarrel with that principle. I cannot quarrel with the 
principle that where the members of the union are entitled to certain 
rights in the operation of the company, that their representatives 
should not share in the responsibility for the administration of the 
programs involving those rights, and based on that principle the tech- 
nique has been to first secure the fringe benefit in some new area in 
an economic way, and then to follow up and insist that on the basis of 
this principle of equality in administration authority and responsi- 
bility that there should be joint authority. 

Senator Carrotit. Mr. Romney, you are, I take it, in favor of col- 
lective bargaining ? 

Mr. Romney. Yes, sir. 

Senator Carrotu. You are not opposed to fringe benefits? 

Mr. Romney. No, sir. 

Senator Carrot. Pensions? 

Mr. Romney. No, sir. 

Senator Carrotit. Unemployment benefits, health, and welfare 
programs ? 

Mr. Romney. Thank you for asking that, Senator, because I de- 
cidedlv am not. I am citing those things here to illustrate the way 
in which collective bargaining is expanding increasingly beyond the 
conventional areas, and when we deal with the 1958 proposals which 
have been made, I think you will see that they have now reached pro- 
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portions that we have faced before in the automobile industry that I 
will refer to, which get right over into the question of the actual 
direction of the whole industry. 

Senator Carrotu. As I understand it, you are not opposed neces- 
sarily to these demands for joint administration ? 

Mr. Romney. No. 

Senator Carroty. On the theory that joint responsibility justifies 
joint authority ? 

Mr. Romney. Senator, it depends on what you are talking about 
there. Asa general principle, I do not object to it. 

Senator Carrot. I am talking about the benefits—— 

Mr. Romney. But when the economic concession gets over into the 
area of involving ownership rights, you cannot follow this principle 
without impairing the right of private property. 

Senator Carron. We are talking about the fringe benefits and the 
health and welfare programs. 

Mr. Romney. Senator, in the area of recognition, wages, hours, 
and working conditions 

Senator Carrotu. Security for the worker. 

Mr. Romney (continuing). And security for the worker, as we have 
normally understood them, I have no objection. Indeed, I go beyond 
them in my concepts of the labor-management relationship, and the 
collective bargaining relationship, but as against a background of in- 
sisting on joint authority, where anything becomes a part of the col- 
lective bargaining relationship, the further you go the greater the 
encroachment, you see, into the operation of the company. 

Senator Witry. You want equality in competitors, though, equali- 
zation between competitors 

Mr. Romney. No,I don’t, Senator. Don’t let me mislead you. 

Senator WILEY (continuing). On wages and fringe benefits ? 

Mr. Romney. I believe collective bargaining should be based on 
the economic facts of the individual enterprises. The thing I objected 
to earlier was the fact that there are no economic facts in our picture 
that justify our paying higher wages than General Motors and 
General Electric. 

That situation has come about as a result of not giving any attention 
tothe economic factors. 

I think the collective bargaining relationships between a union rep- 
resenting the employees of a single company and the management of 
that company ought to be related to the economic facts, and I will 

make that perfec tly clear as I go forward here. 

My objection is taking the economic facts of General Motors and 
United States Steel and Ford and using those economic facts to set a 
pattern, and then shoving that pattern, or that pattern plus, through 
this economy even though the facts of other companies bear no rela- 
tionship to the pattern that wasset. 

Senator Carrott. May I ask one question in this connection. Let’s 
get back to bargaining. You testified here, as I understand it, that 
you are required to pay a higher wage than General Motors. 

Mr. Romney. That is correct. 

Senator Carroii. Does that relate to the total operation of Ameri- 


can Motors? or, how does it relate to those who work in automobiles 
alone ? 
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Mr. Romney. That is the situation on all of our people who have 
anything to do with the building of our automobile. 

enator CarroLt. Your automobiles? 

Mr. Romney. That is correct. 

Senator Carrotu. You pay different wage rates than the automobile 
workers at General Motors are paid. 

Mr. Romney. We pay higher wage rates and higher fringe benefi 
and in the case of appliances, Senator, that is true as far as the UA 
is concerned only in our main appliance plant, which is in Grand 
Rapids, and there the inequity is even greater than it is in automobiles, 

or example, one of the 1958 demands is, “The right of workers to 


have a voice”—and this is the way it is put, you see— 


The right of workers to have a voice through their unions in the investment 
of a reasonable percentage of the pension fund * * * To date the investment 
of these funds has been in the hands of trustees appointed exclusively by 
the corporations. 

As I say right after that. I cite this without regard to the merit 
of the particular demand. The point is that as union contracts cover 
new areas, the union demands a voice for the workers through the 
union. Indeed the auto union has long sought “a voice in manage- 
ment” and has never indicated any restriction on its area of partici- 

ation. 
r I simply cite that as a way in which you get the economic concession 
and then you insist on this right of the workers to have a voice in con- 
nection with the administration of the economic concession, and that 
should take place with the representatives of the union, and that keeps 
broadening the union participation. 

The nature of the UAW’s 1958 profit-sharing proposal is another 
illustration of the union’s method of securing participation in man- 
agement. Profit sharing, in principle, is neither new nor evil. If it 
is wise policy for executives to share in the profits that they have 
helped to develop for their respective companies, there is no reason 
in principle why other employees may not share in accordance with the 
extent of their contribution. 

That gets back to what I said earlier this morning. The more 
closely you can relate economic rewards to contribution, the better 
off you are, and that applies to hourly workers as well as others. 

But inherent in Mr. Reuther’s proposal is that the union shall not 
only have a share in the profits, but shall also share in determining 
how those profits shall be made and distributed. That is inherent 
in his proposal, that you divide it up 25 percent for workers and 50 
percent for dividends and executives, taxes, and so forth, and 25 
percent for price rebates. 

For example, this would give the UAW the basis on which to insist 
on the right to negotiate the use of earnings for the maintenance and 
replacement of wornout plant facilities, heretofore established solely 
by owners or their representatives. 

In other words, if you accept the principle as it is proposed by the 
UAW, not in profit-sharing plans that are common in this country, 
but of profit-sharing plans where the way in which the profits are to 
be distributed is to be determined through collective bargaining, then 
that means that collective bargaining is to be used to help determine 
those apportionments, and once that principle is established, why, 
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then, the union is perfectly justified in insisting that as long as they 
have—as long as they secured the right to establish it in the first place, 
they have a right to bargain about it in the future. 

ow, one of the very important things that affects profits is de- 
preciation, what you set up to replace the equipment and facilities 
that are wearing out, and actually the inadequacy of depreciation 
discussed here yesterday by Mr. Colbert is a very serious thing in 
American industry. 

It is inflating and distorting the profit picture, the profits that are 
resulting. 

You are getting a distorted picture of profits because we are not 
setting enough now to cover depreciation of equipment and facilities. 

Now, this opens up, this profit proposal of the UAW opens up to 
collective bargaining everything affecting profits and the distribu- 
tion of profits, because that is the area being dealt with by the pro- 
posal, and it would mean that the union could take the position if it 
wanted to, and goodness knows this experience has been realized by 
many human groups, that if wages were not high enough for purchas- 
ing power in some given year under this, that probably depreciation 
rates ought to be reduced, so that you could pay out more in the form 
of wages and keep the purchasing power high; and what this actually 
opens = is the question of the ownership right to decide how the 
money that has been put into the business is going to be protected and 
preserved, and it gets down to the question of whether the seed corn, 
whether the seed corn of business is going to be subject to collective 
bargaining. 

I, therefore, say that the profit-sharing proposal as put up by the 
UAW opens the door against the precedents that we have been through, 
of using it as an entering wedge to actually invade ownership rights. 

I realize I will be told that is not the intent. We have been told 
that about a lot of things in the past. It is not a question of the 
intent at the time. The objective is to get a concession, and once the 
concession is secured, then you drive as much through that door of 
concession as you can get, and this profit-sharing proposal opens the 
door to actual sharing by the union of the ownership rights of the 
enterprise in determining whether the capital shall be maintained 
or whether it shall be used up or how it shall be used. 

Senator Carrotz. Mr. Romney, this question arises in my mind, as 
I understand the plan. What would be its effect upon a part of 
this automotive industry that is just getting on its feet and needs 
capital? As I think you have indicated here, there has been no pay- 
ment of dividends to stockholders. 

You are going to need money, I assume; whatever your profits are 


-after taxes, you are in the black. I suppose you will be putting that 


into plant expansion. 

Mr. Romney. Or rebuilding the financial strength of the company, 
that is the first thing. 

Senator Carroty. What will this plan do to your concept of a birth, 
a rebirth, the creation of new companies that are necessary for com- 
petition in this industry ? 
_ Mr. Romney. Senator, what I am trying to say is this: That as an 
individual I recognize the merit, as the American people do, of just 
the general idea of profit sharing, you see. There is a lot of merit to 
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that. That idea tends to relate the income of people to their contribu- 
tion, and in the form that we are accustomed to it. 

But this is not that sort of a proposal. I would not be concerned 
about this if it were not for a number of things. If this were just a 
case of what GM was going to have to do that would be one thing. 

If it was just one company it would not necessarily affect the 
whole economy. But the history of this situation is that GM or 
Ford are used to establish a pattern that others are then required to 
conform with. 

Now I realize at this point that the statement is made that the mini- 
mum basic demands are for all companies and that this is just a 
niey demand. 

1is supplementary demand is linked with the idea of a price rebate. 

Now obviously, Senator, I think everybody in the United States 
would like to buy his car cheaper. That is a highly popular pro- 
posal and the idea of a price reduction is a highly popular proposal. 

But as embodied in this program the granting of a price rebate 
by one company and its denial by other companies—I mean no price 
rebate by other companies or price rebates from 1 or 2 companies and 
then none by 3 other companies—would confront every other com- 
pany in the industry immediately with the necessity of meeting that 
price rebate. 

We could not maintain our competitive position if General Motors, 
for example, should extend or should set up a program involving a 
price rebate, without ourselves having comparable program because 
people would buy their product instead of ours. 

Senator Carroiu. Isn’t this true now from your previous testi- 
mony? You talked about the break-even point. A break-even point 
is predicated, I assume, upon the production and sale of a certain 
number of cars, isn’t that true? 

Mr. Romney. That is correct. 

Senator Carrotu. Therefore, when the sales and the production ex- 
ceeds that break-even point, that is really where you Saath to make 
your profit ? 

Mr. Romney. That is correct. 

Senator Carrotu. But the testimony from Dr. Yntema and others 
is that the price mechanics, the price setting, is done by a thousand 
men, he said, in full, and that is done before the production-line 
starts, is it not, and there is no fluctuation ? 

Mr. Romney. Well, Senator, sometimes it is and sometimes it is not. 

Senator Carroti. Normally speaking. 

Mr. Romney. It has to be done on the basis of not knowing exact 
volume but it has to be done on the basis of establishing an antici- 
pated volume, Senator. 

Senator Carroti. That is my point. During the year they say 
that it is not economical and not feasible. The price fluctuates. 

I am wondering about this way to re-identify the Reuther plan. 
I am not talking about American Motors but the Big Three which 
showed such hostility to him and charged he was seeking to control 
the policy of the country. Their policy is not to participate with 
him in this profit-sharing plan. But if Reuther’s concept is meaning- 
ful, they would rather stimulate production and sales and reduce the 
price of cars. If they reduced the price of cars, that is the way to 
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defeat the Reuther plan. 
ticipation in the plan. 

Mr. Romney. I| do not quite get it. 

You say it is the way, what is the way? The reduction? He has 
called for a reduction? You mean reduction of car prices? 

Senator Carrriu. Yes. 

Mr. Romney. Well, of course; look, Senator, a reduction of car 
prices of the type that he is talking about or a price-rebate program 
of the type he is talking about, would reduce the number of companies 
in the automobile industry quite rapidly to two companies. 

You would have two companies left, and if it continued why you 
would soon have GM left. 

Look, Senator, let me explain it in simple terms—— 
Senator Carroti. That would not be true if the volume of busi- 


That may satisfy him rather than par- 


Mr. Romney. Let me explain it in simple terms to you. 
The price rebate proposed is comparable to saying to the boys who 
line up for the 100-yard dash: “Now there is one fellow here that 
can run it in world-record time of 9.5, and if the rest of you fellows 
cannot run it in 9.5 seconds why you cannot enter the race.” 

Now this proposal of Reuther’s which has terrific public appeal, 
and that is the real purpose of it from an economic standpoint, says 
that if you cannot give all that GM can give and still be in the black 
then you have got to get out of the automobile business. 

Senator Carroii. That is what I said previously, Mr. Romney, but 
I think you misunderstood. I am not talking about price rebate 
at all. 

Mr. Romney. You are talking about price reduction. 

The same thing ? 

Senator Carroiu. I thought that you 

Mr. Romney. Look, I proposed the price-rebate proposal before 
Mr. Reuther did. I would like to discuss that. Actually he has made 
statements here that his price-rebate proposal is the same as mine 
and it is not at all and I would like to explain that to this committee 
because that is a misrepresentation. It is not the same price rebate 
proposal that Mr. Henry Ford used back in the model-T days. 

Now, Senator, the price reduction is the same thing. 

If GM reduces its prices on cars then I have got to match it and 
Ford has got to match it and Chrysler has got to match it, or suffer 
the economic consequences. 

Now the real question that is involved is, is the customer being pro- 
tected adequately with adequate competition in the automobile busi- 
ness and the real result of the type of philosophy involved in this 
UAW package would be that a company that excelled as General 
Motors has—look, General Motors has made a contribution to the 
science of management and industry in this country paralleled by 

ractically no other company. Now in essence what this proposal 
is that having made a contribution of that magnitude, General Motors 
should be satisfied with an average profit, a profit that all of us would 
consider an average profit for anybody in foe you see. 

Now the minute you begin to take the best who have excelled and 
level them down to the average, you just shove the average down to 
the break-even and you shove those that are barely making enough 
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money or ae some money like Chrysler and American Motors just 
completely out of the business, you see. 

Senator Carroty. Do you really think, Mr. Romney, if they re- 
duced the price of the car—I am not advocating this, I am asking the 

uestion : If the price of the car was reduced $50, $75, or $100, would 
that really affect Rambler’s market ? 

Mr. Romney. Yes, sir. I think price is a very important aspect 
of the sale of a product. 

There is not any question in my mind about that. But, Senator, 
let me go back. We have had experience. 

ok, General Motors is the heavyweight champion of American 
industry—I can explain it in heavyweight boxing terms, I think, so it 
can be more easily understood. 

Here is Floyd Patterson, heavyweight boxing champion of the 
world—he gets paid a pretty handsome fee when he boxes, doesn’t he? 

The average es probably gets—a heavyweight boxer probably 
gets a thousand dollars a night. I do not happen to know what it is, 
you see. 

Now the economic philosophy back of this UAW proposal is, if you 
think of the proposal in terms of economics, its real purpose is not 
economic. 

Its real purpose, I will get to next week, its real purpose is in the pub- 
lic relations area, in the area of building up public support for what 
they want to accomplish and that is not profit sharing in my judg- 
ment, and that is not price rebate. But the effect of it is to say toa 
Floyd Patterson, aid is GM in the automobile business: 


“Took, Mr. Patterson, sure you are the heavyweight champion of 


the world, but you had not ought to get any more for fighting than the 
average heavyweight, a thousand, $1,500 a night is O. K. for you, you 
see”—well it is all he needs to live on, I guess. 

But the minute he does that the average boxers go down to break 
even or they go out to digging ditches because everybody is going to 
want to see Floyd Patterson. 

Now in essence the principle is analogous, and this leveling down— 
now we have had experience, Senator, and I do not want to prolong 
the discussion here tonight, but I would like to make this clear. We 
have had experience in the appliance industry where the company 
that excels has decided that the profit that the average firm ought 
to realize is enough for them in the appliance business, and they have 
been the principal factor, not the exclusive factor but the principal 
factor in absolutely creating economic chaos in the appliance business 
and jeopardizing the consumers’ interest by putting all but 2 com- 
panies in the major appliance business in a position where if current 
trends continue, there will be 2 companies left in the major appli- 
ance business in the United States, and the appliance industry is a sick 
business, Senator, and it is sick because of this fundamental fact. 

When you go out as an individual or when I go out as an individual 
to sell our services just on the basis of what we are willing to take 
for it, it does not amount to much. 

But when we go out to sell our services on the basis of what we are 
— position to do and what we can contribute, then it is worth some- 

ing. 
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Now the same thing is true in product. When you get an industry 
that is selling purely on the basis of price, purely on the basis of 
price, or a company—look, other people tried this small car idea of 
ours. Kaiser-Frazer did and they put it on a pure price basis and 
they failed because product value and other things are very im- 
portant. 

Price is just one element, Senator. 

Senator Carro.u. I am sure of that. 

Mr. Romney. And it is not in the consumer’s interest, Senator, to 
reduce the competition in the automobile industry down to two com- 
panies, which is what this proposal would contemplate. 

Senator Carroty. Mr. Chairman, I would like for the record at 
this point to emphasize that I am not advocating the UAW proposal 
of some months ago for a cut of $100 in car prices. Nor am I speak- 
ing in favor of the Reuther profit-sharing plan. But I think it is well 
to develop the concept of whet effect this would have on smaller com- 

anies. As I understand from what I have read in the press, on the 

undred dollar reduction, the Big Three companies said in unison 
that the price mechanism should have no part in collective bar- 
gaining. 

I understand you to say on this that the profit-sharing plan, how- 
ever desirable profit sharing may be, if and when it affects policy 
considerations, you think that is going too far. 

Mr. Romney. Senator, look, the very proposal itself gets into pric- 
ing. A rebate is pricing. 

Senator Carrotu. Do I correctly state your position on that? 

Mr. Romney. Senator, not completely, and that is why I cannot 
give you a “Yes” or “No” answer on it. 

Senator Keravuver. All right, I think it is quite clear, Senator Car- 
roll. You have been trying to bring out the pros and cons so we can 

t all sides of it. Mr. Romney has responded and a public service 

as been rendered. 

Mr. Romney, have you gotten down to UAW strategy on page 28? 

Mr. Romney. Yes, basically, Senator. 

Senator Keravuver. Very well. I think this would be a good time 
to break off our hearing this afternoon. We have been in session a 
long time. 

On Monday morning we will meet in the Judiciary Committee’s 
regular committee room, 424, at 10 o’clock. 

We will stand in recess until that time on Monday. 

(Whereupon, at 5:10 p. m., the subcommittee was adjourned, to 
reconvene at 10 a. m., Monday, February 10, 1958.) 
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MONDAY, FEBRUARY 10, 1958 


Unrrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
424, Senate Office Building, Senator Estes Kefauver presiding. 

Present : Senators Kefauver (chairman), O’Mahoney, Carroll, and 
Wiley. 

Also present : Paul Rand Dixon, counsel and staff director ; Dr. John 
M. Blair, chief economist; Peter N. Chumbris, minority counsel; 
Carlile Bolton-Smith, counsel to Senator Wiley; Horace L. Flurry, 
assistant counsel; Dr. E. Wayles Browne Jr., economist; and Peter 
Posmantur, attorney. 

Senator Kerauver. The committee will come to order. 

Mr. Romney, before we start, I find a very interesting editorial in 
Life magazine, the current issue, entitled, “The Trouble With the 
Slump,” subtitled “It Isn’t Yet Producing the Correctives Our 
Economy Will Be Needing.” It refers to unemployment and the fact 
that many of our basic industries are not operating at anywhere near 
capacity. The editorial is of interest or will me made committee 
exhibit 39. 

(The article referred to may be found in the appendix on p. 3793.) 

Senator Keravuver. This morning the Washington Post carried an 
article by Raymond Lahr having to do with the prediction by the 
Secretary of Commerce, Sinclair Weeks, that unemployment would 
climb to 5 million this month, the highest since 1941. This will be 

made committee exhibit 40. 

(The article referred to may be found in the appendix on p. 3795.) 

Senator Kerauver. Last week an editorial was put in the record 
from the Washington Post in connection with the hearings. It was 
submitted by Senator Dirksen and has been made an exhibit. In Sat- 
urday’s Post there was a reply to this editorial by Victor Reuther, the 
administrative assistant to the president of the United Automobile 
Workers. I think in order to try to get both sides, we should put 
his reply to the editorial in the record. That will be committee 
exhibit 41. 

(The article referred to may be found in the appendix at p. 3796.) 

Senator Krravuver. Mr. Romney, you had reached page 28? 

Mr. Romney. Page 28, I think, Senator. 

Mr. Cuumerts. Mr. Chairman, since we are putting things into 
the record, I have here a reprint from the Western Gasoline Dealers 
Press on December 16, 1957. It seems to deal with the relation- 
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ship of big business to small business, and it quotes the president of 
General Motors and several oil si ee showing the relationship 
of small business and big business. I think it would be very inform- 


ative to have it in the record at this time. 


Senator Kerauver. Very well. We will make this committee 
exhibit 42. 


— article referred to may be found in the appendix on p. 3797.) 
enator Keravver. All right, Mr. Romney, will you proceed? 


STATEMENT OF GEORGE ROMNEY, PRESIDENT, AMERICAN MOTORS 
CORP., ACCOMPANIED BY EDWARD L. CUSHMAN, VICE PRESIDENT 
IN CHARGE OF INDUSTRIAL RELATIONS; J. J. TIMPY, VICE PRESI- 
DENT; RICHARD L. CROSS, DIRECTOR AND COUNSEL; WILLIAM 
McGAUGHEY, VICE PRESIDENT IN CHARGE OF COMMUNICATIONS; 
AND HOWARD HALLAS, DIRECTOR OF PUBLIC RELATIONS— 
RESUMED 


Mr. Romney. Senator, during the latter part of our discussion last 
Friday, we discussed to some extent the continuing inequities in our 
wage and fringe benefit position in relationship to the Big Three. 

enator Kerauver. I asked you to prepare detailed information 
about it. 

Mr. Romney. We will prepare that. 

I recognize the time limitations we have today, so I would simply 
like to insert into the record two communications to Mr. Reuther 
about these inequities, one written in July of 1955, and then another 
written in May of 1957, in which we call attention to these inequities, 

Senator Kerauver. They will be made a part of the record as 
American Motors exhibits 6 and 7. 

(The documents referred to may be found in the appendix on p, 
3800. 

Me Romney. I would also like it to be recognized that while we 
still have these inequities, we have had some elimination of inequity 
by the union, but the point is we are still in a position of having 
inequity. 

aw cine to the top of the page, the paragraph I think we failed 
to cover: Because of the union’s tremendous power organized on an 
industrywide basis as compared with that of the individual company 
that share in the management and ownership would inevitably lead 
to union domination of the entire management function. 

If the concentration of union power on an industrywide basis is 
not divided, unions could secure domination of all companies in 
an industry and through the union structure accomplish the joint 
control of prices, production, and distribution that the antitrust 
laws are designed to prevent. 

Now the Supreme Court has made that clear in certain decisions 
that it has rendered, and I would like to submit for the record certain 
excerpts from a book written by Edward H. Chamberlin. Mr. 
Chamberlin is one of the men quoted extensively by Mr. Reuther in 
his testimony. 

Dr. Chambielin, professor of political economy at Harvard, hav- 
ing written 25 years ago a book on The Theory of Monopolistic Com- 
petition, Dr. Chamberlin has just written a book on The Economic 
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Analysis of Labor or Union Power, and I would like to read two 
paragraphs and submit the rest for the record. 


He says: 


Recently announced union demands for a voice in determining company 
policy on profit distribution lend particular significance to the author’s discussion 
of management prerogatives. “It is more than a possibility that, especially 
with the drive for industrywide uniformity, much that is vital to the competitive 
character of our economy, and which is responsible for its high efficiency, will 
be lost through a substantial invasion of the management area by labor, and 
that the public will awake one day to find that a degree of economic control, 
which it would never have tolerated in the hands of businessmen, has already 
passed into the hands of someone else.” 


He also points out: 


The plain facts are that for anyone concerned with the preservation of free 
institutions the power position of labor has become truly ominous, that it has 
gone largely unrecognized, and that it cries out for analysis from a truly public, 
as distinct from a labor, point of view. 

Now there are other quotations in here pointing this out. 

Senator Kerauver. All right, Mr. Romney. We have already 
placed in the record some quotations by Dr. Chamberlin, but these 
will also be placed in the record. 

Mr. Romney. All right, fine. 

Senator Kerauver. That will be American Motors exhibit 8. 

(The document referred to may be found in the appendix on p. 3802.) 

Mr. Romney. Now, moving to the UAW strategy, auto union 
strategy is designed to take maximum advantage of their great power. 

Actual bargaining is on a one-company-at-a-time basis between the 
representatives of the industrywide union and representatives of a 
single employer. 

Through separate bargaining with each company, it has been pos- 
sible to bring overwhelming power to bear on a single employer. Fur- 
thermore, each company’s resistance to union demands has been weak- 
ened by knowledge that resistance to the point of a strike would bene- 
fit competitors unaffected by the strike. 

In addition, competition between the automobile companies has fre- 
quently resulted in competitors granting the very union demand over 
which a strike resulted, thus vitally weakening the resisting company’s 
position, that has happened repeatedly over the last 20 years, where one 
company was taking a strike to resist demands and another of the 
Big Three has settled, granting the very issue involved in the strike, 

As a result, company resistance to union demands has progressively 
weakened, and actually if you take the 1955 settlement you can see 
the pattern of what is happening. 

In 1955, the UAW was bargaining simultaneously with General 
Motors and Ford, and playing one against the other, and succeeded, 
as has been the case, in the postwar period in getting General Motors 
to indicate the size of the economic concession that they were willing 
to grant, and then use that concession from General Motors to get 
Ford to give it in the form in which they wanted it 

Actually the history of collective bargaining in the automotive 
industry since the end of World War IT has been that of developing 
a union package that would cause General Motors to make the largest 
possible economic concession, and then to use that General Motors 
concession, based on General Motors ability to pay, as a pattern for 
other people in the automotive industry and also that pattern being 
picked up by other unions as a pattern throughout the industry. 
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Now the union found that concessions granted by General Motors 
or Ford could be readily secured from nearly all companies. This 
is due to the unequal power relationship and weakened public opposi- 
tion to demands already granted and ostensibly approved by these 
large companies. 

In addition, automotive suppliers are under pressure from car com- 
panies to avoid strikes interfering with car production. The GM or 
Ford settlements in many cases have become the minimum yardstick 
for smaller enterprises. 

Here is a summary of the nature, strategy, and tactics of UAW 
collective bargaining. 

1. The UAW isa union monopoly affiliated through the AFL-CIO 
with other international union monopolies. By that I mean that the 
UAW represents the workers of all automobile companies and a wide 
range of other companies and any economic organization that repre- 
sents all units in a total industry or a group of industries is certainly 
a monopoly in the true dictionary sense of the term. 

Now, 2, the car companies, including General Motors, are now the 
collective bargaining underdogs. 

This few people realize but I think this statement is indicative of 
the actual situation. 

Someone has said: 


Today the greatest concentration of political and economic power in the 
United States of America are not found in the overregulated, overcriticized, 
overinvestigated, overtaxed business corporations and certainly not in their 
hagridden, brow-beaten, publicity-fearful managers. 

The greatest concentration of political and economic power are found in the 
underregulated, undercriticized, underinvestigated, tax-exempt and specially 


privileged labor organizations and in their aggressive publicity seeking and 
far too often lawless managers. 

The facts are that union power has reached the point in the auto- 
mobile industry where General Motors is very much of an underdog 
in the collective bargaining relationship, even General Motors. 

3. Automotive collective bargaining has no limits and now includes 
joint management (or codetermination) and joint exercise of owner- 
ship rights as potential collective bargaining issues. It is not limited 
to recognition, wages, hour or working conditions generally con- 
sidered to be the historic objectives of collective bargaining. 

Again I think few people realize the extent to which the UAW 
programs have involved participation by the union in all aspects of 
the industry’s activity. 

Since the war they have continued to call for industrywide con- 
ferences of various types, that would require a consideration of mat- 
ters that the companies themselves could not sit down and discuss 
jointly with impunity under the law, and naturally when those con- 
ferences are called for by the union the companies cannot sit down 
and discuss them just because the union has asked for such a 
conference. 

It does serve the very effective publicity purpose of the union being 
willing to sit down and discuss matters that appear to be of public 
concern and interest and the companies being negatively opposed and 
refusing to sit down, their very refusal to sit down being interpreted 
as a negative attitude. 

Senator Wirry. You are giving us illustrations 
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Mr. Romney. I have got them here if you want to have them. 
Well, let me give you one. 

Let me give you the list of subjects to be dealt with by one of these 
conferences that was proposed, Senator. 

Here is the UAW letter of May 4 to all companies, May 4, 1956, 
and which says: 

We would like to suggest as the agenda of the conference which we are pro- 
posing the following items: 

1. Review of past and present production schedules and their impact upon 
the levels of employment. 

Now, they could sit down with any individual company and discuss 
that but to sit, to ask all the companies to come and sit down jointly is 
to ask the companies to sit down and discuss the matter of production, 

roduction scheduling which companies are prohibited from discussing 
jointly : 

No. 2. Review of current inventories of cars as they relate to the normal 
inventories required to meet the marketing need of the industry. 


Again, a matter perfectly proper to discuss it with the companies 
individually but not on a combined basis: 

Discussion of future production schedules and their impact upon employment 
opportunities. 

Again, a matter that the companies cannot sit and discuss jointly, 
but could separately : 

4. Discussion of the timing of the introduction of new models as it relates to 
the problem of maintaining stability of production and employment in the 
industry. 

Again, a competitive matter that cannot be dealt with on an industry 
basis without violating the law as far as the industry is concerned: 

5. Future policies and plans of the prime automotive producers as they affect 


production schedules and employment opportunities in the independent parent 
industry. 


6. Full discussion of the introduction of automation into the production 
processes of the automotive industry and the full impact upon such further 
employment opportunities, both in plants being modernized and new plants. 

Full discussion and new plans for decentralization of new plants and facilities 
as they relate to providing employment opportunities in communities which 
have experienced serious economic dislocation and which have historically relied 
primarily upon the automotive industry for the major source of their 
employment. 

Now, those are matters, obviously, of great public concern, but they 
are also matters which, when the whole industry is asked to sit down 
and discuss them jointly with the UAW, the companies are not in a 
position to discuss because they are prohibited by law. 

I recognize that in most instances my competitors have just taken 
the flat position, “No, we won’t do it.” You see, in each instance, 
Senator, we have taken the position we are glad to discuss these things 
with you, but we cannot discuss them on an industry basis. We will 
be glad to sit down and discuss them as they relate to American Motors, 
which we can do under the law, and we have written such letters, but 
we haven’t yet received a reply to those letters, let alone a desire to sit 
down and discuss the problems involved, which I think is indicative of 
the purpose for which the proposal was made in the first place. 

Now I would like to—. 

Senator Krerauver. Senator Wiley. 
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Senator Wizey. In order to get it clear, this was addressed jointly 
to all the motor manufacturers ! 

Mr. Romney. Well, each company received such a letter and the 
letter proposed an industrywide conference to discuss these matters, 
you see. 

. Senator Wier. You accepted it on behalf of your company with 
the understanding it would not be a joint conference, is that right? 

Mr. Romney. Yes, sir. I will read you our reply. 

Senator Wizey. That is all right. Then you received no reply to 
that ? 

Mr. Romney. No. 

Senator Witey. You have had no conference in relation to that? 

Mr. Romney. To that or any of these other proposals for industry- 
wide meetings where we have said “we will be glad to sit and ta 
with you as an individual company.” 

Senator Wizey. I see. 

Mr. Romney. And that goes all the way back to 1954. 

Senator Kerauver. Mr. Romney, may I ask you 

Mr. Romney. We proposed meeting with Reuther. Mr. Reuther 
has asked for these meetings, and we said, “We will meet with you, 
we are willing to meet with you,” but we have had no acknowledge- 
ment of the letters and no proposal for any specific meetings. 

Senator Keravver. Mr. Romney, I understood you to say that the 
other companies had agreed, either singly or collectively, to meet. You 
assume that is the reason no meeting was raised with you? 

Mr. Romney. Well, of course if the problem is important, it would 
seem to me that it is as important to deal with it with one company 
as with others, and that there would be benefit in discussing the prob- 
lem with companies individually as well as collectively, and par- 
ticularly where the subjects are matters that you could not deal with 
on a joint basis anyway. 

Senator Keravuver. You are president of the Automobile Manufac- 
turers Association, are you not ? 

Mr. Romney. That is correct. 

Senator Keravuver. Are not these matters a subject of at least gen- 
eral broad discussion in your association, that is, your attitude on auto- 
mation, decentralization. 

Mr. Romney. No, sir. 

Senator Keravuver. Standardization of parts. 

Mr. Romney. No, sir. 

Senator Keravuver. Things of that sort. 

Mr. Romney. No, sir. We consider those matters, those matters 
and particularly production schedules, and things of the type referred 
to in this agenda, as being improper subjects for the companies to dis- 
cuss jointly in any way, and we do not discuss them. 

Senator Kreravuver. In your testimony the other day, Mr. Romney— 
I do not want to prolong this; we have got a long way to go here this 
morning. I do not want to burden you with it toomuch. But at page 
2052, you say “voluntary cooperation in noncompetitive areas has 
played a vital role in meeting community and public needs.” 

Mr. Romney. That is correct. 

Senator Keravver. Unfortunately, we are all so familiar with com- 
petition that we do not know too much about what cooperation has 
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done, and there would be no automobile industry as we know it today 
if there had not been a high degree of cooperation outside of those 
areas prohibited by law and by the economics of competition. What 
are some of those forms of cooperation to which you refer? 

Mr. Romney. Senator, I can list the major ones. In the early days 
of the industry, the first problem was to build automobiles which 
would run, which were dependable. It was a new product and the 
criticism of the automobile then was that it wasn’t dependable and the 
phrase, “Get out and get a horse,” was a form of ridicule at that time 
that had real point to it. 

At that point the automobile manufacturers agreed to freely ex- 
change between themselves technical information, that is, engineering 
information, that would improve the dependability of the product, 
and it was in that period that the Society of Automotive Engineers 
was organized, and through that organization there has been a high 
degree of interchange between the companies, and it has continued. 
That has been a very positive factor in the improvement of the 
automobile. 

Now, the question of the use of patents became quite a problem 
incident to the old suit that Mr. Ford brought against the Selden 
patent, and out of that grew a patent cross-licensing agreement. 

Senator Keravuver. It is referred to as a patent pool. 

Mr. Romney. A patent pool. 

Senator Keravuver. This is the point I wanted to make, Mr. Rom- 
ney: I can see situations where discussion between officers of the 
union representing the employees and heads of the companies, either 
singly or jointly, would be useful to both, and would not infringe the 
Sherman Antitrust Act. 

Mr. Romney. I agree with that, sir. 

Senator Kerauver. I think if you reached the point where you were 
agreeing upon production and agreeing upon schedules, and things 
of that sort, then you might be in the act of violating the Sherman 
Antitrust Act. But a mere meeting to talk about the general problem 
of automation or standardization or decentralization of industry, 
patent pools, things of that sort, I cannot see how that is or would be 
a violation of the antitrust laws as long as you did not get to the 
point of actually endeavoring to arrive at decisions on production 
and prices, and things of that sort. I think a general discussion 
might be beneficial to both. 

Mr. Romney. The agenda that I read involved the discussion of 
the production schedules of the individual companies, you see, and 
those are the particular matters in that agenda which get beyond 
the area of appropriate discussion as between the companies and the 
union on an industrywide basis. 

And it also involves the discussion of future production schedules 
of the companies. 

Now, Senator, I agree wholeheartedly, as you will find in my state- 
ment, with the idea that there are areas of cooperation between the 
industry and the union which should develop which are being blocked 
by some of these conflicts that exist, and I think that is an unfortunate 
thing. I think there are areas, such as traffic safety and highway 
development, technical aid to foreign countries, problems of that char- 
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acter, which are going to determine the size and scope of the industry, 
where cooperation would be a very desirable thing. 

Senator Kerauver. Even matters involving moving plants. 

Mr. Romney. That is an individual company matter rather than an 
industry matter, you see, Senator; and that gets you right into the 
competitive area, as we have always understood it, under the law. 

Senator Kerauver. The point I am making, in the list of things sub- 
mitted here, I can see many things you might discuss to the mutual 
advantage of both without violating the antitrust laws. But you go 
ahead. 

Mr. Romney. Senator, I think the background of this is important. 
The background is one of the union having proposed for many years 
the industry council type setup where the companies jointly and the 
union jointly deal with all of these basic factors affecting production 
and employment and sales. 

That type proposal was made before World War II. It has been 
made since World War II, and actually it has been embodied in many 
of the proposals which Mr. Reuther has put forward during the years, 

At the start of World War II, such a proposal practically revolu- 
tionized the structure of the automotive industry at the start of the 
war, and I would like to read to you what 1 or 2 objective writers said 
about that situation, because it is against that background that you 
have to interpret these various union proposals. 

Senator Keravuver. Read what you think is pertinent, and then—— 


Mr. Romney. I will read two paragraphs. 
Senator Keravuver. Any other part we will put in the record where 
you point it out. I do not want to detain you too long, Mr. Romney. 


Mr. Romney. Here is Raymond Clapper, from the Washington 
Daily News, January 10, 1942: 


Reuther proposed that his previously discarded plan be tried now. Some 
Government officials were inclined to be sympathetic. Industry executives 
objected to sharing responsibility for direction. For 2 days the battle went on. 
All agreed that some general planning and central direction was necessary. 
Labor wanted a 3-way board to do it, with full authority to pool plans, materials, 
and labor of automobile companies without regard to corporation lines. 
Industry fought this as a surrender of part of its control over its prop- 
erties, and proposed that the board be strictly advisory. Finally, a compromise 
was achieved. A joint committee will assist APM in developing the best methods. 


Now Blair Moody said in the Detroit News of January 3, 1942: 


Never since organized labor started its march toward power has such an 
opening appeared to drive in a wedge which would open the entire basis of 
American industrial management to labor participation as that afforded by the 
apparent shelving of the Reuther plan and the subsequent return to its general 
principle, union officials feel. Monday’s meeting conceivably, therefore, could 
lay the pattern for one of the broadest shifts in social and economic control in 
history. A voice in management is not merely a wartime aim of the unions. 
It is a peacetime aim as well, which would be given up after the war, if at all, 
only after a struggle. 


The facts are that the union took the position at that time that 
unless a tripartite committee that they succeeded in getting set up 
was to have the power “to determine” and “put into effect” for the 
whole automotive industry, that they would have no part of it; if it 
was to be an advisory committee only, they would not participate. 

And that thing has been back of many of the subsequent proposals 
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made by the union. The booklet from which I was reading was Pat- 
terns for Power and I would like to submit it for the record, because 
it covers the history of what happened at that time. 

Senator Krrauver. How long is it, Mr. Romney ? 

Mr. Romney. It is about a 30-page booklet. 

Senator Kerauver. I will ask the staff to go over it and decide 
whether to include the relevant parts. That w ill be American Motors 
exhibit 9. 

(The document referred to may be found in the files of the sub- 
committee. ) 

Mr. Romney. Fourth, collective bargaining is now based on “per- 
suasion of power” organized for pattern chain-reaction results. 

What is actually happening is that the pattern is set either in the 
steel industry or the auto industry, as a rule, and it is set by securin 
those concessions which are granted by United States Steel and G 
or Ford, and then through the organized power of the AFL-CIO 
unions they use that pattern as a basis for demands pretty well through 
American industry, and that approach helps to explain the squelchin 
of Mr. Gray of the Building Tredes Union at the recent AFL-CI 
convention when he proposed a moratorium on building trades wage 
increases this year, because he recognized that the building trades are 
pricing themselves out of the market. 

That was just heresy, and had to be dealt with as such, and he was 
promptly squelched, because the strategy is to establish a pattern in 
one of the more successful industries and with the most successful 
company in that industry, and then use that pattern as the basis of 
fundamental demands against companies throughout the economy. 

The existence of industrywide union monopolies in our basic in- 
dustries makes pattern chain reaction bargaining possible. 

Basic strategy of each international union is to establish a pattern 
in the most profitable company with whom they bargain and then to 
extend that pattern to other companies with whom they contract. 

Because of their leadership position, UAW bargaining results in 
the automotive industry are used as a pattern by other international 
unions. 

Thus, the 1958 automotive collective bargaining results will be- 
come a major factor in the higher costs and prices of practically 
everything that goes into an automobile and of most industrial goods 
and services that figure in the cost of living. 

This rise in the general industrial price level and cost of living is 
producing some alarming results. The decline in car exports and the 
rise in car imports is evidence of what is happening in the auto- 
mobile industry. 

Auto workers need to know that a continuation of the pattern- 
chain-reaction bargaining will price American car manufacturers 
further out of the domestic and foreign car markets. 

Recent studies of car manufacturing costs at home and abroad show 
that automobile production costs are now lower in several foreign 
countries. This becomes more apparent if you deduct from the price 
of foreign cars selling in this country the ocean freight and tariff 
that must be paid. These barriers total almost $200 on a low price 
imported car. America once sold its farm products around the world. 
Importantly through farm subsidies and higher agricultural prices, 
we lost our world markets. 
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Senator, I would like to show you a chart here that discloses the 
relationships between the basic factors that we are talking about. 

Using 1948 as a base, the brown line here shows the increases in 
taxes paid by corporations, the brown line, increase in taxes paid by 
the corporations based on Department of Commerce figures. 

Now the yellow line here shows wages and fringe benefits pal by 
all manufacturing industry coming from the Bureau of Labor sta- 
tistics, and the gray line here is the wholesale price increase line for 
the period through 1956, as supplied by the Bureau of Labor 
Statistics. 

Now the red line here is corporate profits after taxes, this from the 
Department of Commerce. And it shows that on a pure dollar basis 
without any regard to inflation and the lower buying value of the 
profit dollar, and without any relation to the fact that depreciation 
reserves set aside are not adequate to replace the equipment that has 
got to be replaced and that you have got to actually dip into earnin 
here in order to replace equipment, that the dollar value is only slightly 
higher now in 1956 than it was in 1958, and it was lower during most 
of that period from 1948. 

Now the green line here shows the prices that farmers received, 
here. And the blue line shows farmers’ net income. 

Now that is the result of deducting from the prices farmers receive, 
the increase in the cost of the things the farmer has to buy and, Sena- 
tor Wiley, what I am basically saying about the agricultural situation 
is this: That whereas protected industrial markets, tariff protected 
industrial markets helped to create the imbalance in the twenties and 
earlier, and still play a part in the disparity between agricultural 
prices and industrial prices, today you have added on top of that this 
tremendous power of the unions to secure wage increases that are in 
excess, in the last several years here, the last 3 or 4 years, of pro- 
ductivity increases with the result that industrial prices, of necessity 
are going up, because along with agriculture, which is being squeezed 
heavily, and of course those on fixed incomes are being squeezed 
heavily, industrial profits have been squeezed heavily. 

Sure you can find 1 or 2 examples like General Motors and 1 or 2 
other champions of American industry that are still making more 
than an average profit but you take American industry as a whole, 
and profits have been squeezed to the point where the ability of those 
industries to produce goods that are cheaper for the consumer in 
the future is being jeopardized by the fact that a disproportionate 
amount of the results of enterprise are going into wages and going into 
taxes, and this economic imbalance is developing —— 

Senator Keravver. We will make this American Motors exhibit 10. 

(The chart referred to follows :) 
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Senator Keravuver. So we will understand it, Mr. Romney, let me 
ask 1 or 2 questions. This represents all corporations large, medium, 
and small? 

Mr. Romney. That is correct. 

Senator Kreravver. Is it not pretty well known that the small cor- 

orations have been having a very terrible time of it? Profits have 
Po going down, a great many of them have been losing money. 

Mr. Romney. Senator, I do not think you will ever find a period 
when you won't have companies, many companies, losing money—some 
companies losing money and the other companies making money, and 
I do not object to that. 

I think we have to have an economy where the inefficient are losing 
and are in the process of being eliminated, but the basic point I am 
making is that where you develop—— 

Senator Kerauver. I was just trying to get the meaning of the 
chart, Mr. Romney. 

Mr. Romney. Well, it is—the profit figure is the result of the activi- 
ties of all businesses, that is right. 

All corporations. 

Senator Kerauver. The farmers’ income, and also wages and fringe 
benefits, all manufacturing—do those items reflect the lessened value 
of the dollar since 1948 ? 

Mr. Romney. No. 

Senator Kerauver. Are they just on the same basis now ? 

Mr. Romney. They are on a uniform index basis. 

Everything is uniform in here, Senator. 

Senator Keravuver. Well, if 

Mr. Romney. In other words, the farmer’s prices here are on an 
index basis. The income reflects the ability—the farmer’s net in- 
come—it represents net income after he pays his operating expenses, 
Senator, that is the net income. 

In other words, the higher cost of the things he has to buy, such as 
agricultural equipment and operating equipment that he has to buy, 
labor, et cetera, leaves him with a net income. 

The net income being comparable with the corporate profit for the 
corporation, and the result of the higher cost of what he has to buy 
results in a reduction of the net income which is what he has to live on. 

This figure for the farmer is comparable to this figure for corpo- 
rations. 

Mr. Cuumpris. Mr. Chairman, it might be interesting to note that 
the exhibit I presented this morning for the record included a report 
from the Department of Commerce. It pointed out that the majority 
of small businesses that fail—and it gave the percentages that fail in 
the first year, was due to inefficiency of management, which is what 
Mr. Romney closed with before he went back to that chart. 

Mr. Romney. Senator, I am not here asking for any special relief 
for small business. I have asked for no special relief for American 
Motors. Wedo not need any. 

What I am saying is that the concentration of power, private eco- 
nomic power, in the field of big—of supercolossal industry, it is not 
big industry, it is supercolossal industry, and supercolossal unions 
are too great and if we are going to retain a competitive economy and 
a free economy and a free society we had better deal with that super- 
concentration of power. 
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Now, the union’s statement over the weekend implying that I was 
here asking for special relief for American Motors or carrying that 
implication, was not accurate, because I have not asked this com- 
mittee to do anything to help American Motors and I am not going to. 

I am asking for more competition in the automobile business be- 
cause I say it is inadequate. 

America’s car exports have declined steadily. Imports areup. Two 
Big Three companies build cars abroad and are already importing 
them. A third is studying the location of small-car manufacture and 
to date there has been no indication of any intention to build them 
here. 

These are danger signals of a foreboding character. If the trend 
of automotive collective bargaining continues, it is only a question of 
time until we will lose the ability to build cheaper and better cars. 

Senator Wiley, what I am saying is this: If we want to help agri- 
culture we had better get agriculture back on the basis where it can 
sell its agricultural products in world markets without being in a 
position where we are dumping them, and we had better also reinsert 
adequate competition into the sectors of our economy where if we 
continue to let them go the way we are going we are going to lose 
export markets we have had. 

Now we are already losing the automotive export market, and we 
will have people outside of this country beating us in building basic 

roducts that we have excelled in in the past just as the Russians 

ave beat us in the scientific field in some aspects of it. 

We could be forced to choose between tariffs and widespread un- 
employment in our automobile plants. There is evidence today that 
we could experience a decline in America’s position as the leading 

roducer of automobiles. This is more apparent today than was the 
Saaer in 1955 of our being surpassed in missiles and satellites. 

Union leaders today are reducing automotive employment by forc- 
ing wage increases which exceed gains in productivity and shrink 
national purchasing power. Improvement in national purchasing 
power requires the production of more goods for less cost and the 
sharing of benefits with customers generally through lower prices. 

Higher wages that produce higher prices reduce purchasing power 
unless all other economic groups advance proportionately. The 
UAW proposals recognize the inevitability of price increases when 
their 1958 pattern is applied throughout our industrial structure. 

The fact that the pattern that would go through the industrial 
structure is reflected in their own proposal, and in discussing the 
supplementary demand this statement is made in the UAW admin- 
istrative letter of January 1, 1958: 


Price reductions in industries where technology advances rapidly should 
counterbalance price increases that may be needed to give workers in more 
slowly advancing industries their fair shares in the fruits of the increased 
efficiency of the economy as a whole. Only through such offsetting price reduc- 


tions and price increases 
the public representation of the UAW plan as a price-reduction plan 
is not accurate. It is a price-increase program and a price-reduction 
program, and so states in its own proposal: 





Only through such offsetting price reductions and price increases is it possible 
Simultaneously to maintain the stability of the general price level and to pro- 
vide equitable shares for all in the gains from productivity. 
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This compensatory price reduction and price increase theory on a 
national basis is one of the novel but absolutely impractical aspects 
of the UAW plan. 

Theoretically, it appears to have balance but to approach this 
result it would take greater wisdom than Solomon and the arbitrar 
planning power of Khrushchev over all industry, business, agricul- 
ture, and others. However, the basic economic fallacy behind the 
union proposal is that by raising the wages of workers whose prod- 
ucts are already partially priced out of the market, national purchas- 
ing power is to be increased. 

Since 1955 auto workers’ wages have been going up faster than the 
incomes of most Americans and the cars they build are now priced 
beyond many buyers. 

oreign cars that cost less are being bought in ground numbers. If 
successful, the UAW program for 1958 would mean higher costs, 
higher prices, fewer jobs, and more unemployment in American auto- 
mobile plants. 

And as the quotation from their own proposal indicates, they realize 
that whatever they set here with GM or Ford is going to have an im- 
pact through this economy, and they are talking about price increases 
as well as price decreases and a further distortion in this economy as 
between industrial prices and agricultural prices and people on fixed 
incomes, and so forth. 

Senator Keravuver. Mr. Romney, I think to keep the record clear 
and in balance, I should explain what Mr. Reuther said he meant by 
this statement. He said that in certain industries where there was a 
rapid advance in technology—and I think he gave as an example the 
automobile industry—there could be price reductions. In others—and 
I believe he made an example possibly of the textile industry—there 
were going to have to be price increases, or in some others anyway, and 
that is what he meant by one offsetting the other. 

Mr. Romney. Senator, I appreciate that, but my point is that if you 
are going to implement that Roane, then you have got to balance the 
price increases and the price reductions through the whole economy, 
and you have not only got to do it through the manufacturing portion 
of our economy but you have got to do it as between the manufacturin 
protion in the service trades and agriculture and the other aspects o 
the economy. 

That is where I say that it is a beautiful theory but to give it prac- 
tical effect would require a degree of economic planning and control 
that is almost inconceivable. 

Further, Senator, I think even Mr. Reuther, himself, states at points 
in his testimony that he is not asking for wage increases in excess of 
the improvement in national productivity as a general thing, except in 
these 1 or 2 favorable instances. 

Now how you can use the profit of maybe 1 or 2 companies in the 
automobile industry and maybe 1 or 2 other industries, because you 
have only got a few, to offset the price increases necessary throughout 
industry generally by applying their pattern through the economy is 
something that I think should be carefully thought through. 





ADMINISTERED PRICES 2937 


What does the 1958 union package propose? It’s a two part pack- 
age. One is “A minimum basic economic demand which will be com- 
mon for all employers.” 


The minimum basic economic demands will consist of : 
1. A general nonflationary wage increase which accurately reflects the improve- 


ment in productivity in the economy under full employment conditions. 

I am very much for full employment. I am striving diligently to 
maintain full employment in American Motors, but to establish wage 
increases on the basa of full employment in a period when produc- 
tivity has not been keeping up to the national average increases in 

roductivity could mean ea of things, and, frankly, I do not know 
just what it does mean. 

I do not know how you reconcile wage increases based on full- 
employment conditions with a situation where our productivity rate 
has been declining and how you can turn around and call wage in- 
creases noninflationary that are going to be on the basis of full- 
employment conditions. 

nd if you do that, why you have absorbed right there all of the 
wage increase you can give and not run into inflation, but that is only 
the start. ‘That is only the start in the basic minimum demand. 

Now let’s take a look at 2: 


2. Correction of wage inequities in production, skilled trades, and other wage 
classifications. 


That can frequently be a very sizable part of the settlement package: 


3. An increase of supplementary unemployment benefits to adequate levels and 
the extension of the period of benefits for laid-off workers to 52 weeks. 

It is now about 26 weeks so that is practically doubling that demand 
and if you couple that demand with: 

4. Supplementary benefits for workers whose purchasing power is reduced be- 
cause of short workweeks. (Present SUB plans are overfunded and moneys 
already available will, in large measure, provide these greater benefits.) 

Now, if you couple 3 and 4, you have actually got the guaranteed 
annual-wage proposal of the UAW included in the 1958 demands, and 
that is on top of wage increases that are to be justified on the basis 
of productivity improvement in a full-employment economy. 

5. An increasing measure of security and dignity for retired workers through 
improved pension benefits. 

Presumably that is an effort to keep retired automotive workers 
from being affected by these inflationary wage and price boosts that 
are creating economic dislocation for agriculture and other important 
segments of national economy. 

Senator Carrot. Mr. Chairman, may I interrupt here just a 
moment ? ; 

Senator Keravuver. Senator Carroll. 

Senator Carrotu. I am not speaking of American Motors now but 
the big three. I think I have said for the record before that I was 
not here when Mr. Reuther testified, and I have been examining some 
of his statements in relation to your own while not expressing an 
opinion myself. 
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He makes the point that the real wages on the national scale that 
you have shown there have not increased beyond productivity. Do you 
agree with that? 

Mr. Romney. No, sir; I do not. 

Senator Carroitu. What is the rate ? 

Mr. Romney. Senator, I think up to a point that was true in the 
postwar period. 

I would have great difficulty in telling you exactly at what point in 
the postwar eriod the increases began to exceed productivity, but it is 
clear on the basis of any figures I have seen that the 1955 settlements 
greatly exceeded productivity increase. 

Senator Carro.tu. Over a period of 10 years, for example, I have 
been led to believe—this is from Mr. Reuther, who says: 


It is now recognized almost universally that real wages can and should advance 
at least as rapidly as national productivity. 


That is supposed to be axiomatic, he says. 

Mr. Romney. I would not disagree 

Senator Carrot. The question is, has it advanced more rapidly 
than national productivity? I believe there is some testimony in the 
record that the percentage of national productivity increase is said to 
be approximately 21% percent. 

Senator Keravuver. That is the figure that Mr. Wilson, when he was 
head of General Motors, agreed upon was the national increase. There 
are other figures, too. The President used 3.9 percent in his economic 
report. 

Mr. Romney. Senator, the 3.9 included improvement in agricultural 
productivity as well as industry, and actually in the postwar period 
we have had a much higher rate of productivity increase in agriculture 
than we have in industry. As far as manufacturing is c oncerned, the 
rate in the postwar period has been in essentially the two to two-and- 
a-half percent area. 

The labor figures took advantage of the increased productivity on 
the part of agriculture as well as on the part of aambeurine: 

Senator Carrotu. Let’s confine it in this question to the wage earner 
in the automotive industry. Have their wages increased bey ond the 
productivity increase ? 

Mr. Romney. Yes. 

Senator Carrotu. More than that in relation 

Mr. Romney. Senator, in 1955 the 1955 settlement represented an 
increase of 9.8 percent. 

That was the percentage increase of wages and the other benefits, 
you see, and I have got the exact figures here, but for 1956 and 1957 
the increase was between 5 and 6 percent. 

Now those increases are much greater than the increase in the auto- 
motive industry alone, and in the President’s report that Senator 
Kefauver referred to, for nonagricultural employees the productivity 
increase rates for 1955, 1956, and 1957 preliminary are 3.59 for 1955, 
0.24, one-quarter of 1 percent for 1956, and 1.18 for 1957. 

So the wage increases in the automobile industry and the steel indus- 
try and our other industries have been greater than the productivity 
increases here in the last few years. 

Senator Carrotn. Would you say that the wage increases granted 
in the automotive industry had any bearing on, or did they depress the 
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profits in that area? Were they so excessive that they decreased the 
profits ¢ 

Mr. Romney. Yes. 

Senator Carrotu. Of the Big Three? 

Mr. Romney. Yes. 

I think they have presented figures here, Senator, indicating the 
extent to which they have absorbed cost in their pricing in recent years, 
Now in our case we have absorbed cost, too. 

Senator Carrotu. Perhaps I can put my question differently. Did 
the wage increases granted the workers in the automotive industry, the 
Big Three, interfere with reasonable profits? The union charge is 
that the profits are excessive. 

Mr. Romney. Senator, I think it depends on your concept of profit 
and what constitutes a reasonable profit. 

Senator Carrot. I am giving you not what I say, but what the 
union says. 

Mr. Romney. And I would like to answer the point you raise. 

Number one, let me say this: That there is only one company in the 
automobile industry that has been making enough money to be confi- 
dent of its financial ability to do the things that it will need to do to 
survive. 

Now, Ford and Chrysler, both, on the basis of the analysis of the 
market and on the basis of the analysis of people who study companies 
are in the position where they need to strengthen their financial posi- 
tion in order to be sufficiently strong to survive effectively in the auto- 
motive industry down the road. 

Senator CarrotL. Dr. Yntema makes the point, if I may interrupt, 
that taking the average of the Dow-Jones industrials, the price ratio 
to book value is not adequate. 

Mr. Romney. That is right. 

Senator Carroty. In other words, he says, “It is not what I say, it 
isnot what Mr. Reuther says.” 

Mr. Romney. That is right. 

Senator Carroiu. But he says, “It is what the market says.” 

Mr. Romney. That is right. 

Senator Carrouy. As I recall his testimony, Ford ought to get 36 per- 
cent more and Chrysler ought to get more, which would put them 
almost in the 24 percent range where General Motors is. 

Mr. Romney. Senator, look: Our economic system has been premised 
on some very fundamental ideas. One has been the idea of competi- 
tion, and the other has been that economic reward should be related to 
contribution and risk. 

Now the risk in the automobile industry is great. 

The expenditures involved in product improvement and so on are 
tremendous, Senator, and the risk 1s great. 

Now, there is only one company in the automobile business that 
has a profit record that people who invest consider sound enough 
under current circumstances to pay significantly more for their stock 
than the book value of the stock. 

Now, Senator, No. 2: Under this economic concept, we have stimu- 
lated economic growth by rewarding the people who excel in a greater 
amount and with greater reward than those who just did an average 
job and if you want to get right to the heart of what this proposal 
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involves, from an economic standpoint, it is a proposal to level the 
company that has excelled in the automotive industry and in prac- 
tically all of American industry down to a profit level that anyone 
would say was an average profit level. 

Senator CarrotL. You are speaking of their plan now? 

Mr. Romney. Yes, sir; I am speaking of the whole plan. 

Senator Carrot... I am thinkin in terms of this concept of the 
“push”—I should not use the word “push” but the increase in workers’ 
wages, their real wages with relation to profit. If my memory serves 
me correctly, and I am willing to be corrected by any member of the 
staff, all during this period of time Ford Motor Co., for example, 
had done no new financing except $250 million which came from the 
stock put on the market by the Ford Foundation. The Chrysler 
Corp. did practically no new financing in this period of time. I think 
General Motors did—I would be willing to have a staff member cor- 
rect me—little financing. This is what the Reuther testimony shows, 
and he says this is what the committee ought to examine. 

I come back again to the question of whether or not the real wages 
in this, you call it a labor monopoly, whether the real wages have ex- 
ceeded the normal standard of national productivity. 

Mr. Romney. Well 

Senator Carroty. I mean overall; I understand it is generally 
accepted as 214 percent. 

Mr. Romney. Senator, let me add one comment on this question of 
the financial position of Ford and Chrysler. 

If vou will take a look at the relationship between frozen assets 
and liquid assets, and if you will take a look at them over the last 
several years, you will see that Ford and Chrysler and GM, itself, 
have increased their frozen-asset position to a very high degree in 
relationship to liquid assets, and thus they are confronted with a 
financial situation that is quite different than they had 4, 5, 6 years 
ago, and the fact that they have not gone out in the market and 
borrowed more money or raised more funds than they have does not 
mean that their financial situation is not one that has not been 
tightened in the last several years because it has. 

Now on this question of real wages versus productivity. I have 
got a memorandum here that deals specifically with this material 
submitted by the union to prove its position that wages had not kept 
up with productivity, and it is a 4-page memorandum. 

Senator Keravuver. Let’s make your memorandum American Motors 
exhibit 11, Mr. Romney. You tell us about it, but it will be printed 
in full. 

Mr. Romney. All right. 

(The document referred to may be found in the appendix on 
page 3803.) 

Senator Keravver. Please proceed. 

Mr. Romney. Well, the gist of it, Senator, is this, that the UAW 
figures started out on the wrong base, and if you take the several tables 
that they submitted there are three basic criticisms of the UAW 
statistics. 

The first is that the use of 1947 or 1948 as a base year from which 
to measure changes in prices, profits, et cetera, this assumes that 1947 
was a normal year with all sectors of the economy in balance and it 
was not. 
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Quite the contrary was true, as the UAW itself admitted when 
discussing the steel shortages of that year. 

In other words, they used an abnormal base to arrive at the com- 
parisons that are presented here to the committee. 

Now, No. 2, the failure to use the best available public data and 
failure to include all relevant cost factors, they did not include all 
of the relevant cost factors. They did not include the fringe-benefit 
costs and in our case, Senator, the fringe-benefit costs on labor is now 
62 cents an hour and that is $24 a week, and I do not know just what 
it is for other companies and when you leave items of that type out, 
why obviously you can build a picture of a relationship between wages 
id, productivity that is quite different than when you include those 
factors. 

That was the second defect. 

The third was the UAW starting assumption that profits in the 
Big Three have always been too high. Many times the UAW sta- 
tistics boil down to the conclusion that certain costs should have been 
absorbed at the expense of profits. 

Senator Krerauver. While we are on this subject, the question of 
the productivity increase is a very important one, and a troublesome 
one. 

Mr. Reuther gave us testimony which was to the effect that the wage 
increase he was asking for was just about the same as the productivity 
increase, with some other little points. 

In the letter his brother, Victor, wrote to the Washington Post, 
which has been made a part of the record, he says again that the 
basic minimum part of “our demands fits within the limits of what 
can be paid for out of rising productivity.” 

You find several different figures for productivity increase. Mr. 
Wilson, of General Motors, took 214 percent as the figure a number 
of years ago. Automobile companies apparently do not file with the 
Bureau of Labor Statistics their increases, so it is a situation where 
we have no official information from the automobile companies 
themselves. 

I do think this is a very important factor. I am going to ask the 
staff to get together a study of the BLS information and company 
information, unions information, and the best thinking on this infor- 
mation that is available, because it is a very important consideration 
here and one that we have not been able to resolve. 

There is one point, though, I think is important, and that is some- 
thing which came out in the Ford hearing, that the price increase over 
a period of years had been 32.8 percent, but the unit labor cost had been 
29 percent in 1958. So that there has been a per unit price increase, 
apparently, greater than the unit labor cost increase. 

r. Cuumsris. He also said, Mr. Chairman, that 1947, 1948, 1949, 
and 1950 were unusual years, and then after 1950 up to 1957, he said 
it was—— 

Senator Keravuver. He said up to the last 3 years there had been a 
more rapid productivity increase than during the last 3 years, as I 
remember. Is that the point? 

Mr. Cuumpnris. The point I was making is that he said 1947, 1948, 
and 1949 were rather unusual years because of the end of World War 
II and before they got into full operation. Because he made that 
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comparison between 1929 and 1939 the same way, he said that there 
was a level of productivity increase. 

Senator Kerauver. I know, Mr. Romney, you and your people will 
cooperate in trying to get the best figures possible on this. 

Mr. Romney. We would be happy to. 

Senator Krrauver. Do you have, incidentally, a firm figure you 
use in American Motors on what your productivity increase has been 
over any number of years? 

Mr. Romney. No, we haven’t one here. 

Senator Kerauver. Does the Labor Department ask you for it? 
Why do you not furnish it for the Bureau of Labor Statistics ? 

Mr. Romney. I think one of the—Senator, we haven’t been actually 
asked by the Bureau of Labor Statistics, you see. 

One of the problems in measuring productivity in an automobile is, 
the car changes from year to year so that you cannot measure the 
product on the same basis that you can steel, for example, where the 
commodity is the same from one year to another. 

We have not been asked to supply it. 

I share the viewpoint that you have just expressed, and Mr. Reuther 
expressed at points in his statement, although I think his expression 
of it was vastly modified by other things he said and by the nature 
of the proposals, namely, that wage increases that are related to 
increases in national productivity, and in my judgment it ought 
to be the manufacturing area, would not be inflationary. 

Now I do not think » you can pass the full increase in productivity 
along to labor, though, full productivity in industry along to labor, 
without reflecting some of it in prices, without failing to give to the 
economy generally some of the benefit of the improved efficiency and 
improved ‘produc tivity. 

The thing that has built the automobile industry is that through 
the years the improvement in productivity has been shared three 
ways. It has been shared with workers, it has been shared with cus- 
tomers, and it has been shared with stockholders. 

Now in comparison with what we have been through, if this com- 
mittee could lend its influence to hold wage increases in 1958 to the 
level of national productivity increase, that would be a vast improve- 
ment over the situation we have been going through here in the last 
few years where the increases have been in excess of that. 

Senator Kreravuver. You do think it is a good idea to try to get all 
the thinking on this subject ? 

Mr. Romney. Yes, sir. 

Senator Kerauver. And the best statistics on this that we can? 

Mr. Romney. Yes, sir. 

Senator Keravver. On that point, Mr. Romney 

Mr. Romney. We would be glad to cooperate with BLS, Senator, 
incidentally in helping them to develop productivity figures as far 
as we are concerned. 

I cannot speak for anyone else, but we have no reluctance to ¢o- 
operate. 

Senator Kerauver. You do not feel that is a trade secret ? 

Mr. Romney. Not as far as we are concerned as long as they com- 
bine it with other figures. 

We would not want our figure to be disclosed individually, but we 
certainly would cooperate in every way with BLS. 
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Senator Keravuver. A figure has been put in the record that we 
have asked other witnesses about, that from 1947 to 1957 there were 
almost twice as many trucks, buses, and automobiles produced-—not 
quite twice as much, but a 50 percent increase—but the number of 
production workers increased only one-half of 1 percent. 

Mr. Romney. Senator, one of these memorandums that I had here 
deals with that point and with the inaccuracies of the conclusions 
reached from these figures. 

Senator Keravuver. Just in a word, what is your explanation of 
that ? 

Mr. Romney. No. 1, Senator, they use figures that are not com- 
parable. They are not on the same ‘basis, and the UAW in its own 
material indicates that the data is not comparable. The UAW says 
in an adjoining page: 

The data for production on the one hand and employment and payrolls on 
the other hand are probably not exactly comparable in their coverage— 
and they are not comparable in their coverage. 

The items that are not comparable are: 

1. Total employment and production worker employment include employment 
in production of repair parts and accessories, truck and bus bodies and trailers 
by manufacturers other than those producing complete passenger cars and 
motor trucks. 

They do not include a very large number of workers producing 
automotive parts in establishments classified by the Census Bureau in 
industries other than the various branches of the motor vehicle equip- 
ment industry. 

“ is estimated that this employment amounts to over 300,000 
workers: 


2. The same criticism applies to the figures for production worker annual pay- 
roll, that the coverage is very different from that represented in the wholesale 
value of passenger cars, motor trucks and replacement parts and accessories 
and hence the two series are not comparable. 

It is worth noting, moreover, the misleading picture which arises by using 
1947 as a base year for comparative purposes. The assumption is that all eco- 
nomic sectors were in balance and that any change from this year can be inter- 
preted as a deviation from normal. On the contrary, as pointed out elsewhere, 
it was a year of stop and go production. 

Later on in the statement UAW characterizes 1947 as a year in 
which the auto workers suffered repeated lay-offs and short workweeks 
because of the inability of their employers to obtain steel. 

There is another very important reason, Senator. 

During World War II the productivity in the automotive industry 
declined tremendously, and we came out of the war with low pro- 
ductivity, with relative inefficiency in our plants. 

Cost- plus contracts and other ‘things plus union pressures during 
the war played a big part in the decline in productivity during W orld 
War II and we came out of the war with stop and go produc tion and 
other inefficiencies that resulted in higher relative employment at that 
time than actual volume warranted. 

I would like to go back to the point that Senator Carroll was talk- 
ing about and just read three sentences : 


This correction alters substantially the increase in real wages from 1937 as 
measured by the UAW. 
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In fact, it reverses the picture for the postwar years. It is clear that motor. 
vehicle average straight-time earnings have increased more than national pro- 
ductivity between 1947 and 1956. 

Wages plus benefits as measured by the UAW increased between 44 and 47 
percent while national productivity increased by 38 percent. 

Now, Senator, again I want to remind you, though, that I have 
said that collective bargaining has been a big plus factor here during 
the period when it was bringing about a better distribution of value 
added as a result of our manufacturing activities, but more recently 
here as we have reached the point where these wage increases are now 
exceeding productivity, it becomes a negative factor. 

So I do not want to be misunderstood. I do not say that the wage 
increases all the way back were in excess of productivity. I have said 
only in 3 years. 

Senator Carrotyt. Would you agree with what purports to be the 
statement of Mr. Wilson in 1952, and this is a quotation : 

I contend that we should not say the wage-price spiral. We should say the 
price-wage spiral, for it is not primarily wages that push up prices. It is 
primarily prices that pull up wages. 

Mr. Romney. Senator, I think that was an accurate statement up 
to that point. 

Senator Carro.u. You think it has changed since then ? 

Mr. Romney. I think it has changed, and I think the statement 
I just made earlier gives evidence of the fact that I see a difference. 

There isn’t any question in my mind but that the relationship be- 
tween productivity and wage increases was that of wage increases 
being below the level of productivity increase up to a point, and the 
result was that the rise in price Level was a factor in the wage 
situation. 

That is why GM agreed to the cost-of-living increase which Mr. 
Wilson inaugurated and in the annual improvement factor. 

We have reached the point where we are now exceeding productiv- 
ity in our wage increases and, therefore, it is a wage push rather than 
a price push. 

Senator, I am also confident that when this program of granting a 
wage increase equal to what has been the historic increase in produc- 
tivity was given, plus a cost-of-living increase, that it was never 
anticipated that those would become just simply built-in increases, 
and that your bargaining each year would start fe that point. Do 
you follow me? 

Senator Carroty. Yes, I do. I want to say this to you. In the 
oil hearings and in the steel hearings, especially steel, almost the 
identical problem is presented there. The steel companies said in 
substance that the wage demands were responsible for the higher 

rice of steel. On the other hand, the steel-union economist said in 

is testimony that the wage demands could have been absorbed be- 
cause of the high and excessive profits, and that price increases more 
than covered—lI think it was 3 to 1—the wage increases granted. 
The same charge is made against the automotive industry, the Big 
Three, that the price increases set were far greater than the wage 
increase. Do you have any comment to make on that? 

Mr. Romney. Yes, Senator, I do. 

The principal comment is this: That the union figures usually take 
the wage increase as experienced only by the automobile company. 
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In other words, how much did the wage increase cost General Motors 
directly or cost American Motors directly, and then they take that 
wage increase and compare that with the price increase. 

Now Mr. Reuther used the very dramatic figure that wage increases 
had only been $1 as compared to a price increase of $5 in relationship 
to the dollar sales. 

Well, the fallacy in that is that he is not including the increase in the 
cost of all the materials and other things that an automobile company 
has to buy in building its product. He is dealing only with the wage 
increase realized by the workers in the automobile plants themselves. 

He is not including the wage increases in steel and copper and alu- 
minum and parts rane all the services and things we have to buy, and 
one of the basic points that I am making here is that this union bar- 

ining strategy has reached the point ani you pick the big success- 

] company to set the pattern and then you just shove it through the 
economy on a pattern chain reaction basis, so that, Senator, the in- 
crease In wage costs through manufacturing industry in 1955 was 
about 6 percent. 

The automobile increase was 9.8 percent. But the cost of aviey ene 
we bought was up as much or a little more than our own costs, an 
that is why the companies that have testified here have pointed out, 
several of them, and we can give you our figures, the companies have 
been absorbing costs in their prices. 

Senator Carroiy. That is what Mr. Curtice testified. 

Mr. Romney. Mr. Curtice gave you the figures, and in our case we 
have absorbed, Jack—about 7 percent in the last 4 years. We have 
absorbed cost increase of about 7 percent in the last 4 years. 

In other words, our price increases have been 7 percent less than 
our cost increases, and I say to you that—one of the problems that we 
face, and this is a serious problem, is for collective bargaining to be 
influenced by sounding boards like this, because that is what this is, 
isa sounding board for some people, and to come in here and present 
figures like this $1 to $5 figure which is an absolute phony, and have 
that go all through the country as an indication that the automobile 
companies are robbing their customers, and then to tie that into a 
phony price—profit sharing and price rebate program which is an- 
other hing everybody would like, is to use this committee and the 
Congress of the United States to spread information that is inaccu- 
rate and thus further this pattern of wage increases that are in excess 
of productivity that force price increases and reduce employment, 
and create economic imbalance, Senator. 

And injure the customer because the customer has got to pay for it. 
Itcomes out of his pocket. 

Senator Carro.tu. I would say you do not need to worry as you have 
had a pretty good press. Your presentation has been excellent. 

Mr. Romney. My press has been nothing, and I am serious about it. 
My press has been nothing compared to the press the UAW has had 
for these proposals which they have made. It has not amounted to 
one-thousandth of the press they have had for these proposals of »rofit 
sharing and price rebates and proposals that on their surface look 
wonderful, but that in reality are the old magician’s trick. 

Senator Carroty. I think we have said this to you before, at least 
this is my opinion: that the Reuther proposals about profit sharing 
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and his concept of a hundred dollar deduction, and this discussion 
about consumer rebates—all this is really not within the jurisdiction, 
of this committee. 
Mr. a But he is using this committee to publicize those 
ro s. 
‘ enator CarroLt. I know. There is a body of economic opinion that 
iscusses administered prices, and that maintains there is a terrific 
concentration of economic power both in the hands of industry ant 
as you said, in the hands of labor. In this great concentration 
economic power, who administers prices? Some economists say wages 
act like a magnet and draw prices up to it. Do you think there is 


a that ? 

r. Romney. Senator, I am not sure that I know exactly what 
an administered price is, but I know that the matter, the subject has 
been discussed here at great length, and I would like to make this 
comment on the matter: I think I have made it perfectly clear that 
the protection for the customer is competition, adequate competition, 
in our basic industries, and the prevention of monopoly power in any 
form, whether it is industry or labor, and that monopoly power in 
labor can in effect do the same things that monopoly power in indus- 
try can do. 

Now, Senator, I think anybody can have an administered price, 
if I had undertaken some of these administered price definitions, 

I can set an administered price on what I am willing to accept as 
pareent and I can price myself completely out of the market so no- 

'y will hire me because I have put a price on my own services that 
I will not change and so on, you see. 

Now, any company—— 

Senator Carrot. Your price is related to your break-even point, is 
it not? 

Mr. Romney. I am talking about myself as an individual. 

Senator Carroty. I see. Does General Motors have a break-even 
point ? 

Mr. Romney. Sure, everybody has a break-even point, Senator. 
But--— 

Senator Carroti. The break-even point is predicated upon price, 
is it not, and costs, of course? 

Mr. Romney. Sure. 

Senator Carroiu. The price for the commodity ? 

Mr. Romney. It is involved in all of the factors in the business. 

Senator Carrot. This is true, in a sense, with steel. 

Mr. Romney. It is involved in the business. 

Senator Carroty. Many years ago, the record will show, Mr. Chair- 
man, that Senator Taft was confused on the administered price 
concept, where United States Steel would fix a price and then we find 
20 or 25 steel companies moving up into position. This is not quite 
the same in the automobile industry, of course. 

Mr. Romney. Look, Senator, as you know, you get into this whole— 
you get—well, let me put it to you this way : I cannot ignore the prices 
of my competitors in setting the prices on my cars because I cannot 
sell my cars if my cars are not priced on the basis where they will sell 
in relationship to the price of the other fellow’s product. 

So one of the things I have to take into consideration in pricing 
my cars is the price of the competitor. 
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And of course the thing that happens in a competitive market is 
that prices tend to move up and down in relationship to each other so 
the fact that prices happen to bear some relationship to each other 
from different sources can be an evidence of competition or it can be 
an evidence of monopoly, and you have to know the facts in any case 
in order to know whether it is the result of monopoly or whether it is 
the result of competition. 

But my point was this: Anybody can take a price and put it on his 
product, and say, “That is all I am going to sell” and hold it over a 
period of time and either sells his product or does not sell his product, 


ou see. 

Now, the problem we are confronted with on prices in the automo- 
bile industry, and I think in many other industries is this: That we 
have got a degree of price inflexibility in our economic structure here 
that we ought to be concerned about, but what is the biggest single 
element of costs in affecting price. 

The biggest single element of costs affecting price is wage costs, 
and the cost of services, because that represents it if you take it back 
from 85 to 95 percent of total costs. 

Senator Wier. According to Dr. Means, wages are administered 
prices also. 

Mr. Romney. We have got inflexible wages, we have got inflexible 
taxes, and in addition to that, Senator, in the postwar period, as this 

ints out, this chart, profit margins in real terms, Senator, and that 
is what you have to deal with, real terms, not just dollar terms—and 
dollar terms, they are about the same now as they were 10 years ago, 
but in real terms they have been squeezed and the result is that com- 
panies have less with which to move pricewise than they had 10 years 
ago. And there is another factor here, Senator, of a serious character, 
and that is this: We have been living in a fool’s paradise here, eco- 
nomically, because we have been saying to manufacturers here, “You 
cannot charge in your depreciation rates,” and, Senator, depreciation 
rates are the cost of replacing wornout tools, see, the cost of replacing 
the seed corn and we have been saying, the Government has been say- 
ing to manufacturers generally, “You cannot charge as a part of your 
costs the full costs of replacing the seed corn. You have got to 
charge less than that. You have got to pay taxes on part of the 
money that you need to replace the seed corn.” 

The result is that companies have had to dip into shrinking profits 
here to replace the seed corn, so you have those three factors that put 
& floor here under prices at a time when—sure, it is wonderful to 
talk in terms of “we ought to have some price flexibility,” as Chairman 
Martin did last week before the Joint Becaentle Committee, but you 
have these frozen factors in there and you have this price squeeze 
and you have got a tax take on the seed corn that has to be made up 
out of profits. And I want to tell you that between these factors eco- 
nomic concentration is occurring at a rapid rate in this country, and 
labor power is building on the basis of gaining spectacular increase 
by focusing the spotlight not on the American Motors and the com- 
panies that represent the bulk of American industry, but on the few 
companies that have run the hundred-yard dash at a world’s record 
pace, and who are entitled to make more than a company that just 
Tuns an average race, and they put the spotlight on them and they 
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ut the spotlight on a Harlow Curtice who makes, I do not know, 
600,000, you see. Why? 

It is alla part of the magician’s trick of keeping the national spot- 
light where they want it while they develop an economic package 
that they are going to shove through the whole of industry. 

Senator, I want to say to you very frankly that as an American citi- 
zen—and I came down here in that capacity and not for the purpose of 
pleading for my company, but as an American citizen who knows 
something about economics and who has worked in three vast industries 
and who has had contact with this labor situation—that if the Congress 
of the United States doesn’t get back to the fundamentals of American 
policy, namely, that we cannot permit private power to build up to 
excess proportions in labor or industry, and get competition back into 
this economy of ours in the right way and provide for economic birth, 
that we are never going to solve the agricultural problem, we are not 
going to have the economic resources to maintain our technical program 
to keep up with the Russians, and we are certainly going to fet own 
the underdeveloped areas of the world that are looking to us for help 
in their growth and development, Senator. 

Now, that is said pretty intensely, but I feel that way because I 
know, I know, that the concentration of private power in this country 
exceeds any level it has ever achieved in the history of this country. 

Why, the railroad trust and Standard Oil and the Bank of the United 
States, and things of that type, were picayune compared to the concen- 
trations of power today in unions and some corporate enterprises. 

Senator Carroiy. So that is why you have made recommendations to 
curb both of them ? 

Mr. Romney. Yes, sir; and I think if you curb one without the other, 
it will be a great mistake, and I think to kid ourselves into thinking 
that we can work this problem out by Federal subsidies or by monetary 
control—why, Senator, look what is happening to the monetary control 
situation. 

Sure, we can use monetary control to stop inflation. We have done 
it. But, gosh, now where are we? Now we want to use it and use 
credit and public works and a lot of other things to try and get the 
thing going again. 

I said last summer that we were going to use monetary controls to 
the point where we would create a problem bigger than the one we were 
trying to solve, and that is what we have done. 

Senator Carrot. I noticed the other day on the financial page, Mr. 
Chairman, Mr. Martin of the Reserve Board said that the recession 
was deeper than they anticipated. That was the substance of his re- 
marks. At the same time I saw the stocks of the Big Three slide some, 
and American Motors was firm, so you are doing pretty well. 

Mr. Romney. Senator, I couldn’t be here making this testimony if 
American Motors wasn’t back in the black. One of the greatest 
satisfactions in my life is that my company has gotten back in the 
black at a point where I can discuss these problems without people 
validly making the point—they are going to make it—Mr. Reuther’s 
associate who spoke for him down in Miami last Friday made the 
point in essence, that I was down here trying to get some relief 
through action on this labor problem, whereas my real problem was 
the competitive problem of getting more volume, and so on, you see, 
and weakness in relationship to my competitors. 








ion 


the 
ple 
er’s 
the 
lief 


was 








ADMINISTERED PRICES 2949 






Now actually I can make this statement, because nobody can say 
at this point I am down here asking for special help for American 
Motors. American Motors doesn’t need any special help. We have 
outflanked the Big Three. They have left a big vacuum here in the 
automobile market and we have moved into it because they have had a 
lack of product competition. 

I am not here asking for special help, but what I am saying is that 
the United States of America is in grave economic jeopardy. We have 
lost our agricultural markets around the world by jacking agricultural 
prices up on stilts through subsidy, and I went through that down here 
as an assistant in a Senator’s office. 

I saw the Government boost tariffs and buy off the farmers with 
subsidy, and that is when it started, in the McNary-Haugen bill, and 
we have been increasing subsidies ever since. 

More recently we began to make some progress on the tariffs, not 
too much, you see, but then more recently here we have permitted this 
labor power to reach the point where bargaining is no longer a ques- 
tion or persuasion of facts. It is purely a question of power at that 
bargaining table, and General Motors nor others have the power to 
bargain on an equal basis with the unions they are bargaining with, 
and I am just asking for equality at the bargaining table. That is all 
Iam asking for, in essence, on the labor side, 

Iam grateful that American Motors is in a position where I can come 
down and talk about these things without people making the valid 

int that I am trying to help out American Motors. I have said this: 

hat we have reached the dangerous point in this country where we 
are subsidizing a company in the automobile business which ought 
to die. 

Now, if you are going to have economic vigor, the inefficient have got 
to die, and you have got to have growth, you have got to have progress. 

Under the competitive principle, which we haven’t thought through 
in this country yet because it is still relatively new, you have got to 
devise a process of birth, so that as industries mature and reach the 
point where all the competitors have been killed off except 2 or 3 or 4 
or 5, you have got to have some process of birth to maintain adequate 
competition. 

Furthermore, Senators, our labor laws and our antitrust laws are 
in basic conflict, and the Supreme Court has pointed that out, as I get 
to in here. 

Senator Carrot. Don’t let me interfere with your statement. 

Senator Kerauver. Just one question, Mr. Romney. You say that 
big concentrations of business power and of labor power need to be 
broken up. Which would you start with first ? 

Mr. Romney. Both. 

Senator Krerauver. At the same time? 

Mr. Romney. Yes, sir. 

Senator Keravuver. All right. I just wanted to ask you that. 

Mr. Romney. Well, let me tell you why. The most misunderstood 
area of public interest in the United States is the lack of knowledge 
as to the change that has occurred in the status of collective bargaining 
and the power of unions, and the people generally do not realize what 
has happened. 

We also haven’t thought through the degree of growth and con- 
centration in our basic industries. Senator, I don’t think a politician 
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can be very successful who does not take a solid position on the good 
old American principle that he is opposed to excess power in any 
form, wherever it exists. 

That is what the great Presidents of this country have done as they 
have had to do it, and that is what the statesmen of this country have 
done, and we have got to have some of that if we are going to save 
this country. 

I think it is both, and I think it would be a great misfortune—I 
don’t want to see new imbalance created by just dealing with one and 
not both. You have got to deal with both. To deal with the union 
side and not deal with the giant corporate side would be to create this 
situation. 

The unions now justify their power on the basis they have got to 
have it to deal with GM, United States Steel, General Electric, and 
big companies like that. And there is some point to that. 

ow to apply the American principles of dividing union power 
properly could create inequality in the collective bargaining rela- 
tionship, and I don’t want that. I think there should be equality on 
as practical a basis as we can achieve. 

enator Carrotu. There is just one point that bothers me, though, 
Mr. Chairman. Dr. Yntema’s statement and the statement of Mr 
Romney state that profits are not excessive, that it is not what they 
think, not what their company thinks, not what Mr. Reuther thinks, 
but it is left to the vagaries of all the variables of the stock market 
that what the stock market is going to determine is going to be the 
prices that the American people have to pay, and whether they are 
paying more attention to the stock market than they are to the public 
interest. 

Mr. Romney. Wait, Senator, you have got me wrong. Let me 
clear that one up because that is a very Carilaueartel point. WhatI 
say is this: That in any market, if you have adequate and free compe- 
tition—— 

Senator Carroti. But we do not have itinthis,do we? We havethe 
Big Three. 

Ir. Romney. I’m saying to you you need more competitors. 

Senator Carroxu. I agree with you. 

Mr. Romney. All right, and what I am saying is that where you have 
adequate competition—we have price competition in the automobile 
business. 

We have had price competition and a good deal of it. We have not 
had product competition, we have not got an adequate number of 
competitors and we have not got provision for birth to replace com- 
panies that are going to drop out. Now what I am saying is that 
the key to the protection of the American consumer on prices is compe- 
tition. 

Senator, there are only two ways you can do it aside from self- 
regulation, self-discipline. 

; One is through competition or the other is through public regu- 
ation. 

Now public regulation, if we go to that, leads us down the public- 
utility road or down the corporate state road. 

I do not know any other way of disciplining it. I am saying to you 
that the thing we need to do is inject competition. 
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And if under competitive circumstances one company does such a 
good job that it can greatly excel others, then it must be because of 
eir greater ability and their greater contribution in terms of im- 
oo and so on, and that is what has happened in the automobile 
iness. 

General Motors has excelled. There isn’t any question about it. 

Senator Kerauver. Mr. Romney, you have not made much progress 
on your statement here recently, so please resume. 

Mr. Romney. Yes, Senator. 

Senator Keravuver. You are about the middle of page 33? 

Mr. Romney. Part IT, let me pick up with part IT. 

Part II is a supplementary demand in addition to the minimum for 
those corporations of companies in a more favored economic condition. 

The philosophy underlying the new UAW proposals has one en- 
mareging aspect: It purports to distinguish between companies by 
considering the economic facts surrounding each particular company. 

As far as I know, this is the first time the UAW officially has 
departed from its traditional everyone-must-meet-the-pattern ap- 
proach. Unfortunately, the tremendous size and cost of the minimum 
economic demand for all employers makes it impossible to apply the 
theory in practice. 

In fact, the union’s two-package proposal confirms its strategy. 
The second part is designed to create maximum pressure on General 
Motors and Ford to focus public discussion on their economic facts 
without adequate regard to the application of final results to all 
automotive companies and, through international union monopolies, 
to organized industry. 

How many other companies in the land are so vulnerable as Gen- 
eral Motors to such a profit-sharing, price-rebate proposal ? 

In the loose and general form proposed, and against the background 
of the unlimited collective bargaining power of the union, the pro- 

al is not only a means of establishing joint management (or co- 
termination) but could also become the means of establishing joint 
exercise of ownership rights. 

At stake is the right of an owner to protect his investment and 
decide on its use or to be forced to share this right with the union. 
What could be more likely to force maximum “basic economic con- 
cessions” by General Motors or Ford? The key to the success of 
the union’s program for 1958 is building public sympathy for its 
broad objectives by arousing resentment against the immediate tar- 


Like the profit-sharing proposal, the union’s price-rebate proposal 
is designed for the same purpose. Similarly, there are fundamental 
differences in the objectives and methods of the UAW’s price-rebate 
programs and my earlier proposal to our employees and their union 
representatives. 

made a price-rebate proposal last September to my employees and 
their union. 

Senator Carrott. How much did you offer to give back to the 
consumer? Tell us just briefly. 

Mr. Romney. I would like to insert what I proposed at that time 
and what I proposed, Senator, was this 
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Senator Kerauver. The proposal, contained in a copy of your talk, 
“The Future Is Here,” will be made American Motors Exhibit 12, 

(The material referred to may be found in the appendix on page 
3813.) 

Mr. Romney. What I proposed at that time was this that the union 
wipe out the inequities in our contracts, that we start there, and I said 
if our unions would take the initiative by wiping out the inequities in 
our labor costs as compared with the Big Three that I would then 
undertake to get parts suppliers and dealers to join with us in redue- 
ing in the case of the parts companies their cost to us, and in the case 
of the dealers their discount, ae the company itself would contribute, 
in order to make a hundred dollar price st te possible. 

Senator Kerauver. Did you base that on the number of cars to be 
sold? 

Mr. Romney. Yes, sir; and I based it on the fact that it was to re- 
sult in an increase in our sales from around 150,000 for the year to 
around 180,000 to 200,000 for the year and I was going to make it 
contingent and I was going to make it contingent on our achieving 
that higher volume because that was the only way I could do that, 
Senator. 

Now the reason I did it was this: that I knew, and I wanted our em- 
ployees to know that the most important competitive necessity for 
American Motors is to get its volume up to the point where we can 
stand on our two feet and slug it out toe to toe with the Big Three and 
this was designed for that purpose. 

Now what has happened is that I made that as an off the record 
proposal to our employees. 

It was not made for publicity purposes, or anything of that type, 
but it leaked. I was asked to confirm it or deny it. I confirmed it, 
and subsequently, I find that Mr. Reuther has picked up the rebate 
idea and put it in his proposal. 

Now it is quite a different proposal than the one I made because the 
one I made started with an elimination of wage inequities and redue- 
tion in labor costs and Senator, I want to say this to you: the one 
thing that is adversely affecting automobile sales now is the fact that 
we have got all this talk about possible price reductions and price re- 
bates, and if you want to slow up automobile sales one of the things 
you can do is to begin to talk in terms that indicate that there may be 
a price reduction down the road, and Senator, knowing the economic 
facts of the automobile industry, and knowing the profit. squeeze that 
everybody is up against, and knowing the fact that GM’s profits them- 
selves have been shrunk I see no prospect of any price reduction on au- 
tomobiles, and to have our automobile industry being slowed up in its 
sales by all this loose talk about price reduction and price rebate of a 
general across-the-board character is a very unfortunate thing at this 
time. 

Senator Carroti. Do you recognize the principle, Mr. Romney, that 
assuming I think we have a price fixed at the beginning of the automo- 
bile year—I do not know your trade name for that—but depending 
upon the volume, you have a break-even point. Let’s say in this case, 
180,000, 200,000 cars with General Motors, if that volume is reached— 
T am now coming back to the theory of the rebate, some of that would 
go back to the customer. Is that based on the principle that the greater 
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the volume of cars, the greater the profit, that there should be a price 
reduction in the cars? 

Mr. Romney. Senator, look, the GM pricing policy is a very com- 
plicated policy, but in essence, as I understand it, it has been a policy 
of passing on to the consumer the benefits of increased productivity 
over a longer period than a short-range period of 1 year, and what 
they have done is to establish a profit target that they undertake to 
adhere to over a period of years to average out on that basis, and in- 
stead of raising prices at a time when prices could be raised in rela- 
tionship to demand, they have kept prices low. 

They have not taken all the market could bear in periods of great 
demand. 

One of the best evidences of that was right after the war when all 
of the automobile companies could have charged far more for their 
cars than they were charging because there was a demand in relation- 
ship to supply that was tremendous. 

Now as the result of the competitive pricing relationship and the 
GM pricing policy of not taking advantage of the consumer in a 
period when you can boost prices way up, why prices were kept low 
and it was during that period that the dealers were taking advantage 
of the market, if it was being taken advantage of, and actually used 
cars were selling for more than new cars, you see. 

Now you have to keep things like that in mind in understanding 
the pricing policy that General Motors has followed, and of course 
General Motors being the dominant company in an industry is ob- 
viously going to have to be taken into consideration by its competitors, 
you see. 

Now, in good times they have not moved their prices up as far as 
they could. In bad times they have not gone down. They have not had 
the degree of flexibility in pricing that is thought of in terms of some 
other products. 

I think you could spend days studying the policy and deciding 
whether that is a good thing or a bad thing, but I will say this to you, 
Senator : that whether we likee it or not, the facts are that in the postwar 
period we have put a squeeze on industrial profits, and profits, a com- 
pany’s profit is what it uses to improve its equipment, and facilities, 
and product, and to reduce its costs and to give the customer a better 
product at a better price and when you begin to squeeze that, why you 
not only slow up that process but you also put manufacturers in a 
position where, when demand might be stimulated by some price 
action they cannot make it because they have not any margin there, 
Senator. 

Senator Carrotit. Mr. Reuther makes the point that in this sort of 
a regulated market, regulation of production, he feels that with a 
lower price, actually there is a need for 7 million automobiles; for 
example, that by stepping that up, it would provide more employment, 
more purchasing power, and eventually there would be even greater 

rofit if they would move into the field. That is sort of his theory. 
do not want to misstate it, but it is the general principle, I think, 
that you have expressed. 

Mr. Rommey. Look, Senator, the automobile business has grown 
to its present status because Henry Ford recognized more fully than 
anyone else in the early days of the industry that as you increased 
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your productivity and reduced your cost, you ought to share that 
with customers and workers and stockholders. 

Now, there is not any question about that. I do not disagree with 
that, but that is not what is being proposed here by Mr. Reuther, 

Senator Carroti. You are talking about his plan now? 

Mr. Romney. What else can I talk about? Sure, he can sit and 
agree with these general proposals, but what we are confronted with— 
and let’s mark this one well—when Mr. Reuther sits here and talks 
about principles that are as sound as gold, he pe that those 

rinciples apply to the proposal he has made, and that is not right. 

he proposal does not provide for that, and that is why I say that is 
the magician’s trick, because he talks about these sound principles 
and he is very able in talking about sound principles and talking 
about things in terms that appeal to people widely, you see. 

But when he then turns around and says: 

Now the way we are going to get this price reduction is to have a wage de 
mand here on all companies— 
and I went through it, Senator—that is way beyond any area of pro- 
ductivity increase; you can take any 1 of 2 or 3 of the basic denen to 
be made of all companies and it vastly exceeds productivity increase, 
and then on top of that, in order to maintain this position that he is 
out to protect the American automobile buyer and expand the auto- 
mobile market, he says: 

Now we will take GM here that is doing awfully well profitwise and can afford 
it, and we will have them make a price rebate. 

Now that price rebate, if made by GM, would compel me to make 
a price rebate, and I want to say to you that if that happened, the 
wages in my plants would have to come down to help meet that price 
rebate or my workers and the company would have to suffer the 
economic consequences. 

Senator Carrott. What I had reference to was long before the 
Reuther plan, either his $100 reduction or this profit-sharing, long 
before that; the basic economic principles involved of more produc- 
tion, more employment—— 

Mr. Romney. No question about it. 

Senator Carroit. More volume—— 

Mr. Romney. No question about it, Senator. 

Senator Carroty. So this antedates the Reuther proposal going 
down through the years. I will not pursue this further, Mr. Chair- 
man, 

Senator Keravver. I think, while we are interrupted at this point 
we had better recess until this afternoon. 

It has been a very interesting discussion, Mr. Romney. We want 
to give you all the time possible, but we have to finish this afternoon. 

Mr. Romney. Thank you. 

Senator Keravuver. We will now stand in recess until 2 this after- 
noon in this same room. 

(Whereupon, at 12:10 p. m., the subcommittee was recessed to 
reconvene at 2 p. m., the same day.) 











WweerReeaeret rr > 


ADMINISTERED PRICES 


AFTERNOON SESSION 


Senator Kerauver. The committee will come to order. 

Since we have been talking about corporation profits and tax re- 
lief and similar related matters, I refer to the Federal Trade Commis- 
sion report, from all manufacturing corporations, showing net income 
after taxes from 1948 through the third quarter of 1957, which we 
have projected for the full year 1957. 

It shows, and I think this is of importance, that all manufacturing 
corporation profits after taxes have risen from $11,542,000,000 in 
1948 to $16 billion in 1956 and, based on three quarters projected, 
$15,876,000,000 for the full year 1957. But corporations with assets 
under a hundred million dollars have declined about 6 percent, $5,- 
931,000,000 in 1948, and $5,592,000,000 in 1957. Corporations with 
assets over $100 million have risen from $5,611,000,000 to $10,284,- 



















5000. 
In 1948 all the corporations with assets under a hundred million 
had 51.4 percent of the total profits. In 1957, corporations under $100 
million had 35.2 percent. Carrying it further, corporations with 
assets over a hundred million dollars in 1948 had 48.6 percent; in 1957, 
64.8 percent. That is interesting in light of the concentration and the 
mergers that Mr. Romney has been describing here before the com- 
mittee. It indicates that corporations under $100 million have been 
ing along about the same or not improving. Those with assets 
arger than $100 million have been improving their situation. 
t will be committee exhibit 43. 
(The table referred to follows:) 
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Senator Kerauver. Mr. Romney, you were on page 34? 

Mr. Romney. Shall I pick up? 

Senator Kerauver. Had you finished down to industrywide bar- 
gaining? 
Mr. Romney. No. 
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Senator Keravver. All right, sir. 

Mr. Romney. I would like to make one comment so there will be 
no misunderstanding on something I said this morning: I have re- 
ferred at different times during the hearings here to the fact that one 
of the companies is still in the automobile Gelticens as a result of Fed- 
eral subsidy indirectly through Curtiss-Wright. And I just want to 
make it—and I indicated that I did not think any company should be 
kept alive on the basis of subsidy, and I believe that—but I want 
to make it perfectly clear that I am very hopeful that Studebaker- 
Packard will be able to work out its problems and survive. I am 
not close enough to their facts to know whether they will or won't, 
but what I said has reference to my own company or any other 
company. 

I think any company that cannot produce goods or render services 
that people want to buy, that free customers want to buy, ought to 
suffer the consequences and I think it an unhealthy thing when the 
Federal Government begins to subsidize. 

But I do hope Studebaker-Packard can make it. 

Senator Keravuver. Of course, in connection with that, there is a 
good deal of discussion that if Studebaker had not lost its truck con- 
tract, or if it carried it on, it might be in better shape and not have 
to be a part of 

Mr. Romney. Yes, Senator, I indicated at one point that I felt 
that national procurement policies and tax policies had operated in 
the direction of economic concentration. 

I think they have in a number of ways. 

And that has been a factor in the automobile business, too. 

Senator Keravuver. In other words, they received substantial con- 
tracts after they merged with Curtiss-Wright, but they had a pretty 
hard time getting Government contracts before that time. 

Mr. Romney. They had some canceled out that made it pretty dif- 
ficult for them, and it is perfectly true that in the automobile busi- 
ness the procurement business has been concentrated importantly with 
the larger companies in the industry rather than with the smaller 
companies. 

Senator Keravuver. Just why is that, sir? 

Mr. Romney. Well, I can’t answer for everyone, but I touched on 
it briefly in connection with our situation last week. I think one 
reason is because there is a tendency on the part of procurement peo- 
ple to place business with larger organizations, particularly these 
negotiated contracts and research and development contracts, on the 
theory that those organizations are better able to handle them and that 
they will be less likely to be subject to criticism in the handling of 
the work. 

Now I know, I was told in connection with the work we were seek- 
ing that, as I pointed out last week, we weren’t considered in con- 
nection with work we were better qualified than anyone else in the 
industry to handle because, No. 1, the procurement people didn’t 
consider us large enough to handle it. 

But when I acquainted them with the size of our organization, and 
the magnitude of it, they then excused it on the basis that they 
didn’t feel we had the research and technical and production facilities 
to handle it. 
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When I outlined those, why then the next excuse was that we were 
an Air Force contractor rather than Ordnance, you see. 

But there has been a tendency to place the procurement business 
with the larger enterprises in the country. 

Senator Kerauver. Yes; and I think it is a sorry situation that 
smaller companies have not received their fair share of procurement. 
And that includes’ the automobile companies as well as others. 

Mr. Romney. That is right. 

Senator Keravver. All right, sir, you can continue. 

Mr. Romney. My proposal was the opposite of the UAW plan. 
It was to be initiated a reduction in aban costs through voluntary 
elimination of the wage and other inequities now existing in American 
Motors contracts. It also required participation of suppliers, dealers, 
and the company. 

Reliance on present collective bargaining relationships to stop the 
automobile wage-price spiral is basically unrealistic even in this 
period of economic recession. The cold brutal facts are that the 
1958 auto settlements are likely to send another blockbuster chain 
reaction wage-price spiral across industrial America that would aggra- 
vate most of our present economic ills and complicate our international 
problems. 

Many believe union power should be offset by industrywide bargain- 
ing. That is a very common recommendation. And it is common 
because steel and coal and certain industries have gone partially or 
wholly to industrywide bargaining now, where the employers band to- 
gether on a combined basis just as the union does. 

While there is no prospect of industrywide bargaining in the auto- 
mobile industry this year, the Big Three, or Big Two, could determine 
to enter 1958 bargaining jointly as recommended by Mr. Ford after 
the 1955 settlement. 

With the steel, glass, coal, and other industries already bargaining 
on an industry basis, why should there be any question about these 
car companies thus strengthening their bargaining position—par- 
ticularly when it is in the national interest to retard and, if possible, 
stop the wage-price spiral ? 

here are two basic points of concern. First, joint Big Two 
bargaining could accelerate the concentration of union power on a 
national basis. The creation of AFL-CIO is a big move in this direc- 
tion. Again—and this is fundamental—there is no legal or other 
barrier to the national concentration of all union power. 

Union selection of its collective bargaining pattern setters could 
simply be shifted to an industry pattern setter. If this were accom- 
plished, the auto industry would be forced to join with other indus- 
tries in a giant national industrial combination for collective bar- 
gaining to keep pace with union concentration of power. A national 
concentration would make it impossible for the Federal Government 
to remain neutral in the bargaining process. 

Actually it is unlikely that the joint bargaining would get beyond 
the auto industry without governmental intervention. That leads to 
peril No. 2. 

Joint bargaining by the Big Three would create a public reaction 
different from that in raw material and processing industries. The 
raw material and processing industries sell products used and paid 
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for largely by other industrial firms; the auto companies, on the other 
hand, sell products largely used and paid for by individual customers, 

When carried back to their ultimate sources, costs, and prices of 
manufactured products are predominantly made up of wages and 
other eaatoyee costs. Pattern chain reaction wage setting basically 
fixed the level of costs and prices. 

What would be the reaction of car buyers to an authorized indus- 
trial reas number negotiating and fixing with Walter Reuther 
the level of labor costs for all car companies if that level is then fol- 
lowed by price increases by all companies? 

In other words, two men exercising that much power in the auto- 
mobile industry. 

The direct impact of auto labor costs and prices on the car buyers’ 
pocketbook would almost certainly spark demands that Government 
participate in the bargaining and pricing process to protect the un- 
organized consumers’ interest. 

n other countries, industrywide bargaining has proven to be the 
sure road to Government intervention and to some form of collec- 
tivism. 

As a matter of fact, the British historian Toynbee has pointed out 
that in both Germany and Italy it was the excessive concentration of 
labor power and capital power that resulted in Mussolini and Hitler 
rising to power because they rose to power on the basis that there was 
a need for the public official to protect the general public from the 
effect of excess “entas on the part of labor and capital, and this whole 
tendency in collective bargaining in this country of the organization 
of the employer power to countervail monopoly power on the part of 
unions is starting us in that direction. 

Even if joint bargaining didn’t produce immediate public insistence 
on Government protection of the public interest, joint bargaining 
would be used by the unions as justification for the national concen- 
tration of their power. Furthermore, joint bargaining by the Big 
Three or Big Two would fit the union’s publicity tactics, the current 
ones, to focus public thinking on Big Three facts in securing settle- 
ments of chain reaction national importance. 

That is a part of their current publicity technique, to keep the 
spotlight focused particularly on GM. 

Can employers combine to negotiate with industrywide or national 
unions and still remain sufficiently competitive to provide maximum 
ere’ For years, coal companies have negotiated industry- 
wide agreements and then followed with price increases. As a matter 
of fact, coal employers and coal unions have jointly asked for price- 
fixing powers, and they secured it under the Guffey Act, and the fact 
that they are acting on both costs and prices is a well-recognized fact 
in their collective bargaining. 

In the light of the Nation’s total fuel consumption, the relative size 
of coal markets has been shrinking, as has employment in that 
industry. 

Look to coal labor costs and prices for the primary causes of the in- 
dustry’s plight, and behind them to a powerful union monopoly 
headed by a skillful, strong leader. 

If separate company bargaining with industrywide or international 
unions is bandied, and industry or national bargaining is inimical to 
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competitive economic freedom, can an acceptable and effective alter- 
native be found ? 

Yes, provided (1) the economic realities of today’s one-sided collec- 
tive bargaining relationship are recognized, and (2) the Nation’s po- 
litical will is mobilized effectively to eliminate the excuses used to 
justify the growing concentration of union power. 

As I pointed out this morning, one of the principal excuses they use 
is the very size of the largest companies with whom they have to bar- 
gain, and there is little realization of the fact that even those com- 
panies are now under this. 

It is a good alibi. 

By removing limitations on the concentration of union power, the 
jJabor laws have created union monopoly. The inherent economic con- 
flict between the antitrust laws, and the labor laws must be resolved 
if America is to survive. In the face of our international challenge, 
America cannot survive half-competitive and half-monopolistic. 

Justice Black, in the Supreme Court decision in the Allen Bradley 
vy. Local Union case, makes it plain that Congress has given unions the 
power to shift our society from a competitive to a monopolistic econ- 
omy. Mr. Justice Black makes that very plain, and in the decision 
that he rendered on behalf of the Court, he said : 

The Court acknowledges this inconsistency in a law which provides that labor 


unions alone can destroy competition but not in combination with business 
groups. 

And then the opinion says: 

This, it is argued, brings about a wholly undesirable result, one which leaves 
labor unions free to engage in conduct which restrains trade, but desirability 
of such exception of labor unions is a question for the determination of Congress. 

In other words, Mr. Justice Black made it very clear that this in- 
consistency exists between the antitrust laws and the labor laws, and 
that Congress ought to resolve that inconsistency. 

Senator Witey. Was it a unanimous Court opinion ? 

Mr. Romney. No,.J ustice Roberts dissented. 

Senator Witey. What is the citation please? 

Mr. Romney. The citation is 325 U. S. 797, 810—810 is the page I 
happen to be quoting from. 

n another case Justice Jackson in a dissenting opinion said this: 
“This Court now sustains the claim of a union to the right to deny 
participation in the economic world to an employer simply because the 
union dislikes him. This Court permits to employees the same arbi- 
trary dominance over the economic sphere which they control, that 
labor so long, so bitterly, so rightly asserted belonged to no man.” 

Now there are other court decisions in which the Court has made 
this basic conflict between the antitrust laws and the labor laws per- 
fectly clear, and made it clear that the conflict can only be resolved 
by congressional action. 

And from an economic standpoint the point I am making is that you 
cannot possibly have an economy that is productive, effective, and has 
the vigor that it ought to have if you are promoting competition on one 
hand in a half-hearted way as it is now, and monopoly on the other 
hand, because the two things are just like this [indicating]. 

Senator Wirey. As I understand your latest argument, in the coal 
cases, the coal companies got together ¢ 
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Mr. Romney. Both monopolies. 

Senator Witey. And operated together, and it was legal for them to 
do that in relation to seeking to settle the wage problem; is that 
right ? 

‘Mr. Romney. That is correct, Senator. 

Senator Wier. That for you, the automobile manufacturers, to do 
that, you would get in the doghouse, wouldn’t you? 

Mr. Romney. The public reaction would be different, I think. I do 
not think the law is any different, and I have heard legal viewpoints 
expressed both ways as to whether it is legal or illegal for employers 
to get together in collective bargaining. As a practical matter, how- 
ever, the coal employers are doing it, the steel companies are doing 
it and they are beginning to do it in other industries, and I am sayin, 
it is a very unfortunate thing, because wages represent the bulk of the 
cost when you get right down to it and take it all the way through, 
and either we are going to go down this monopolistic road, which we 
have got written into the labor laws, or we are going to retain a 
competitive economy. 

The current drift is down the monopoly road, and I think the fact 
that the UAW did not request any specific action breaking up the 
power concentration on the part of industry and the automobile indus- 
try is a significant indication that they are not basically opposed to 
that type of concentration. 

Senator Wier. There are two other parties that have real con- 
sideration here, of course. There is the consumer, the buyer of the 
car, but there is also the general public represented in having a sound, 
healthy economy that is not erupting between labor and manage- 
ment. 

Mr. Romney. That is correct, Senator. 

Senator Witey. And that really, as I see it, freezes the issue that we 
are considering. The question of what the wage should be is only 
relative. It is none of our business until you folks get to bargaining. 
But if you should have a strike, who would be injured? Simply the 
stockholders? No. Simply the employees? No. As you say, it 
would start a reaction. Supposing instead of a strike, there were a 
new set of wages, then a new set of controls would start another re- 
action. Who would be injured? The public? Yes. And the con- 
sumer would pay higher prices. So the public interest here, it seems 
to me, is the vast interest. It calls upon statesmanship, not simply 
in the Congress, but in management and in labor, too, to recognize 
the situation in which we are living, this world of change, and also 
a challenge to our very continuity as a nation. 

I make that statement because I have listened quietly this mornin 
to what you have had to say, and I listened to what others have h 
to say. It is not simply a matter between management of the auto- 
mobile companies and ts or. The public which always gets a milking, 
as We say, is very much interested in this problem. 

Mr. Romney. That is right. 

The seriousness of this—wait a minute, company managements are 
required by law to think and act in competitive terms. Their em- 
ployees are now thinking and acting in monopolistic terms. Their 
respective loyalties are thus fundamentally divided by the conflict 
in Federal statutes. 
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As a rule, it is only when these differences bring a company or 
industry to the point of perishing that it is possible to get union 
consideration of the job welfare of the members involved. Fre- 
quently, it is then too late. 

The seriousness of this inherent conflict of interest and method is 
heightened as unions enlarge the collective bargaining concept far 
beyond the areas of recognition, wages, hours, and working conditions. 

Legislative correction is not a simple question of applying the anti- 
trust laws to unions. It is the application of American principles 
of power disperson to unions on a union basis. Care must be exer- 
cised to retain the full benefits of collective bargaining and avoid 
anew form of bargaining inequality. 

There is an unfortunate tendency to oversimplify the legislative 
remedies needed to divide and regulate excessive union power. In 
our mature basic industries, national unions now combine the bargain- 
ing demands and economic power of local unions representing hun- 
dreds of thousands of workers. 

Their collective bargaining problems and relationships are dis- 
tinctly different from ines of unions representing workers in smaller 
industries and in many of the crafts and trades. Some of our unions, 
international in scope and with overwhelming power, not only 
threaten the continuation of our competitive economy but have the 
power to cause a national calamity. 

Surely in the case of these national unions their power must be 
divided. Essentially, the objective should be a division that will 
achieve necessary and practical balance in the bargaining relation- 
ship and clearly establish our determination to have collective bar- 
gaining operate within a competitive economy. 

This leads me to make these specific proposals : 

1. The combining of national unions for the establishment of com- 
mon bargaining demands or use of economic power, should be pro- 
hibited. 

2. In our basic industries affiliated unions of a national union 
representing employees of a single large company regardless of size 
should be permitted to combine in their collective bargaining demands 
and joint use of bargaining power. 

3. Affiliated unions should be free to combine in bargaining with 
employers having less than 10,000 employees, but only within pre- 
scribed geographical limits. 

However, those representing more than about 10,000 employees 
of a single employer should be prohibited from combining to establish 
collective bargaining demands or exercising joint economic power 
against more than one company. 

What that does in essence is to propose a dispersion of union 
power, bargaining power, in the case of big unions in the same way 
I propose the dispersion of industrial power in the case of big com- 
panies, and also in the case of smaller employers that no union be 
permitted to build up national power, as the Teamsters does, and 
use that national power against little employers all over the country. 

In the case of the union representing a whole raft of small employ- 
ers there ought to be some geographical limit to the extent that a 
union can consolidate the use of its bargaining power, consolidate 
22805—58—pt. 6——54 
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the use of its bargaining demands and the use of its bargaining 
wer. 

4. Nothing in this law should prohibit union cooperation aside 
from the above limitations. 

Certainly unions representing the yo 9 bar of individual em- 
ployers, big or small, should be as free to have the benefit of the type 
service rendered to industry by employer organizations, namely re- 
search and statistics and public relations and so on as is true with 
industry organizations, but permitting them to go way beyond that 
in combining of their political and economic power for collective 
bargaining purposes is the problem that we are confronted with. 

It shou Som noted that unions representing employees of a single 
employer of more than 10,000 employees would be able to combine 
without regard to the total number of workers employed by that 
company. In other words, all of the employees of General Motors, or 
of Ford, or of General Electric, or of United States Steel, would be 
able to combine in establishing their economic demands and exercising 
concerted economic power. 

Senator Keravuver. Mr. Romney, would you excuse an interruption 
if I try to see just exactly what you mean by that formula? As I 
understand it, in dealing with smaller companies, those with less than 
10,000 employees, labor could bargain through its national union, but 
would have to do so on a regional or geographical basis; is that right? 

Mr. Romney. That is correct. 

Senator Keravver. But in connection with a large company em- 
ploying more than 10,000 employees, they would deal through their 

ocal unions ? 

Mr. Romney. That is right. 

Joining together, combined together, in other words all the local 
unions of any single employer would be free to combine in their bar- 
gaining demands and use of economic power. 

Senator Keravuver. Two questions arise: This would place the small 
manufacturers like the parts manufacturers in direct bargaining with 
the overall union, in this case the United Automobile Workers? 

Mr. Romney. Only with regional grouping of that union, not with 
the national union itself, Senator. 

The geographical limitation would prohibit a national union of 
the type of the UAW from bargaining directly with employers either 
on a geographical basis or on an individual-comparison basis where 
the company is a large company. 

Senator Keravver. Would not this mean that the bargaining posi- 
tion of the smaller companies would be more difficult than that of the 
larger companies, if your proposal were followed through ? 

Mr. Romney. Senator, it would depend upon the basis of the geo- 
graphical division. 

It could be that there would still be inequality as far as the smaller 
companies are concerned. 

There would be less inequality than there is at the present time, 
where the national union uses its full power, including all the power 
that it has as a result of its representation of the employees of the 
large companies and its affiliation with other national unions, against 
asmall employer. 





we waeftemlmumserrclUc( YS h[. 


-octrHY -/ 


ADMINISTERED PRICES 2963 


Now, furthermore, Senator, this would permit small employers to 
combine for collective bargaining purposes on a regional basis in the 
same way that the local unions could combine on a regional basis. 

We have an example of that in Detroit, and there are many examples 
around the country where both the employers and the unicns combine. 

Today, the combination of a small geographical group of employers 
has to deal with a union that represents the whole national union 

oup, and is affiliated with other national unions in its bargaining 
Senands and the use of economic power. 

I do not claim that is a perfect solution but this is a very definite 
step in the direction of bringing about er at the bargaining 
table, and eliminating the present overwhelming power of the union 
in the bargaining relationship; and it does seem to me that between the 
numerical limitation and the geographical limitation, that you will 
establish a fairly practical bargaining relationship. 

This also contemplates the fact that we do have a basic difference 
between our craft unions and our industrial unions, and that you do 
need the combination of the geographical and the numerical. 

Senator Keravuver. Then, as to the large companies, the union 
would have to bargain through its locals; that is what you mean, is 
it not? 

Mr. Romney. That is correct. Through combinations of the locals, 
Senator. In other words, you take a company like GM. GM has got 
four-hundred-some-odd thousand employees at the present time. 

Now, what this would contemplate is that union officials represent- 
ing those employees and all of the locals of those employees would 
represent them in bargaining with GM, and that is what Reuther did 
for many years. 

That is how Reuther came up in the UAW. He headed up the GM 
bargaining unit, and it was—a union representing that number of 
employees is a strong body. 

enator Krravuver. I do not see how that would diminish the power 
of the union in dealing with the big companies. 

Mr. Romney. Well, today, Senator, the difference is this: Today 
when the bargaining takes place between any one automobile com- 
pany, whether it is large or small, the union representatives are there 
representing not only the employees of that particular company, but 
they are directly affiliated in their bargaining with the unions rep- 
resenting all of the other—the employees of all of the other employers 
in that industry. 

And furthermore, through the AFL-CIO, the auto union is affili- 
ated with these other national industry unions, and in any given 
situation, depending upon the importance of it, and what is at stake, 
they can bring to bear the full economic power of not only the in- 
eo union, but also of the national unions whose interest is at 
stake. 

Let me give you a specific example: In the case of—North Ameri- 
can, is it not, North American Aviation? Well, in the case of the air- 
craft companies, the International Machinists Union and the auto 
workers, because they both represent some workers in those plants, 
have joined in their bargaining demands for 1958. 
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In other words, you have 2 big national unions who have com- 
bined and, regardless of the size of the employer, why, he is dealing 
with the combined might of those 2 unions in open, public combination, 

Senator Keravuver. All right, I think you have made your point 
clear. 

Mr. Romney. I recognize that there is no easy or simple solution 
to the problem. The Sherman and Clayton Acts were conceived and 
developed to remove restraints on commercial competition and to 
dissolve industrial monopoly. They do not lend themselves to use 
as instruments for regulating excessive union power. 

But whatever remedy the Congress may ultimately fashion to solve 
the problem of excessive concentration of union power, I believe it 
must conform to the following principles: 

L. ae full benefits of genuine collective bargaining must be re- 
tained. 

2. We must avoid creating some new form of bargaining inequality. 

3. The legislation must be tailored to fit the divergent forms of 
trade unionism. Craft unions will, perhaps, require different treat- 
ment than industrial unions. 

4. Employees working for business units having a relatively small 
number of employees or for concerns operating only on a local or 
regional basis must not be squeezed into a mold designed for unions 
representing employees of big business. 

5. Responsibility for collective bargaining with a company in a 
basic industry having more than 10,000 employees should be in the 
hands of a union representing solely those employees. 

Senator, I know what the probable charge is going to be against 
this proposal. The probable charge is going to be that I am recom- 
mending a return to company unions. 

Well, this doesn’t in any way conform with the company union 
situation as we knew it, because this contemplates completely autono- 
mous, independent unions, those autonomous, independent unions 
having the right to affiliate with their national unions in activities 
outside of the direct collective-bargaining area and the use of joint 
economic power in the same way that an employer can join a national 
trade association or a national industrial organization. 

While that charge will be made, it is not a valid criticism of this 
proposal. 

The ultimate objective is to prevent combinations of employers or 
combinations of unions from destroying the competitive system. To 
prevent this it is necessary to prohibit joint bargaining on the part 
of large employers in our basic industries as well as joint bargaining 
on the part of unions representing the employees of these large con- 
cerns. 

No international union should have the authority to direct or con- 
trol collective bargaining of employees in General Motors, Ford, 
Chrysler, International Harvester, Mack Truck, White Motor Co., 
Douglas Aircraft, and North American Aviation, plus about 400 
more companies as the UAW does, any more than the National As- 
sociation of Manufacturers or the Automobile Manufacturers Associa- 
tion has the right, under law, to control the bargaining position of 
all automotive, truck, farm equipment and aircraft manufacturers. 


gr 


we 


crs 


ero ™PH 


o 


t 


ADMINISTERED PRICES 2965 


Neither an international union or a national caeysee association 
is as well-qualified to discharge the full responsibilities of collective 
bargaining as the particular union and employer directly concerned. 

These are the people who know the specific problems and conditions 
first hand. That is why I believe the new national labor policy should 
lodge the responsibilities for collective bargaining in the large com- 
panies in our basic industries with unions representing exclusively 
the employees of a single employer. 

This would make for stable mutual relationships by putting respon- 
sibility where it belongs. It would permit negotiation of agreements 
on a basis mutually satisfactory to the parties directly covered by the 
collective bargaining contract. This policy would make unions, which 
are parties to collective bargaining contracts, as responsible and as 
autonomous as the other party to the contract. 

Executives and staffs of international unions could provide eco- 
nomic research, reporting technical, public relations, and advisory 
services to their autonomous union members. 

Legislation like this is necessary for industry and labor to give 
full effect to the dynamic continuation of competitive cooperative 
economic systems composed of enterprises vying for the favor of free 
customers. 

Senator, what I mean by that is this: Today you have a situation 
where the employees’ and their unions’ interest. is linked to a national 
organization, and you have employers who are trying to promote and 
further the economic interests of the enterprise with which they are 
engaged. 

Now the greatest area of mutual interest, the greatest area of eco- 
nomic mutual interest is between the employees of each company and 
their unions and the management of that company. 

They have the greatest area of mutual interest just as the football 

layers on one football team have a greater degree of competitive 
interest in football as members of that team than they do with an 
association of quarterbacks or an association of linemen. 

Now the situation we actually have in industry is that the linemen 
belong to a national organization, and they are more interested in 
that national organization than they are in the welfare of the team. 

What I am saying is that if you expect the American economy to 
be productive and efficient down the road, then you have to resolve 
this question of whether we are going to place greatest emphasis 
on these national industry and labor organizations and monopolies 
or whether we are going to get it back on a team basis where the 
greatest area of mutual economic interest is between the people asso- 
ciated with the individual enterprises. 

Now they can have a loyalty of course to the areas of common 
interest that they have with other unions and so on, in areas outside 
of the competitive area. 

Now voluntary cooperation. There is no factor more important in 
American industry today than genuine teamwork between manage- 
ment and labor. 

The conflict between the antitrust laws and labor laws has generated 
an atmosphere of conflict between industry and labor. The competi- 
tive character of the antitrust laws and the monopoly character of 





2966 ADMINISTERED PRICES 


labor laws not only establishes the organization of each on a funda- 
mentally opposite basis but it premises this difference on the idea that 
conflict is in the basic interests of industry and labor. While there 
=e of conflict they are small compared to the common interests 
of both. 

In our basic industries the greatest areas of mutual interest exist 
at the separate enterprise level. The workers and management of 
each automobile company are mutually dependent on each other and 
the results from their cooperation are much more vital to both than 
the results from their cooperation with other unions or managements 
of the other automobile companies. Under today’s conflicting national 
economic policy this does not become adequately apparent unless a 
company is literally battling for survival. When the jobs and future 
of each are at stake, if effective communication can be established, 
the greater mutuality of interest in company survival is sharply recog- 
nized. 

Whenever it is, the improvement in company teamwork can prove 
the vital difference in the battle for survival. 

In the period from 1920-35, before collective bargaining became 
widespread, managements generally ignored the essentials of such 
teamwork. However, even with collective bargaining, employees still 
desire to know they are wanted, to feel a part of the organization, to 
participate in the company’s achievements and share equitably in the 
results. Through the proposed legislation we must stop thwarti 
the widespread desire for the cooperation and confidence that wi 
create bigger production pies, and provide more to divide. 

Two factors prevent adoption of new and better forms of volunta 
cooperation by the entire automotive industry. (I include in suc 
cooperation desirable and appropriate instances in which UAW par- 
ticipation should be sought.) The first obstacle is industry domina- 
tion by huge companies not presently disposed to the methods and 
relationships conductive to such cooperation. The other obstacle is 
a union monopoly that has as a continuing goal industrywide col- 
laboration on competitive matters. 

The automobile industry achieved its present importance through 
cooperating effectively in surmounting problems outside of competi- 
tive areas. Examples are cooperating exchange of technical informa- 
tion through the Society of Automotive Engineers, the free use of 
patents through the patent cross-licensing agreement, promotion of 
traffic safety through the Automotive Safety Foundation, unequaled 
teamwork on war production through the Automotive Council for 
War Production. 

There is great need for concentrated industry support in further 
improving traffic safety ; modernizing highways; acquiring adequate 
parking; combining highway and parking development with other 
community needs, planning for community growth on a practical 
basis; and supplying foreign nations, particularly undeveloped coun- 
tries, with technical assistance in all aspects of highway transporta- 
tion. 

Eliminating the conflict between modernized and strengthened anti- 
trust laws and labor laws would make possible new and more effective 
patterns of voluntary cooperation between all groups in the automo- 
tive industry. 
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As Americans, we now face our greatest challenges and our greatest 
opportunities. Economic abundance of unapproached levels has been 
achieved with greater leisure than prosperous citizens have ever known. 
Weare entering a new age made possible by forces for material achieve- 
ment dwarfing past accomplishments. Peoples free from Communist 
domination yearn for the nourishment and comfort we enjoy. They 
are ill-informed and have little background of experience to use in 
understanding such things as competition, cooperation, and customers 
providing the “ia to progress by their daily market decisions. They 
are easily misled by those promising shortcuts to their desires. Their 
confidence in us has been shaken by Russian scientific accomplish- 
ments and their uncertainty is heightened by our present economic set- 
back. The hope of human freedom rests primarily on our shoulders. 
We must not fail. 

The automobile industry has long been the foremost symbol of 
America’s economic achievement and its widespread enjoyment. Peo- 
ples everywhere seek the freedom of movement we enjoy. They need 
the creative capacity it affords. Our task is to share these things. We 
can do it through example and by giving technical assistance. We 
must not let them lose faith in our ability to do this. We must take 
steps not yet initiated to make them know of our desire. We must 
help them in a true sense by showing them how to help themselves. 
They do not want continued charity. They want independence and 
self-respect. 

If we make the wrong economic decisions in the critical hour, the 
decisions can be tragic for America, tragic for the world. 

Our capacity to share our know-how, to plant elsewhere the seeds 
of economic development, to encourage others to grow, depends on 
our American economy. It is the foundation of the defense of their 
freedom and ours. Current economic recession, along with sharp dif- 
ferences over the causes and the cures, can jeopardize our strength. 
These differences find full expression in 1958 collective bargaining in 
the auto industry. The statesmen of America must not ignore these 
issues if we are to avoid even greater disturbances to the hopes and 
faith of those who have placed their reliance in us. Free peoples 
everywhere depend on courageous leadership. Our leaders should 
define the issues and publicly state them. 

Major economic and political issues that will make or break America 
are these : 

1, Monopoly or competition. 

2. A centralized’ planned economy or voluntary cooperation under 
minimum Government regulation and public policy. 

8. Collective bargaining based on conflict or collective bargaining 
based on cooperation. 

4. Excess concentration. of industrial, union, and government power, 
or adequate dispersion of industrial, union, and Government power. 

We should consider the experience of others. England’s decline 
and her experiences with a planned economy are well known. Fail- 
ure to apply our American principles to growing industrial and 
union power could soon confront us with the only alternatives appar- 
ently available to the English people during the debate over nation- 
alization of the steel industry. 





2968 ADMINISTERED PRICES 


They were voiced by Sir Stafford Cripps when he declared, “Our 
only choice is between private monopoly and public monopoly.’ % And 
that was the case and one of the primary reasons for that is because 
they have had industrywide bargaining in England, they have had 
the cartel system on the part of employers, and literally it was a case 
of private nee or public monopoly and we are drifting in that 
direction, as a result of this concentration of employer power to try 
to offset this union power and labor laws that promote the full con- 
centration of union power. 

Weare plunging into the same position. 

Even our enemies recognize that the greatest issue is not sputniks 
or explorers or even foreign aid. Mikoyan, reported to be Russia’s 
foremost economic mind, was asked if he really thought Russia would 
overtake us economically in the next 15 years. 

He replied : 

That depends on many things. It depends on such things as monopoly; 
whether competition continues in your country * * *. 

While his answer did not indicate his evaluation, it did clearly 
reveal what he considered the most important issue, and in his 
answer the only other specific thing he referred to was milita 
power. He named monopoly or competition before he named mili- 
tary power as the primary consideration. 

The economic power concentration in the auto industry has assumed 
such proportions that even this testimony could be a real risk, and 
I know I have taken real risks in submitting this testimony. 

Senator Kerauver. Let me say at that point, Mr. Romney, you 
have been very frank in your statement. You have said exactly 
what you believed. We know that you have told us what you think 
of conditions from the viewpoint of industry as well as labor. You 
spoke from your heart, as a person interested in the welfare of his 
country. 

You have been critical of both big business and big labor, and 
we appreciate your contribution and your candor. It has given us 
a real basis for thought and study, and what you have had to say 
will be studied by this committee and by thousands of people who 
read and hear about it. 

I do not contemplate that there will be any retaliation or at- 
tempted retaliation toward you or your company. We would have 
reached a bad place in the state of things if that should occur, but 
we would, of course, expect you to let us know if there is anything 
of that kind. We may not have any power to prevent it but we 
would at least do our best to see that public opinion affords the 
remedy. 

Mr. Romney. Thank you,sir. I appreciate that. 

My basic point is that I know the power exists in both industry 
and labor to make this testimony a, real risk on our part and let 

me add 

Senator Keravver. I think you have been very courageous in some 
of the points you have presented here but I do not believe that courage 
and stating honestly and plainly what you think is going to inure 
to the harm of yourself or your company. If there is anything of 
that sort, we trust you will keep us advised. 

Mr. Romney. Thank you, sir. 
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I want to say this, too, that it is not always a question of whether 
vast power that is excessive is being abused or not at the particular 
moment. 

I want to say to this committee that both Mr. Reuther and some 
of my industry competitors have in certain instances shown consid- 
erable statesmanship and statesmanship that has helped American 
Motors. 

But my basic point is this: That when power becomes excessive his- 
torically we have dispersed it in this country, because we recognize 
that whenever it does become excessive it can be misused and badly 
abused. 

As Senator Wiley pointed out, the famous statement that “power 
corrupts” and “absolute power corrupts absolutely.” 

I have not taken the time of your committee to give instances of 
the abuse of power to the extent I could have in these hearings. 

Let me cite one quick example of the abuse of power, and I think 
that when men achieve the degree of power that now exists in the 
automotive industry both on the side of industry and labor that those 
exercising it are not even conscious of the magnitude of that power as 
a rule, but you take the deplorable situation that developed in 1955, 
where Ford and Chevrolet got into a battle over sheer position in the 
industry. 

The abuses that resulted from that competitive battle and the im- 
pact on the dealer structure in this country and the overselling of cars 
in that period of time had a national repercussion in 1956 and in sub- 
sequent years and that is the sort of thing that can happen when 
power becomes too great and too concentrated. 

And now to make it possible for Americans to hear vital facts on 
1958 collective-bargaining relationships and issues in the auto indus- 
try, I had no choice but to make a complete and frank statement. 

The principles on which this country was founded and prospered 
are in danger of being sacrificed to political expediency, dedicated 
advocacy of economic planning, and industrial lethargy, and I find 
a terrific amount of industrial lethargy, a recognition of these things 
but an unwillingness for various reasons to say ; anything about them, 
and the result is we have a vast area of public misinformation and 
complacency. 

This statement is premised on the conviction that if you know the 
facts you will act. I am heartened by what the chairman said about 
the whole area receiving study and careful consideration. 

The paramount need today is to preserve competition and volun- 
tary cooperation under sound public policy. This is the proven means 
of preserving a distribution of political, social, and economic power 
that is ultimately subject to the people’s decisions as free citizens 
and free customers. 

And I might add that one reason I am talking about the dispersion 
of union power is that I think the individual worker, whether as a 
worker or as a citizen or as a customer, ought to have some means 
of protecting his interest as an individual. 

Where you get the degree of power that now exists, why that begins 
to disappear. Senator, that completes the presentation. I appre- 


ciate the committee’s patience and willingness to hear the complete 
presentation. 
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Senator Kreravuver. Before asking a few questions, I will turn to 
Senator Wiley and then to Senator Carroll. 

Senator Wizey. I was interested in a remark you made a little while 
ago about when conditions get bad, there is a tendency to forget the 
very ie way on which our Government is formed and lay aside what 
we call the system of checks and balances. You spoke about Hitler 
and Mussolini. I can remember very well in the thirties that I heard 
prominent people say that what we need is a Hitler and a Mussolini, 

Mr. Romney. That is right. 

Senator Witey. Meaning they were totally blind to the situation, 
I have listened with profit, I am sure, to what you have said. I am 
still trying to figure out in my own mind the jurisdiction of this com- 
mittee and the matters that we will consider in executive session after 
the testimony is all in. I restate, in view of this statement back in 
the thirties, in view of your statement, that the danger is that minds 
become irrational, and when that happens, law and order disappear. 
That is why we have to have adequate regulation or power in gov- 
ernment so that groups, whether of capital or labor or of any other 
group, cannot arrogate unto themselves the power that would make 

or a situation where people say again what we need is a Hitler, what 
we need is a Mussolini. You remember they said, “Well, you know 
down there in Italy the railroads run on time.” I do not know 
whether you are old enough to remember that. 

Mr. Romney. That is right. 

Senator Witey. That was the big thing. 

Mr. Romney. I was here in Washington during that period. 

Senator Wier. There is a tremendous responsibility in the vari- 
ous segments of oureconomy. I have faith, myself, that when people 
will sit down and reason together, if they will reason together in- 
stead of fighting, or if someone like yourself has a good story to tell, 
a piece of humor may, like Lincoln—and this is Lincoln Week—get 
people to reason around the table and get results. It is not always 
very simple. The testimony shows that the automobile workers have 
the largest wages in America in any industrial plant. Am I right 
about that? 

Mr. Romney. Not quite, Senator. The steel wages are higher than 
the auto wages and that is one of the aspects of the bargaining in 
1958. You see, the steel union bargained last. 

They bargained in 1957 and autos bargained in 1955, and so Mac- 
Donald got his wages up above the auto wages importantly, and that 
is a factor here in the union politics of the situation. 

Senator Witry. Then next to the steel workers, the wages in com- 
parison with others is very good ? 

Mr. Romney. That is right. 

ms are high. They are high in relationship to industry gen- 
erally. 

Senator Wier. Again it is not our jurisdiction to get into the 
middle of that problem, but in view of the fact that it has been pre- 
cipitated, it is causing me to give a little thought at this time to the 
situation as I see it. I said before that even in the automobile in- 
dustry there are four parties. 

Mr. Romney. That is right. 

Senator Wizzy. There is management and capital, there is labor, 
there is the consuming public that buys. 
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Mr. Romney. That is right. 
Senator Witey. But also there is the rest of us who need the taxes 
in Government. We cannot afford to have these strikes that dissi- 
ate wages, capital, and taxes, and we cannot afford to let capital 
isintegrate so that plants are no longer any good. You say that 
by and large the large investment in these plants is not in liquid 
assets, it is in plants. 

Mr. Romney. That is right. 

Senator Witry. I remember, as a youngster, of a plant in my town 
that was in the beet-sugar business. For some reason or other, the 
tariff was taken off sugar and a plant worth a quarter of a million 
dollars was sold for $5,000. 

Mr. Romney. I have just sold the old Hudson plants in Detroit 
for pennies. They were worth dollars as long as they were profitable 
and being used effectively, but these permanent assets that looked 
good on the books in terms of dollars are practically worthless unless 
the enterprise operating them is making money, and the greatest 
crime against the working man is a company that is losing money. 

Senator Witey. It is indicated here that some years you made 
money and some years you did not make money. Your plant at least 
has just gotten into the black and you have an investment of how much 
now, three-quarters of a billion? 

Mr. Romney. A quarter of a billion. 

Senator Witey. Even with me that is quite a bit of money. 

Mr. Romney. It is a lot of money tome. As a boy who used to thin 
sugar beets that is a lot of money. 

enator Witey. How much would those plants be worth? I know 
several of them around Milwaukee that are idle. How much of that 
quarter of a billion, if the business went “kaput,” as we say, and you 
are not consolidated, and the big boys take all the business, what could 
it be liquidated for? 

Mr. Romney. For avery small fraction. 

Senator Witey. Yes. That only brings out another interest in this. 

Mr. Romney. Very small. 

Senator Witey. Because we are just ready to look simply, in think- 
ing of these matters, we just think in terms of labor who should have 
their wages, and we think in terms of these great multimillionaires 
investing their money, and we do not realize that General Motors has 
three quarters of a million stockholders, something like that. 

Mr. Romney. That is right. 

Senator Witry. We do not realize what it means in case things go 
broke. If it is legal—and that is what I have my doubts about—but 
if it is, I think that the American public is interested in finding a 
wholesome solution that is not going to increase the cost of living in 
this country. There are millions of us that saved a few dollars and 
we have seen those dollars become worth 40 cents instead of the hun- 
dred cents we put into it. We have got to consider that great, vast 


group of American investors in insurance, Government bonds and so 
forth. 


Mr. Romney. That is right. 

Senator Wier. Into the hundreds of billions, 100-cent dollars. If 
we do that, which would depreciate the dollar in which the common 
workman has invested, we are blind to the situation. 
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These remarks have not been studied. They are just off the cuff, 
and I want to join with the chairman in saying that I think you have 
made a contribution 

Mr. Romney. Thank you. 

Senator Witey. To our thinking. 

Mr. Romney. Thank you. 

Senator Witry. And I hope the American people will get it. 

Mr. Romney. Thank you. 

Senator Wier. I hope management will get it and I hope labor 
will get it. 

Mr. Romney. I think I’m in the doghouse of both right now, Sena- 
tor. That probably indicates that it has some degree of balance in 
it, you see. 

enator Wiey. I have not heard them bark yet and I do not think 
we will. I think that they appreciate courage and they appreciate 
folks who will appear as you have before your Government and lay 
it on the line. We can understand that you are all special pleaders. 

Mr. Romney. I have tried not to be. 

Senator Witey. We are not. We are simply folks just listening and 
trying to see our way in the interest of the general public primarily. 

Mr. Romney. Thank you. 

Senator, I would like to comment on one point, on two points. 

No. 1, the customer protection comes in one of two ways, one of 
three ways, the only three ways I know of. After all, that is the es- 
sence of it, the protection of the public, the public and the customers. 
They get protected either through self-restraint—and if self-restraint 
is not enough, that is restraint on the part of labor and capital, com- 
panies and unions—if self-restraint is not enough, then I know of onl 
two ways to protect the consumer, and the general public, and one is 
through competition and an adequate number of firms that are com- 
peting with each other for the customers’ business, or through public 
regulation or public control or absolute authority in private hands. 

Now in Europe, in many countries, they have permitted the cartel 
system to exercise that control on a monopolistic basis, but you either 
get it as a result of self-restraint or competition or through arbitrary 
power. 

Now, one of my main points is, that competition is shrinking in 
America because of the es I have been discussing, and if that 
competition keeps shrinking then we are going to move in the direc- 
tion of public control and regulation which substitutes some other 
form of economy for what we have got, some new form of economy. 

Now the second comment I want to make is this, Senator: There is 
not any question in my mind but that the Government has to retain 
the power to deal adequately with any form of private power. 

But again, what I am trying to say is that the concentration of 
private power in this country in labor and in industry has reached the 
point where it is of dangerous proportions and where in order to 
curb it, you have to have a concentration of political power and Gov- 
ernment power that we ought to be concerned about, and in my book 
the No. 1 problem we face in America is an excess concentration of 
economic, social, and political power. 

And we need to get back to the principles on which this Government 
was founded, namely, that you keep power distributed and prevent 
it from becoming excessive in any form. 
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And that is the best way to protect people. 
Look, Senator, I have talked about getting collective bargaining 
back on an individual company basis. If you get it back, as far as 
these big companies are concerned, you see, I do not care what form 
it takes with any one big company if it does not then become a pattern 
that everybody else has got to follow. 

But when you get something established here, and then you have 
got a power here to take it and make everybody goosestep to it, that 
is the thing that is bad and is dangerous, and that is what is hap- 

ning. 

P Reatot Wuey. To make it concrete, if you will pardon me, Mr. 
Chairman, I simply mean that if any of the Big Three fall in line 
with the demands that are made, it will be imperative for you to do 
likewise. 

Mr. Romney. Well, Senator 

The program is to establish a pattern with them and then shove 
it through the economy. Until 1955, we were following their pattern 
and more. If it keeps up, you are going to get a further concentration 
in industry. 

Senator Keravuver. Senator Carroll advises that he has some people 
waiting for him. 

Senator Carroiu. I just wanted to thank the able Senator from 
Wyoming who has yielded to me for this purpose. 

I want to say, Mr. Romney, your presentation has been forthright, 
intelligent, and courageous. 

Mr. Romney. Thank you. 

Senator Carroti. If anybody in either industry or labor, and I am 
confident this would not be the case, but should anyone attempt any 
punishment because of your forthright presentation, it would merely 
serve to prove the statements that you have been asserting here. 

Mr. Romney. I think that is right. 

Senator Carroiu. I am confident that will not be the case, but if it 
is, I would like to associate myself with what the chairman has said; 
we ought to know about it. 

Mr. Romney. Thank you, Senator. 

Senator Carroty. Mr. Chairman, Mr. Romney is from the West, 
a fresh breeze from the West; he brings new thinking, creative think- 
ing, and it has been very helpful to me, as I am sure it has been help- 
ful to all members of this committee. 

It leaves the one point in my mind that the chairman put his finger 
on, just one question: Supposing that industry does not resist this 
attempt by the Government of the United States to assert its public 
power to curb private monopoly. Do you think that the movement 
against industry and labor should be contemporaneous ? 

Mr. Romney. Yes, sir. I think it would be most unfortunate to 
try to deal with one aspect without dealing with the other aspect. 

Senator Carroiu. I think the record will show, Mr. Romney, you 
are the first witness who, as a manufacturer, was willing to offer pro- 
ductive suggestions. I asked this question specifically of the others 
but there was no assent to give that to the committee. They said it was 
very difficult, almost impossible to give us. Next, they said specifically 
they want no regulation of any sort. ’ 
Mr. Romney. Well, Senator 
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Senator Carroiu. I am talking about the Big Three. 

Mr. Romney. Really what I am saying is that instead of gettin 
into administrative regulation, instead of getting into that form of 
regulation what we really need is a modernizing and strengthening of 
our basic economic policy of this country as reflected in our antitrust 
laws. 

Senator Carrotu. We do that as you recommend by statutory enact- 
ment. 

Mr. Romney. Absolutely, you have got to have it. 

Senator Carroti. The statutory enactment in a sense will be general 
and Congress would delegate its power to an administrative agency. 

Mr. Romney. I agree with that. 

Senator Carro.u. So we are talking about administration. 

Mr. Romney. We are talking the same thing as long as we under- 
stand it on that basis, Senator. 

Senator Carron. And I think you—— 

Mr. Romney. The thing I was taking exception to was the possi- 
bility, any possibility, of the sort of proposal made here by Mr. Reu- 
ther, namely, that some agency ought to be set up for the purpose of 
holding hearings on any price increases before they are made and 
then issuing a public report before the price action takes place. 

That is the first step in the direction of public utility regulation. 

Now, the thing that has made this country is that we have embodied 
in our public policy, that degree of Government regulation and admin- 
istration that would keep economic power dispersed and distributed 
and those laws are no longer adequate because as Senator O’Mahoney 
pointed out the other day and as I have been pointing out our economy 
has grown up and is way beyond where it was when those laws were 
written and they ought to be brought up to date. 

Senator Carroti. Senator O’Mahoney is the expert in this field so 
far as I am concerned. He knows about the growth of the corpora- 
tions, the cartels, the system that has grown up. Actually the record 
is crystal clear that it has long preceded the organization of labor. 

Mr. Romney. That is right. 

Senator Carrott. We know from the system and structure of cor- 
porate financing all through this period since the war that this tre- 
mendous concentration of economic strength has grown greater and 
greater. 

Mr. Romney. That is correct. 

Senator Carrott. Some of our learned economists have said that 
actually they are building themselves into a position that if there is a 
major depression, we may follow the line that was taken by the British 
Government. 

Mr. Romney. Senator, I think that any businessman who wants to 
genuinely protect and preserve the competitive, what I call competitive 
cooperative consumerism—I never used the term “free” enterprise, 

ou see, because I found out in international labor organization meet- 
ings in Europe that free enterprise in Europe means just keeping the 
government out of it. 

You can have a cartel and you can have the employers and unions: 
organized on a monopoly basis and as long as the Government is not. 
regulating it, why that is free enterprise to them. 
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But the essential elements of our economy are competition, coopera- 
tion, and consumerism, where you have got to compete through team- 
work to meet the desires of consumers who have got the final power of 
decision. 

Now, I think that a businessman who wants to preserve our economic 
system and economic freedom in this country will think it through, 
will see we have to find some means of keeping economic power ade- 
quately dispersed on a competitive basis and we have to have a means 
of economic birth. 

Senator Carrott. Mr. Chairman, if I may be excused now. 

I thank you, Mr. Romney. 

Mr. Romney. Thank you, Senator. 

Senator Carro.u. I enjoyed your testimony very much and I leave 
you in the good hands of Senator O’Mahoney who knows far more 
about this subject than I. 

Senator O’Manonery. Don’t be too modest. 

Mr. Romney. Colorado, Wyoming, and Utah usually have a lot in 
common. 

Senator Keravver. Thank you, Senator Carroll. 

Senator O’Mahoney ¢ 

Senator O’Manoney. Mr. Chairman, I want to compliment Mr. 
Romney, too, for this outspoken testimony. It has been a very remark- 
able demonstration of comprehension of what is happening to the free 
economy which the framers of our Constitution thought we were 
establishing. I was glad to have you mention just a moment ago that 
in the old cartel system in Europe, when business leaders spoke about 


free enterprise, they were talking about enterprise that was free from 
Government regulation. 


Mr. Romney. That is all. 

Senator O’Mauoney. In the public interest, 

Mr. Romney. That is all. 

Senator O’Manoney. I have seen the same disposition upon the part 
of leaders of some of the giant corporations in this country. 

All they want 

Mr. Romney. I cannot disagree with that statement 

Senator O’Manoney. Is for Congress and the Government to keep 
their hands off and let them do what they please. A basic thing which 
I know you clearly understand and which must be remembered by all 
Americans is that when our Government was founded, there was no 
such thing really as industrial organization. 

Mr. Romney. That is right. 
_ Senator O’Manoney. But we have come into a collectivist economy 
inindustry. Weare still in an individualistic economy so far as agri- 
culture is concerned. 

Mr. Romney. In industry and labor? 

Senator O’Manoney. I beg your pardon ? 

Mr. Romney. In industry and labor? 

Senator O’Manoney. Oh, yes. 

Mr. Romney. You mean both? 

Senator O’Manoney. I mean both; yes, indeed. I have frequently 
stated that big business, big labor, i big government are the three 
bigs that follow one another in that order. 
























































































2976 ADMINISTERED PRICES 


I cannot condemn big labor seeking to defend itself against concen- 
trated big business, because under the system that we now have, it is 
impossible for the worker at a forge or the worker at a machine to dis- 
cuss the terms of his employment, his wages, his working conditions 
with the owners of the shop in which he works. He never sees the 
owners. 

Mr. Romney. That is right. 

Senator O’Manoney. He sees only employed managers. 

Mr. Romney. That is right. 

Senator O’Manoney. And I suspect that is true of the American 
Motors Co., too. 

Mr. Romney. That is correct, that is correct. 

Senator O’Manoney. Your organization is one in which the func- 
tions of ownership and management have been separated ? 

Mr. Romney. In the main. 

Senator O’Manoney. Out in our country in Utah, Colorado and 
Wyoming for the most part agriculture, even corporate agriculture, is 
a calling in which the agricultural worker can talk with the boss, 

Mr. Romney. That is right. 

Senator O’Manoney. Who owns and decides. 

Mr. Romney. Yes. 

Senator O’Manoney. He cannot do that in modern industry. 

Mr. Romney. That is right. 

Senator O’Manonery. You have also stated the complete realization 
of the fact that when our Government was established, the Constitu- 
tion was drawn by men whose principal purpose was to guide the 
powers of Government so that they could not and would not fall into 
the hands of one group. 

Mr. Romney. That is right. 

Senator O’Manoney. Now what is happening, however, is that while 
we represent ourselves to be the defenders of free government in the 
world, the leaders of the fight to maintain free government against 
political totalitarianism, we find that we are drifting toward economic 
totalitarianism. 

Mr. Romney. That is right. 

Senator O’Manoney. That is right. 

Mr. Romney. Yes, sir, yes, sir. Economic totalitarianism that will 
bring about political totalitarianism. And Senator, we are making the 
terrific mistake of moving in the direction of trying to lick our possible 
enemy with his weapons, playing his game. 

Senator O’Manoney. Instead of our game. 

Mr. Romney. Instead of our game. 

Senator O’Manonery. Which is freedom. 

Mr. Romney. And our game is to develop greater individual 
strength and capacity through dispersion of power and responsibility 
and authority. 

In World War II, Senator, the automotive industry reached a de- 
gree of voluntary cooperation in producing guns, tanks, and planes 
that Hitler was still trying to get out of German industry by edict and 
order. 

Now why? Because the essence of teamwork, effective teamwork, is 
a group of individuals or organizations that have got such individual 
capacity that when they join together, they have great combined capac- 
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ity, and this direction we are moving in is taking us completely away 
from that. 

Senator O’Manoney. I want to tell you one of the reasons why I am 
happy that you have come here. You come from the management 
camp, and you are speaking for the American system. Too many times 
those of us who offer what we consider or may think we consider, to be 
remedies for the preservation of a free economy, are regarded, and per- 
haps we give some grounds for this opinion, as enemies of big business. 
I have seen the phrase used over and over and over about the attack 
on business. 

Mr. Romney. That is right. 

Senator O’Manonery. We do not attack business. We are trying to 
protect business against Government control, against the merger of 
economic and political totalitarianism which would close the door of 
opportunity to every capitalist in America, if it ever happens here. 

r. Romney. I agree with that. 

Senator O’Manoney. Because it would turn the whole control over 
tothe dominant factors in the economy. 

Mr. Romney. You see, I think, Senator, the one greatest bulwark 
to protect economic freedom is a safe dispersion of power so the pub- 
lic cannot possibly be misled into believing that through conspiracy 
and restraint of trade and price fixing or anything of that sort they 
are being mistreated. 

Senator O’Manonry. In other words, you adhere to the basic 
theory of the American system of Government that the power of 
government should be divided and should not be concentrated ? 

Mr. Romney. Yes, sir. 

Senator O’Manoney. And you adhere to that same principle with 
respect to the economy, do you not ? 

Mr. Romney. With respect to labor and capital, with respect to 
industry and unions, yes, sir. 

Senator O’Manoney. Do you have any question about the fact 
that we have an industrial collectivism now ? 

Mr. Romney. We have an excess concentration of power on both 
sides, and that is what I have been talking about. 

Senator O’Manoney. Not only concentration of power, but we 
also have a collectivist situation. 

Mr. Romney. The only reason I am reluctant to use the word “col- 
lectivist” is that I think you use it in its generic meaning, that a large 
number of people are banded together in an enterprise, associated 
in an enterprise. 

Senator O’Manoney. We have collective bargaining. 

Mr. Romney. Yes. 

Senator O’Manoney. That is collectivism. It is not communism. 

Mr. Romney. I think we are disagreeing over words rather than 
over substance, you see. 

Senator O’Manoney. You do not want to use the word “collectiv- 
ism” because to your mind it may give the impression of communism. 

Mr. Romney. Yes. 

Collectivism, I think, has come to be known as some form of eco- 
homic society or human society where the Government is directing 
and controlling that society. 

22805—58—pt. 6——55 
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Senator O’Manoney. With that I agree. I agree with that point 
of view, but I want to make it clear that when I am talking about 
economic collectivism, I am talking about the fact that modern in- 
dustry in a growing degree is not only becoming concentrated, but 
it is falling into the ownership of millions of people, perhaps it 
should only be hundreds of thousands of people —— 

Mr. Romney. No, it is millions. 

Senator O’Manoney. Millions of people whose ownership is so 
small that they exercise no control over management, in effect. 

Mr. Romney. Widely dispersed. 

Senator O’Manoney. Do you agree with that ? 

Mr. Romney. Yes, sir. 

Senator O’Manoney. The remedy, therefore, must be a remedy that 
will preserve economic independence with an open door for the indi- 
vidual in the field of trade, commerce, and industry. 

Mr. Romney. Yes. 

Of course I think, Senator, in these large basic industries—this 
has been one of my basic points—in these large basic industries like 
the automobile chines. it is no longer practical to think in terms 
of an individual or even companies coming into that business now, 
you see, because the investment required, the risk involved, is too great, 
and that is why I have taken the position here that insofar as these 
big basic industries are concerned, that we must devise a means of 
birth from within the industry itself and out of the more successful 
enterprises in order to maintain an adequate number of competing 
companies. 

Senator O’Manoney. I have before me page 44 of your statement, 
and your listing of the major economic and political issues that, in 
your opinion, will make or break America. 

Mr. Romney. Yes, sir. 

Senator O’Manoney. Page 44. 

Mr. Romney. Yes, sir. 

Senator O’Manoney. The first of these is monopoly or competition. 

Mr. Romney. That is right. 

Senator O’Manongy. You want competition ? 

Mr. Romney. Yes, sir. 

Senator O’Manoney. You want every unit to be able to compete 
with another? 

Mr. Romney. That is right. 

Senator O’Manoney. You want the door of economic opportunity 
to be open to every individual citizen ¢ 

Mr. Romney. That is right. 

And competition does that. You only have that where you have 
an open competitive situation. 

Senator O’Manonry. What we now have is a situation in which 
the big companies with a large concentration of capital are in a posi- 
tion to go into one or more or a dozen different industries, wholly 
different in purpose and effect, and, because of their wealth, prevent 
others from going in, is not that right ? 

Mr. Romney. Well, Senator 

Senator O’Manoney. Let me give you an example of what I mean, 
so it will be clear. 

Mr. Romney. All right. 
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Senator O’Manoney. I was reading in Barron’s Weekly of Feb- 
ruary 10, the first-page story about a gas company which built a pipe- 
line. It is a very, very large company, the greatest, probably the 

eatest pipeline in the United States and Canada combined. It has 
a making so much money, growing so wealthy, because it dis- 
tributes natural gas to the great cities which consume natural gas. 
Seeking an investment for its unused funds, it has now bought con- 
trol of a corporation which is engaged in the manufacture of missiles 
for war, utterly unrelated to the production or distribution or sale of 
natural gas for heating. 

Do you believe that corporations carrying on national or interna- 
tional business should be authorized to go into any business under the 
sun ? 

Mr. Romney. Well, Senator, the position I have taken is that, No. 
1, in our present economic system we must have large-scale enterprise ; 
I think you will agree on that. 

Senator O’Manoney. Ofcourse, we cannot use the technology of this 


Mr. Romney. That is right, without large-scale enterprise. 

Senator O’Manoney. That is right. 

Mr. Romney. In our basic industry the very size of that enterprise 
requires capital and other things that exceed the ability of individuals 
and exceed the ability of most companies to engage in those larger 
industries. 

And so what I have proposed here is that in those industries the 
number of companies should be—a minimum number of competing 
companies should be provided for by calling for birth when com- 
panies achieve a certain percentage of industry. 

Senator O’Manoney. Do you mean by that—— 

Mr. Romney. DoI mean by that— 

I have not taken the — that a company should be prohibited 
from engaging in more than one basic industry. 

The reason I have not is this: that I have felt that the important 
thing was to have an adequate number of competing companies within 
each industry. 

Senator O’Manoney. I understand. 

Mr. Romney. Now it may well be, I am not saying that prohibiting 
them from being in more than one industry—I have set the percentage 
lower where a company is in more than one basic industry. 

Senator O’Manoney. Let’s take the industry in which you are en- 


Oita Yes. 


Senator O’Manoney. Is it your proposal that there shall be X 
number of corporations engaged in the manufacture of automobiles? 

Mr. Romney. I have suggested percentages that as far as I could 
see would give effect to what the Truman administration and the 
Eisenhower administration decided in the case of the aluminum and 
automobile industries. 

In the case of the aluminum and automobile industries, through 
their procurement powers, the two administrations both decided that 
there ought to be about 5 companies in those 2 industries for competi- 


tive purposes, and I have said in here that if that is sound policy, if 
around 5, or 5, 6, 4 is the number—— 
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Senator O’Manoney. Do you think it is sound policy ? 

Mr. Romney. I think 5 or 6 companies is—— 

Senator O’Manoney. How are you going to determine that ? 

Mr. Romney. How are you going to determine that ? 

Senator O’Manoneyr. Yes. Should it be determined by executive 
action or by legislative action ? 

Mr. Romney. Congressional action. 

Senator O’Manoney. Congressional action ? 

Mr. Romney. Yes, sir, and I think one of the most important ques- 
tions you have to decide is what number of companies you think it is 
necessary to have in our basic industries. 

If it is 5 or 6, then I say you ought to place a limitation of 35 
percent on the company that is in only 1 basic industry and 25 percent 
on the company that is in more than 1 basic industry because as a 

ractical matter that will give you from 5 to 6 companies in these basic 
industries. 

Senator O’Manoney. I am trying to get the principles and not de- 
tails because we could disagree about details and lose the whole point 
of your testimony. 

r. Romney. Yes. 

Senator O’Manoney. As I understand you now, you see no objec- 
tion, in fact you recommend the enactment of legislation by Con 
which would determine the minimum number of companies that ought 
to _— in particular industries. 

r. Romney. Minimum number of companies that you have got 
to have in our basic industries in order to have adequate competition; 
es, sir. 
7 Senator O’Manonery. That would be done by law, and you see 
nothing wrong about it, nothing un-American about it. 

Mr. Romney. No, sir. 

I propose that that be done, and that we shift this process of 
growth to the point where you reach the point where you become 2 
instead of 1 into accomplishment rather than in crime. 

Under our present antitrust laws, it is a crime, it is a reflection on 
the management men who achieve that result and I think we ought to 
shift that. I have made my capital-gains tax postponement proposal 
as a means of recognizing that companies that grow and become 2 
or 3 or 4 or 5 instead of 1 have made a great national contribution. 

I cite the Standard Oil Co., Senator, where today we have 34 vigor- 
ous companies from 1 company that was a great contribution. 

Senator O’Manoney. I was very glad to hear you cite this, because 
I have cited it 78 times myself. 

You told Senator Carroll a few moments ago that you used to pick 

ts 


Mr. Romney. I used to thin them and top them. 

Senator O’Manoney. The whole business right on the farm? 

Mr. Romney. Yes, sir. 

Senator O’Manoney. You know the beet industry ? 

Mr. Romney. Yes, sir. 

Senator O’Manonery. Suppose the American Motors Co. should be 
so prosperous as to be able to buy a beet factory and run it out there 
in Utah. Would you want the company to do that ? 

Mr. Romney. Well, I have not reached the point in my analysis 
of the situation where I think that a company should be prohibited 
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from undertaking to operate in another business successfully and for 
the benefit of the consumer. 

Senator O’ManHoney. Don’t you see that you would have to have a 
different set of experts running the two different businesses? 

Mr. Romney. Oh, sure. 

Senator O’Manonry. So that it would be only a fiscal union? It 
would not be an industrial union because the two enterprises are so 
different in nature that they could not possibly be operated by the 
= men, except if you had a genius like George Romney. [Laugh- 
ter. 

Mr. Romney. Well, I am not that good. I can tell you this, we 
have got a team operating American Motors and it takes a team. 

Senator O’Manoney. That is right. 

Mr. Romney. And noone man has the capacity —— 

Senator O’Manoney. You put your finger right on the word I 
wanted to use. Do you believe any team should be permitted, by 
“rtd over industry after industry, to dominate the whole industrial 
field 

Mr. Romney. Well, look, Senator, let me put it this way—— 

Senator O’Manoney. That is a good answer, yes or no? 

Mr. Romney. Well, I will say no, I do not want them to. 

No, I donot want them to. 

Now it becomes a yes over what point this horizontal spread should 
be limited in some way. 

Certainly, there are instances where the degree of horizontal spread 
is becoming very vast, there is not any question about that. I can 
think of some of them. 

There are instances where not only manufacturing but manufactur- 
a distribution are becoming widespread, you see. 

enator O’Manonry. Yes. 

Mr. Romney. I think those are problems that Congress ought to 
take a look at and decide what is in the best national interest. 

Senator O’Manoney. Well, let me—— 

Mr. Romney. I agree with you if this horizontal spread reaches the 
point where the concentration is beginning to hamper economic oppor- 
tunity and progress, that there should be some limitation on horizontal 
spread too, I have not undertaken to indicate what it should be. 

Senator O’Manoney. Let’s make it specific. You have good rela- 
tions with your dealers, that is American Motors ? 

Mr. Romney. Yes, sir, we have the best. 

Senator O’Manoney. You have the best ? 

Mr. Romney. I am sure that is the case. 

Senator O’Manoney. Do you think that a motor company should be 
permitted to take over the distributors ? 

Mr. Romney. I do not think it would be a wise thing to do at this 

int. 

Senator O’Manoney. That is the answer to the question. 

Mr. Romney. Yes. 

Senator O’Manoney. Do you think the distributors should be inde- 
pendent agencies ? 

Mr. Romney. I think that has worked best for the automobile indus- 
try. I think that is right. 
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Senator O’Manonery. You see what I am driving at. There is a 
— where the horizontal spread or even the vertical spread may 
ave a bad economic effect upon local business and local communities, 
Mr. Romney. Senator, a3 I think what I am saying is this, both 
on the industry side and on the labor side: That at the present time 
the concentration is so obvious within the area I have been discussing 
and the need for dispersion of power is so clear that we ought to act 
within the areas I am talking about. 

Now it may be that as we go on we will have to go further, but I do 
not think we should postpone all action because—— 

Senator O’Manoney. Until we have a perfect answer. 

Mr. Romney. That is right. 

Senator O’Manoney. Let’s begin. 

Mr. Romney. That is right, let’s get going. 

Senator O’Manonry. Mr. Chairman, I cies enjoyed myself inter- 
rogating the witness. I have been in agreement with most every- 
thing that he has said, but I want to lay particular emphasis upon his 
last remark, and that is the importance of having dispersion rather 
than concentration. 

Senator Keravver. I think it has been a very valuable colloquy, 
Senator O’Mahoney. 

Senator O’Manonery. Thank you very much, Mr. Romney. 

Mr. Romney. Thank you, Senator. 

Senator O’Manoney. I am glad you had the courage to come before 
the committee. 

Mr. Romney. Thank you. 

Senator O’Manoney. I hope the leaders of your industry and 
other companies will carefully read your testimony. 

Mr. Romney. Thank you. 

Senator Kerauver. Mr. Romney, without going into detail, there 
are a few things I wanted to ask you about before we finish your 
testimony. Does the holding of patents on basic developments thwart 
the growth and success of a company like yours? In other words, are 
you the user of some patents held by other motor companies ? 

Mr. Romney. No, Senator. Actually, the patent policy of the 
automotive industry has been a very enlightened patent policy far 
in advance of that of most other industries, and the holding of patents 
has not been a deterrent as far as we are concerned. 

Senator Keravver. Is there any reason why these companies have 
to license or is that just the way it has worked out ? 

Mr. Romney. Let me say this on the patent situation, Senator. 

I do not know exactly how the patent thing may work out down 
the road. The policy that has prevailed ioe tbonn a very beneficial 
and liberal one for the whole industry. 

Now what may develop in the future it is impossible to say. The 
old patent cross-licensing agreement in the industry is not nearly— 
well, it does not cover the same breadth as it once did. It does not 
provide the assurance of the continuation of the past policy that it 
once did, and what the policies may become as we move forward I 
do not know exactly. But there has been that change in the picture. 
The old patent cross-licensing agreement is a relatively meaningless 
thing today in terms of its coverage and the patents that it applies to. 

Senator Keravuver. A patent pool or a cross-licensing policy is of 
great importance for a new company or for a smaller company? 
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Mr. Romney. Yes; it would be in any instance where the patents 
are an important aspect of cost and ability to compete. 

Senator Krerauver. We had some testimony from Dr. Norris and 
others that so-called fancification, that is, General Motors put on some 
new gadget or a new fancy something, that more or less forced every- 
body else to follow suit. That is one of your problems, I take it? 

Mr. Romney. The automobile business really has some aspects about 
it that make it similar to three businesses. One is the millinery 
business where fashion is such a big part of it, and the other is the 

rishable-produce business, because you have to move the cars pretty 

ast or they lose their value, you see, and the other is the hard-goods 
business where you are really building metal objects that require 
heavy investments in tooling and so on. 

Now, Senator, in this millinery aspect, in the fashion aspect, a com- 
pany doing 45 or 50 percent of the business can make an aspect of 
car appearance a necessary earmark of product acceptance by the 
public just as a hat manufacturer—a women’s hat manufacturer who 
sold 50 percent of the hats would have a much easier time of making 
all other hat manufacturers put cherries on their hats if the cherries 
were decided by it to be the fashion note for the year. 

Now, we have had that sort of thing in the automotive industry, and 
I called attention to it in my testimony. I pointed out that if one of 
the smaller companies had put a wraparound windshield on its car, it 

robably would have been a flop, but the fact that it was put on cars 
y a company doing as much business as the company that put it on 
helped to make the thing a success, because in this field of fashion, 
Senator, familiarity brings acceptance. Familiarity brings accept- 
ance. 

Senator Kreravver. I take it that it is your feeling that while you 
want to have changes to bring about new scientific developments, 
prices might be held down some if there were not these great and 
sudden and frequent changes just for appearance itself, for style? 

Mr. Romney. Senator, I think you can leave things like that to the 
competitive influences, if you have enough competition. Some of the 
foreign cars have made it clear that the styling factor is not what 
everybody in this country has thought it was, I mean everybody in 
the industry, and one of the competitive moves we have made is to 
give less emphasis to pure style on some of our recent models. Ac- 
tually, we are undertaking to achieve some competitive advantage by 
this Rambler American where we have told the public and told our 
dealers that we will not make annual model changes. 

It does seem to me that Congress should concern itself funda- 
mentally with the question of adequate national policy to insure an 
adequate number of competing firms, and the competitive process 
itself will result in those individual companies seeking out ways in 
which they can take more of the business. 

Now currently, I happen to think that the role of styling in auto- 
mobiles is going through a change. As a matter of fact, the auto- 
mobile has been the outstanding means of impressing friends with 
your economic and social status, but that is changing now because, 
No. 1, when everybody has got them, it does not impress others par- 
ticularly, and No. 2, the automobile is running into a lot of competi- 
tion in that area. It is running into competition with people who 
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manufacture boats and who build swimming pools and people are 
taking trips to Europe and vacation trips to the South and joining 
clubs and a lot of things. 

Senator O’Manoney. Mr. Chairman, I might say that years ago, 
after this building had been constructed, and the Senate no longer 
found a livery stable across the street here convenient for the cars 
that the Senators were using, this garage with which we are all now 
so familiar was built. It was built before I took the oath of office, 
But when I first walked into that Senate garage in December of 1933, 
I found ample room in there for all the cars that all Senators and 
Members of Congress wanted to park. I think, Mr. Romney, before 
you leave, you ought to go down there now and see the big slots that 
have had to be marked out for the new cars have just made that garage 
too small to accommodate the Senate and those Members of Congress 
who used to come over here. 

Mr. Romney. I do not know why you do not buy more of my cars 
and get in and out easier. 
ene O’Manoney. I wondered if you were not going to take that 

ead. 

Senator Kerauver. Mr. Romney, a good deal has been said here 
about the salaries of officials of the other automobile companies and 
of the president of the UAW. I suppose your salary is in your proxy 
statement, as a matter of public record. Would you tell us what your 
salary is this year and what it was last year and the year before? 

Mr. Romney. Well, yes; I will be glad to do that, Senator. Actu- 
ally, in American Motors we have been battling to become more com- 
petitive and in the process of that we have been doing everything we 
could to cut costs to make the strongest possible competitive bid. 

Many groups associated with the company have made sacrifices in 
order to contribute to our economic success. 

When I was elected president of the company they fixed my salary 
at $125,000 a year, and sometime ago, I proposed to the board and to 
my fellow officers that I should reduce my own salary as a part of 
the extensive cost reduction program that we have been making and 
they opposed it. 

I think it might be interesting, Senators, to know why some of my 
fellow officers opposed it. They took the position that if I cut my 
salary it would reduce the incentive to other people in our organiza- 
tion to strive to try and head up the company, and I do not think 
that is an unimportant aspect of American industry. 

In a perfect society why we all strive to achieve things to serve our 
fellowmen. 

One of the reasons I left the Aluminum Company of America was 
because I found out the vice presidents of Aluminum Company of 
America were not very well paid, and I decided there was more op- 
portunity in the automobile business. In any event after several pro- 
posals I cut my salary, finally I went ahead despite opposition and I 
cut it to $75,000 and I currently get $75,000 a year, that is what I got 
part of last year, and that is what I am getting this year. 

Of course, it is much more spectacular to put the spotlight on Mr. 


Curtice’s $600,000 a year in getting wage proposals established as @ 
pattern. 








a2 €6@aee@e RK PF ZG SK Be 


= 








ADMINISTERED PRICES 2985 






Now actually, Senator, the 5 top officers of our company have cut 
their salaries an average of 29 percent on a voluntary basis, and in 
developing the executive teamwork that we needed in order to accom- 
plish what we have done competitively, we set up an executive bonus 

rogram that included all of the top officers of the company except 
the president and the 2 executive vice presidents, and we are the only 
officers of the company who have just a bare salary and no opportunity 
to benefit from any company improvement in earnings. 

Senator Keravuver. That is the only wage index that I have heard 
that has gone down in the last few years. 

Mr. Romney. Senator, one of the interesting things is if you take 
a look at American Motors, the lower down you are in the scheme 
of things, the better paid you are in een to competition. 

You see you get more than GM, Ford, or Chrysler workers if you 
are an hourly worker but the higher up you move the less you get 
relatively. 

That is actually the way we are set up. 

Senator Keravver. All right, now, Mr. Romney, just one other 
question: We sent you a letter asking for certain information, like 
we did the other companies. You gave us information fully except 
question 7, which all the others refused to give, too. The information 
you have given us has been quite complete and it is more actually 
than we got from Chrysler in their testimony. What is the cost to 

our company of preparing the testimony and of presenting it here, 
Mr. Romney ¢ 

Mr. Romney. Oh, I would have difficulty giving you any exact fig- 
ures, but I think I would be overstating it rather than understating 
if I said that our out-of-pocket costs, that is, the cash cost of doing 
it not including salaries and time of the men who worked on it, within 
the company, the help we have had to hire and so on, would be some- 
where around $7,500 to $10,000, and if you included the salary and 
time of those of us who have worked on this presentation and made 
it here, it would, I think, be in the area of $20,000 to $25,000. I think 
it is quite obvious from the statement that we made that we drew 
heavily on our own knowledge and experience and did not devote as 
much time to the preparation of extensive statistical tables and analy- 
ses as some of the other companies. 

Senator Keravver. I think that would be right. I have given a 
good deal of study to the reply of Chrysler to our letter. In their first 
24 pages they give the answers to the questions. In the next portion 
they put in a lot of sales talk about why Chrysler automobiles are better, 
why this improvement is better. That goes into 72 pages. Then they 
put in their annual statement and what not. 

Looking at it, I would say that they have given us no information 
that is not of public record from their annual statement or that could 
be very easily secured, that an intelligent administrative assistant cer- 
tainly ought to be able to compile, within a month. 

_ If they have spent any more than you have spent in getting up this 
information, then they had better look over the efficiency of their or- 
eenetion, because they have not supplied as much information, they 

ave not been here as long, they have not given as full testimony as you 
have. This guess of $500,000 which one of their officials made—of 
course he did say that was for a number of hearings, but it is the most 
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ridiculous figure I have ever heard presented to a congressional com- 
mittee. 

Mr. Romney. Senator, I made the point that one of our advantages 
is that our overhead costs are less and another is that we are not as 
musclebound as our larger competitors. 

Senator Kerauver. You have given us more information than we 
asked for. 

You have been here longer and you had 4 people with you; Mr. Col- 
bert had 3 with him at the witness table. He did have a lot of other 

eople sitting back in the rear; I do not know what they were there for, 
But I think his statement or his assistant’s statement was for the pur- 
= of, perhaps not discrediting the committee, but in trying to in- 

icate we asked for a lot of information. But you gave all the in- 
formation we asked for in 5 pages. They could have done it, too. 

Mr. Romney. Senator, there is one comment I would like to make 
that I think has some pertinence to the body of my presentation here, 
and that is a comment on this United Fruit consent decree. 

The Department of Justice has just reached this understanding with 
the United Fruit Co. as a result of which they will give birth in the 
next 8 years to a new company or decide how they are going to give 
birth to a new company and then there will be 4 more years in which 
actually to bring about that birth. 

That is a little longer birth period than most mastodons have and 
if we get into a birth period of that magnitude in trying to deal with 
this problem of economic concentration why everybody except a few 
big mastodons may be out of the picture, and I would hope that Con- 

would recognize that there must be some more normal birth period 
in order to perpetuate adequate competition within an industry. 

Senator Kerauver. If United Fruit had a monopoly and it is bad 
now, so that the consent order was presented, it does seem unusual 
that it should go on for 10 years before anything is done about it. 

Mr. Romney. It does to me. 

Senator Keravuver. The staff has prepared several charts which 
will be put in the record. 

I want to thank you very much again, Mr. Romney, Mr. Cushman, 
Mr. Timpy, Mr. Cross, Mr. McGaughey, Mr. Hallas, for your appear- 
ance here. 

I believe that the testimony you have given is going to be of great 
use to the Congress, to the automobile industry, and to the people of | 
the country in considering this very important problem of power, 
both from the viewpoint of industry and of labor, and from the view- 
point of what is good for the public. I think you have rendered a 
great public service in mage” Sf so frankly. e want to express 
our appreciation to you. You will be given an opportunity of 
responding to any testimony that has been presented in the record or 
that may be in the future in this series of our hearings. 

Mr. Romney. Thank you. Thank you very much. We appreciate 
that. 

Senator O’Manoney. Mr. Chairman, I think we are all agreed that 
we do not want to go back to the ice age, to the dinosaurs or to the 
mastodons. 

Senator Kerauver. Yes; that is one conclusion we can reach unani- 
mously. We are going to stand in recess until February 19 at 10 
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o'clock in this room, at which time we have invited Adm. Fred Bell, 
executive vice president of the National Automobile Dealers Associa- 
tion, to testify along with perhaps some other witnesses on that day. 

Mr. Romney. Senator, can I say just one word ? 

I appreciate the opportunity. Time said a lot, but I want to call 
attention to a trend that is developing. The success of the union 
is leading the dealers of the country to move essentially in the same 
direction, you see, and it is also leading other groups in agriculture, 
dairy farmers, and others to try and organize and through their con- 
certed power to secure exemption from the competitive influence, you 
see, sk I think that tendency is another one that should be borne in 
mind as you weigh this question of whether we have got adequate com- 
petition and whether we hadn’t ought to get more of it. 

Senator O’Manoney. Mr. Chairman, we do need competition. We 
all thrive on it. 

Senator Keravver. Thank you very much. 

(Whereupon, at 4:10 p. m., the subcommittee was adjourned, to 
reconvened at 10 a. m., Wednesday, February 20, 1958.) 
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WEDNESDAY, FEBRUARY 20, 1958 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m. in room 
494, Senate Office Building, Senator Joseph C. O’Mahoney pre- 
siding. 

Diesent : Senators O’Mahoney, Carroll, Dirksen, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Dr. John M. Blair, chief economist; Peter N. 
Chumbris, minority counsel; Carlile Bolton-Smith, counsel to Sena- 
tor Wiley; Horace L. Flurry, assistant counsel; Dr. E. Wayles 
Browne, Jr., economist; Peter Posmantur, attorney; Thomas B. Col- 
lins, staff member, Committee on the Judiciary; and Jerry O’Callag- 
han, assistant to Senator O’Mahoney. 

Senator O’Manoney. The committee will come to order. 

It is my duty to announce with great regret to the members of the 
subcommittee that Senator Kefauver’s father passed away last night. 
By reason of that fact, he is not with us today to preside over this meet- 


ing. 

t am sure that it will be the unanimous desire of the committee to 
adopt a resolution of sympathy to the Senator on behalf of the sub- 
committee of which he is chairman. Without objection, the Chair 
will ask the staff to prepare that resolution. 

; a Dirksen. Place it in the record and send a copy to his 
amily. 

Racator O’Manoney. Senator Dirksen suggests it be printed in the 
record and copies sent to members of the family. 

The meeting of the committee today is brought about by the fact 
that after the testimony of the auto manufacturers, the committee in- 
vited the National Automobile Dealers Association to come and dis- 
cuss the automobile industry from the point of view of the dealers. 

I recognize that it may be difficult for the association at this time to 
speak for all of the dealers. The committee is holding the hearing 
from the beginning to the end in the realization that there is an eco- 
nomic problem before the country and before the entire automobile 
industry with respect to the pricing of automobiles, with respect to 
the effect of dealing in automobiles upon all of those who are en- 
gaged in the industry, from the point of view not only of the manu- 
facturer but from the point of view also of the local dealer. 

Those of us on this committee who have had previous opportunity 
to meet the dealers and their organization and the officers of that 


2989 





2990 ADMINISTERED PRICES 


organization know that the automobile dealer is a strong economic 
factor in almost every community in the land. Local business, loca] 
trade and commerce, the stability of local economy, depends upon what 
the small-business man, the local businessman, can do. That situa- 
tion is a real problem, as demonstrated not only by the reports that 
come to Congress from all parts of the country, in stories that are 
—— in the newspapers, but also in the economic report of the 
resident. 

One of the recommendations that President Eisenhower made to 
the Congress in January in the economic report filed under the 
national employment bill, is that the limitation upon the life of the 
Small Business Administration be repealed, and that it be granted 
further opportunity and further authority to make various kinds of 
loans. This recommendation is a recognition that the small-business 
man’s problem is with us. We would like to hear from the officers 
of the NADA and from those who are gathered here today the 
point of view that you dealers want to express. 

I understand, Admiral Bell, that you have brought with you this 
morning a panel of automobile dealers and members of the NADA 
from various parts of the country. Your panel includes Dean Chaffin, 
of Bozeman, Mont., who is the new president of the National Auto- 
mobile Dealers Association; Birkett L. Williams, of Cleveland, Ohio 
who is vice president of the NADA and a member of the board of 
directors; John H. Lander, of Atlanta, Ga., treasurer and a director 
of NADA; Carl E. Fribley, of Norwich, N. Y., who was, in 1956, 
president of NADA; and Thomas F. Abbott, Jr., Fort Worth, Tex., 
a director for northern Texas and the chairman of the national affairs 
committee of this organization. 

If it is agreeable, Admiral Bell, we will call upon you to make the 
opening statement and then I assume the others will follow in oy 
order that you please to present any statements that they have. I thi 
that before the morning is over, we will indulge ourselves by inter- 
rogating the members who are present, in the hope of developing a 
free and frank discussion of the problems of the automobile industry. 

I may say, and I know I speak for the whole committee, that our 
purpose is to punish no one. We are not seeking to start any roust 
of any kind. We are seeking to promote good relations among all who 
are engaged in the automobile industry, and if there is a distressing 
situation, as many reports indicate, we want suggestions as to what 
may be done about it. 

Mr. Dixon, do you have some exhibits to put in the record ? 

Mr. Drxon. Mr. Chairman, I think it would be pertinent if at this 
time there be included in the record the financial statements of 1957 
for General Motors, Ford, and Chrysler, as committee exhibit 49. 

Senator O’Manonry. These were requested at the previous 
hearings ¢ 
Mr. , These were not requested, sir. They have just been 
made public recently, and they disclose the financial statements of 
these three major corporations for the year 1957. 

Senator O’Manoney. These are clips from the Washington Post! 

Mr. Drxon. The General Motors report is from the Washington 
Post of February 18. The one dealing with Ford is from the Wall 
Street Journal of February 13. The one dealing with Chrysler 1s 
from the Wall Street Journal of February 14. 
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Senator O’Mauoney. Without objection they will be made part of 
the record. 

(The atricles referred to may be found in the appendix on p. 3820.) 

Mr. Dixon. Mr. Chairman, also received since our last hearing are 
two communications from Mr. Walter Reuther, one of them dated 
February 11, and one of them dated February 12. 

Mr. Reuther, in his February 11 letter, deals with the colloquy 
which he had with Senator Dirksen with respect to testimony that he 
had presented before the House Committee on Agriculture on Feb- 
ruary 25, 1955. Mr. Reuther has written a 6-page letter requesting 
that it be made part of the record at that point where the colloquy 
took place with Senator Dirksen. I think Senator Dirksen might 
want to see this. 

Senator Dirksen. I should want to see it first. 

Mr. Dixon. And perhaps he might want to answer it or make com- 
ments about it himself. 

Senator O’Manoney. The Chair will hand this to Senator Dirksen 
for the present. 

(The material referred to may be found in the appendix on p. 3924.) 

Mr. Dixon. The other letter, Mr. Chairman, is dated February 12. 
It deals with specific requests that were made by various members of 
the subcommittee during Mr. Reuther’s testimony. He has submitted 
various materials and information, and the pages where references 
were made in the transcript are indicated. I would suggest that this 
information be included in the transcript at those pages, because it is 
in response to requests that were made of Mr. Reuther. 

Senator O’Manoney. Without objection, they will be received for 
the record, but before being made part of the record, they will be 
open to inspection by all the members of the subcommittee. 

(The material referred to may be found in the appendix beginning 
on p. 3924.) 

Mr. Dixon. I have one other letter, Mr. Chairman, sent by the 
gg of the Motor Lease Corp., in West Hartford, Conn., dated 

ebruary 11. It makes some reference to the testimony of Mr. Yntema 
dealing with the price of automobiles that this particular corporation 
has had to buy. I think it would add something to the record if that 
were made a part of it. 

Senator O’Manoney. Has it been seen by Mr. Yntema? 

Mr. Dixon. No, sir; it has not. 

Senator O’Manonry. I suggest that you send a copy of it to Mr. 
Yntema for his comment before it is made a part of the record. 

"hog material referred to may be found in the file of the subcom- 
mittee. 

Mr. Drxon. It is my understanding that Mr. Yntema as well as 
the other gentlemen who appeared here representing the automobile 
corporations will have a chance to comment upon anything in this 
record before it is finally closed. 

Senator O’Mauoney. In order to facilitate its insertion in the rec- 
ord, I would like to do it that way. These insertions in the record 
will be made in their proper places and not at the beginning of the 
hearing this morning. 

Admiral Bell, you have the floor. 
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STATEMENT OF FREDERICK J. BELL, NATIONAL AUTOMOBILE 
DEALERS ASSOCIATION, ACCOMPANIED BY DEALERS CARL E£, 
FRIBLEY, NORWICH, N. Y., CADILLAC-PONTIAC ; JOHN H. LANDER, 
ATLANTA, GA., DODGE-PLYMOUTH ; THOMAS F. ABBOTT, JR., FORT 
WORTH, TEX., PONTIAC; BIRKETT L. WILLIAMS, CLEVELAND, 
OHIO, FORD; AND DEAN CHAFFIN, BOZEMAN, MONT., BUICK. 
CHEVROLET 


Mr. Bru. Before I commence my statement, sir, with reference to 
the gentlemen who are accompanying me, I think that you and the 
members of the committee might be interested in knowing that not 
only are they officers and directors of NADA, but in their capacity 
as automobile dealers they represent General Motors, Ford, and 
Chrysler, and I think Tom, in your case, American Motors, and also 
they represent dealerships in small towns and in large metropolitan 
areas, and they fairly well cover the geography of the country. 

The only one, Mr. Chairman, who has a prepared statement besides 
myself is Mr. F ribley, and he has a brief statement which he should 
like to read at the appropriate time. 

These other gentlemen are here and ready and anxious to answer 
any questions, of course, that you might like to put to them in their 
capacity as automobile dealers, and again before I commence, sir, on 
behalf of my associates and myself, we, too, would like to express our 
deep sympathy to Senator Kefauver on the loss of his father. 

Mr. Chairman and members of the committee, my name is Fred- 
erick J. Bell. I am executive vice president of the National Auto- 
mobile Dealers Association. 

For purposes of the record and to help establish a frame of reference 
from which the retail automobile industry may be observed factually 
and objectively, I should like to define to you the NADA as a corpo- 
rate entity and the average member of NADA as a free enterprise 
American small-business man. 

Forty-one years ago, in 1917, a small group of franchised automo- 
bile dealers organized a national association—the NADA. 

The emplem of the association carries the words “Dealer Integrity, 
Public Service.” 

Through war and peace, through feast and famine, good times and 
bad, the vast majority of the members of this association of freemen 
have sought to abide by and live up to the twin concepts of integrity 
within the membership and good service to our customers. 

The overall membership has varied from a modest beginning toa 
high, during the war years, of about 35,000. 

he membership today is between 24,000 and 25,000 franchised 
automobile dealers giving employment to approximately 465,000 men 
and women. 

In the years between 1950 and 1958, the dollar volume of sales of 
our members has extended from a high of $32.3 billion in 1955 to 
a low of $22.6 billion in 1952. 

In that same period—and I have avoided the product-shortage 
years of the war and the high-demand, short-supply, seller’s market 
of the years immediately following the war—the profits of the overall 
retail automobile industry, expressed as a percentage of sales and 
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before provision for Federal income taxes, has varied from a high 
of 6.3 percent in 1950 to a low of 0.6 percent in 1954. 

On the basis of the analysis just completed by the business manage- 
ment department of NADA, I can report that for the overall year of 
1957 the profits of this retail industry which has been referred to as 
the bellwether of the national economy, amounted to 0.7 of 1 percent 
on sales, again, let me underscore, before provision for Federal taxes. 

To add emphasis to this figure, we are speaking of 0.7 of 1 percent 
profit on sales before provision for taxes in the case of an industry 
whose average member has a capital investment of $110,000, who 
gives employment to 19 people and who pays $6,300 in local, State, 
and Federal taxes and who accounts for 16.1 percent of the retail sales 
of all retail industries within the respective States. 

Senator O’Manoney. May I inquire at this point ? 

Mr. Bet. Yes, sir. 

Senator O’Manoney. You refer to all retail industries? 

Mr. Bev. That is correct, sir. 

Senator O’Manoney. This is not a percentage of the automobile 
sales ? 

Mr. Bey. No, sir. This is the percentage represented by the auto- 
mobile dealers of all retail sales. 

Senator O’Manoney. That is a very striking figure. 

Mr. Betx. Yes. I well remember the hearings that were conducted 
by this very same committee in this room in November and December 
of 1955 and the immeasurably valuable and refreshing results that 
ensued. 

At that time, speaking for the members of NADA, I said that we 
were not in the United States Senate to cry poor mouth for the au- 
tomobile dealer. We were not here to beg for a subsidy, to beseech 
the Senate for Federal aid, to ask for a guaranteed annual return on 
our investment or a guaranteed anything except the right to compete 
in a toughly competitive industry under ground rules that were 
defined clearly and adhered to by all. 

At that time, just a bit more than 2 years ago, a great gulf of mis- 
understanding had come to exist between the top management of the 
automobile manufacturers and the men who were responsible for 
selling and servicing their product. Thanks to the diligence, inter- 
est, and perseverence of this committee and the almost unanimous sup- 

rt of the Members of both bodies of the Congress, the strong spot- 
ight of public interest was thrown upon factory-dealer relationships 
and sweeping changes were made by factory management in the 
franchise agreements. 

Later, in the summer of 1956, the so-called good-faith, day-in-court 
bill was enacted into law as Public Law 1026—a bill, a very simple 
bill, a badly needed bill; which provided that in the relationships 
between automobile manufacturers and their franchised dealers, good 
faith should be presumed to exist and that undue force, coercion, pres- 
sure, intimidation between factory and dealer would permit either 
party to the sales agreement to have recourse to the courts. 

I am happy to be able to report to this committee that the existence 
of this law as a part of the Federal statutes has served to tranquilize 
the industry and its internal relationships. 

22805—58—pt. 6——56 
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Senator O’Manonery. Perhaps the committee can indulge in more 
tranquilizers. 

Mr. Bewu. We hope so, sir. 

— O’Manoney. We have no patent on any tranquilizer drugs, 
ou. 

Mr Betu. Some of our members feel that they need those drugs, 

Thus, this committee and the Congress have helped to reemphasize 
to all segments of an important industry the fact that if an industry 
cannot resolve its problems among and within its own industrial and 
economic family, there are others who are charged with the re- 
sponsibility of protecting the many from the injustices of the few, 

And so today there exists a much closer understanding, a much 
more intimate relationship between factory and dealer than was 
found to be the case when Senator O’Mahoney commenced his hear- 
ings in November of 1955. 

ow, does this mean that there are no longer any problems? [| 
have but to refer to the seven-tenths of 1 percent profit which I men- 
tioned a few moments ago to provide a partial answer. 

And yet, to put this figure in the record without supplementary 
comment would be in the nature of making a blanket indictment of a 
situation and would emphasize the apparent failure of the members 
of this association to come forward with constructive ideas as to how 
the situation might be remedied. 

In the many contacts that we have with the management of the five 
automobile manufacturers, we have sought always to avoid any form 
of breast beating or sackcloth and ashes approach of the “things are 
awful and you’ve got to do something” variety. 

As men of dignity and competence and experience, the vast ma- 
jority of our members feel an obligation to assist in the solution of 
industrial problems by coming forth with specific recommendations— 
each of which must measure favorably on the yardstick of public 
interest. 

A few weeks ago we concluded our 41st annual convention. Prior 
to the convention there were several days of meetings of the 55-man 
board of directors of NADA. The board approved a program and 
subsequently this program was submitted to, and approved by, our 
membership. 

I believe it would be of interest and significance to this committee 
to hear the program, because it is very brief, it is very simple and, 
we think, it is very sensible. 

First of all, our members say, in effect, that when a man invests & 
considerable sum of money in a one-purpose enterprise, and engages 
to sell one product, which may or may not from year to year meet 
the public fancy, he should have a moderate degree of protection 
of his savings and his investment against what might be termed can- 
nibalism within the industry. 

The Department of Justice is on record as saying that the concept 
of giving the automobile dealer some modest degree of protection 
against invasion of his designated sales territory might—and let me 
underscore the word “might”—be in violation of existing antitrust 
laws. The department is on record as saying, in a most frank and 
outspoken fashion, that there has never been a court test case in point 
and that such a test would perhaps resolve any doubt in the minds of 
the Attorney General or the courts. 
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We think it unreasonable to request a manufacturer or to suggest 
to our members that they enter together into a friendly suit to prove 
or disprove the accuracy of the Justice Department’s position. 

We think that the proper way to approach the matter is to lay it 
fairly and squarely before the lawmaking body of the United States. 

Therefore, we propose in the very near future to seek the introduc- 
tion in both the Belate and House of Representatives of a short and 
simple bill that would resolve the issue once and for all when it is 
enacted into law. 

Senator O’Maunoney. May the Chair say at this point that several 
weeks ago I talked with Judge Hansen, the head of the Antitrust 
Division of the Department of Justice, to inquire about the position 
that he was said to have taken with respect to what is commonly called 
territorial security. This is the matter to which you have now re- 
ferred. 

Mr. Bru. It is, sir. 

Senator O’Manoney. I asked him if he would be good enough to 
send me a copy of the report of the speech which he made to your 
organization. He did that, and if there is no objection, I will make 
that speech of his a part of the record, as committee exhibit 44. 

(The speech referred to may be found in the appendix on p. 3824.) 

Mr. Bez. Fine, sir. 

Senator O’Manoney. So that we have before us the exact language 
that Judge Hansen used in expressing his opinion on this matter to 
your group. 

Mr. Be.u. To our board of directors. You are not making refer- 
ence to his address before the Used Car Dealers Association. 

Senator O’Manoney. No. 

Senator Wier. Have you the bill ? 

Mr. Bex. We have it, Senator, but it has not been cleared by the 
Parliamentarians. 

Senator Wixey. I was wondering if you are going to put it in the 
record because the various features of the bill itself would be very 
interesting in order to see whether in our judgment we agree with 
the Attorney General or whether we have other ideas. 

Mr. Bex. I have a copy, Mr. Chairman, of the bill as it exists now 
and I would like again to emphasize that we do not know that this is 
the final form it will take. 

Senator O’Manoney. With full reservation on your part for any 
change of opinion, this will be made a part of the record. 

(The bill referred to follows :) 


Be it enacted by the Senate and House of Representatives of the United States 
0f America in Congress assembled, That section 5 (a) of the Federal Trade 
Commission Act, as amended (38 Stat. 719 U. S. C. 45) is amended by adding 
at the end of subsection 5 of: said section 5 (a) the following new subsections: 

(6) Nothing contained in this act or any of the antitrust acts shall render 
unlawful any contracts or agreements in which or in connection with which a 
manufacturer establishes a system of incentive payments to compensate his re- 
tailers for sales at retail of said manufacturer’s products within specified geo- 
graphical areas assigned by said manufacturer to his retailers as their respective 
ares of sales and service responsibility. 

(7) Nothing contained in this act or any of the antitrust acts shall render 
unlawful any contract or agreement in which a manufacturer requires that war- 
ranties will be fulfilled and services rendered and facilities provided by his 
dealer, and in which a manufacturer ¢ffectuates a system of compensating all of 
his dealers for fulfilling such warranties, rendering such services and providing 
such facilities. 
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Mr. Bett. Shall I proceed, sir? 

Senator O’Manoney. Proceed. 

Mr. Betu. A second portion of NADA’s program lies in the area of 
what we have termed “Equality of Competitive Opportunity.” Let 
me emphasize equality of competitive opportunity. 

Brought down to the nuts and bolts department of our industry, 
this means simply that as between two automobile dealers selling the 
same make of car or truck, there should be established by the terms 
of the franchise a practical er between their respective op- 
portunities, their respective risks, and their respective obligations, 

For example, if a man is induced to become a dealer at an im- 
portant downtown corner in any metropolitan area, it is obvious that 
he will be operating under an extremely high overhead. There is 
nothing wrong with that if the market that is assigned to him is such 
that he can expect a reasonable profit provided he brings to his opera- 
tion a high degree of diligence and competence. 

But if at the same time a franchise to sell a similar make of auto- 
mobile is granted to another man on the outskirts of the city or ina 
nearby village or town where the overhead is low and if this small- 
town dealer whose market is determined to be, for example, 300 new 
cars a year, is permitted to order and receive 1,000 cars which he sells 
into the area of the high overhead dealer, the high overhead dealer 
cannot survive because of the lack of existence between the two of 
any equality of competitive bs  aegocarvh 

Therefore, we are urging the various manufacturers to adopt the 


ECO concept and to say to the smalltown dealer, “Your market has 
been analyzed by skilled men. We think that your market will sup- 


port the sale of X number of new units per year. We would like for 
you to sell 3X or 5X, but before you can qualify to do so, you must 
show that you have capital which will support adequately this ex- 
panded number of units and that you have service facilities com- 
mensurate with rendering good service to the buyers in your expanded 
market.” 

This proposal has been placed before the manufacturers, and we are 
awaiting responses from them. 

Mr. McHveu. Admiral, in this connection, what is it specifically 
that the dealers have asked the manufacturers to do on this proposal? 

Mr. Betz. In this ECO thing that I am referring to? 

Mr. McHven. Yes. 

Mr. Betx. We are simply saying this: Let’s don’t do anything to 
remove the toughly competitive part of the industry, but let’s don’t 
make it absolutely impossible and economically impossible for a 
dealer to survive who has agreed to invest his money into selling your 
make of automobile. 

Now, if you have a dealership down on the corner of Connecticut 
and K, you are going to have a high overhead. If they give mes 
dealership on the outskirts of Falls Church in a quonset hut or an 
open lot and let me compete with you and permit me, in spite of the 
fact that I should really be selling in that area 200 or 300 cars a year, 
to order 2,000 or 3,000 and get them, it is obvious that your goose 1s 
cooked. You cannot survive. 

Now, I want to sell 3,000 cars a year, but I think that before the 
factory ships me 3,000, they should say, “Fine, but look, have you 
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the capital that is required to maintain 3,000 cars? Are you financially 
able to do that? And furthermore, have you erected the facilities 
that will permit you to give proper service to the owners of those 
8,000 cars” ? 

We are simply saying that there should be a relationship between 
the service facilities avaiable, the amount of operating capital, and 
the volume of the merchandise. 

Mr. McHveu. Specifically, with reference to the type of change in 
the manufacturer’s relationship with his dealers that this plan would 
embrace, I assume then that what you would expect the manufac- 
turer to do is not to ship more cars into a particular dealer’s locality 
than it is felt that area can reasonably absorb? Is that substantially 
what would be expected of the manufacturer ? 

Mr. Bex. That is correct, and also, and perhaps even more impor- 
tantly, that there be a relationship between dollars, facilities, and 
numbers of automobiles. 

Now, I might say that one of the Big Three has just completed an 
intensive study of a very elaborate economic and marketing study, and 
they tell me that they propose to do just that. That they want to sell 
all of the sniemnanie they can, and we want them to, that is fine, 
but there should be a practical business relationship between the dol- 
lars of the dealer, the facilities with which he renders service, and the 
numbers of cars shipped to him by the factory. 

Senator Witey. What about the rights of the consumer, the pur- 
chaser? Now, let us make it practical. Would you limit the right 
of a Senator or anyone else going into any territory to buy a car? 

Mr. Beuu. That has not a thing to do with it, Senator. Our con- 
cept does not approach that at all. There is no prohibition of any 
kind against where a person should buy a car or where he should have 
it repaired or where he should sell it, none whatsoever. 

Senator Wizey. I know, but you are doing it if the fellow that you 
want to buy it from has not got the car. 

Mr. Bexu. If the fellow from whom you want to buy it is a good 
dealer, he will have the car. 

Senator Wirery. I am just trying to think this thing through. 

Senator Carrotu. Will the Senator yield? To follow through on 
that. meee he have the car if there is a limitation placed upon his 
market 

Senator Witey. That is what I am talking about. 

Mr. Beuu. There is a limitation placed upon his market now, Sen- 
ator. Every dealer—and I would hope that you would ask that of 
these gentlemen who are dealers of many years of experience—before 
they commence their dealership or sign their franchise, their market is 
very skillfully analyzed by the manufacturer, and the dealer is es- 
tablished within certain brackets as being a 200-, a 500-, a 1,000-, 
42,000-car dealer. So it is actually being done. 

We are simply saying to take that one step further and simply be- 
cause a little fellow out in the country with no overhead wants to order 
2,000 automobiles, there is no earthly reason why he should be per- 
mitted to do so because it is upsetting the market. 

Senator Carroiu. In other words, you put a quota limitation upon 
the franchise. Is that not what you have in mind? 
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Mr. Betz. No. We are saying this: that if I am now a 300-car 
dealer, I am aggressive, I am ambitious, there is a population flow 
into my community, my market is enlarged, I want to become a 500- 
car dealer, and I think the factory would heartily approve of that and 
so would we, provided I am able to produce the number of dollars 
that should support a 500-car dealer and provided I erect the service 
facilities that will permit me adequately to serve the customers of my 
500 cars. 

Senator Carrotu. I am not quarreling with you, Admiral, because I 
have the situation in Denver. I talked to a Denver dealer who had a 
substantial investment. I do not know whether I have all the facts, 
but he told me that his particular manufacturer not only franchised 
a new dealership, but invested money, lent the money to that dealer- 
ship, which interfered with his investment. That is something that 
we might take up here a little bit later on. 

Now, however, let us follow through with the very pointed question 
of the able Senator from Wisconsin. It is a purpose, is it not, to limit 
the number of cars that go to a particular dealer, based upon his 
capability for service and the amount of money he has invested? 
Isn’t that your concept ? 

Mr. Betz. That is correct, sir, and the actual potential of the mar- 
ket that is assigned to him. 

It is a very simple thing to find out. It is being done by marketing 
experts every day in all types of industry. 

Senator Carroiy. Let us probe this a little bit more. We have in 
the Big Three a manufacturing group which controls about 96 per- 
cent of this industry and, in a sense, which has a controlled production. 
Thus, if you have a controlled outlet, there would be no real com- 
petition in the way that competition exists today insofar as the con- 
sumer is concerned. Isn’t that true? 

Mr. Betz. I’m afraid I don’t quite follow you, Senator Carroll. 

Senator Carrott. Perhaps I can explain by giving an example. 
Let’s take the situation that you have indicated. Let’s assume that 
a man gets a thousand automobiles. 

Mr. Bett. Yes, sir. 

Senator Carroi. I find this situation in Denver today. The dealer 
pays the fixed factory price, but he is not receiving the recommended 
retail price. He is not getting that price because there is a competition 
among the dealers which drives the retail price down. In some 
cases, cars are moving at $150 over factory price. My dealers tell me 
they cannot make a go with that profit margin. 

Mr. Betx. Because of the lack of a competitive opportunity. 

Senator Carrotx. I suppose you could call it that. But let us turn 
the point around. At present there is a limitation of production. 
Assume also a limitation of retail outlets. If both production and 
dealer outlets are limited that amounts almost to price fixing, and 
the consumer will have to pay the full suggested retail price. 

Mr. Betu. I think 2 years ago in these hearings reference was made 
to a book by Paul Mazor, a very eminent economist of Lehman Bros., 

a book called The Standards We Raise, and in that he makes the 
point that it is distribution, not production that is the true key to our 
economic health, and with regard to our industry he points out that 
it is quite possible for the manufacturers, if they wish to do so, to 
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produce let us say 10 million automobiles and in the doing produce 
us into a depression. 

Therefore, when we are speaking on behalf of NADA here this 
morning we are, although not authorized to do, speaking on behalf 
of all distribution because we agree with Paul Mazor that in a coun- 
try where it is possible physically and technologically to produce far 
more than the market will bear, that can be a bad thing for the econ- 
omy. Weare not urging controlled production. 

Senator Carroxtt. I am not quarreling with your contention con- 
cerning the situation which exists among the dealers. The question 
is, however, whether this situation can be straightened out by statute 
or whether it can be straightened out by private agreements between 
the manufacturers and the dealers. I know that in my area many of 
the dealers are suffering, there is great suffering at this point. But 
please go on, I do not mean to interfere with you here. 

Senator O’Manoney. The comments, I think, have all been of value 
and I am glad we had them, but I desire to point out that the bill 
which has been circulated here was expressly characterized by the 
witness as not being the final product. The final product that may 
be requested to be introduced may be very different from the bill 
before us. I would, however, like to make this comment: I think in 
the preparation of any bill that is presented for introduction by any 
Member of Congress, the Members will be very anxious to know that 
the terms of the bill are not such as to delegate away from Congress 
to the manufacturers in the automobile industry the power to regulate 
this commerce. The Constitution has given to Congress the power to 

late commerce among the States and with foreign nations. This 
iedvetry now has grown beyond the confines of the States and the 
local communities. It is not only national, but in some aspects it is 
international in its influence upon commerce, so that the subject is a 
very big one. I know from my conversations with the leaders of 
NADA that it is their intention to be most careful in drafting any 
requests that they make to the Congress for legislation. 

Senator Wixtrey. May I interrupt there? 

It seems to me, and I know a little something about this business, 
that the fault is more or less with the dealers themselves. You get 
into cutthroat competition. You run into a period such as you have 
now where the consuming public is exhausted to a large extent be- 
cause of a previous push in sales. They are buying, or desire to buy, 
and expect lower prices and all that. The remedy is the thing we 
are looking for. Can it be legislative? 

It seems to me when you have people that are in real competition, 
and I call it cutthroat competition, you have a situation that exists 
where men who have loaded themselves up with a lot of these second- 
hand cars and have stated to the producer that they could sell so 
many cars, now a are going to say by law that that fellow cannot 
reach out and sell here or there or any place else, if a buyer comes to 
him. It is a pretty dangerous situation from the standpoint of those 
who have always been preaching competition of seeking to regulate 
morals. It goes to the question of fair dealing and so forth, but you 
have presented a very interesting proposition, and I shall be glad to 
listen to the rest of your wisdom. 
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Mr. Bet. I am going to touch on industria] morality in just an- 
other page or so, Seoaber, because we think that is extremely im- 
rtan 


t. 

Mr. Dixon. Admiral, in pursuance of Senator Wiley’s line of ques- 
tioning, there are many people who do not like compres in this 
country. I have read your statement, and I have just listened to your 
explanation. Isn’t what you are really after here that your dealers 
are displeased with the fact that other dealers are willing pec 
to sell cars in their territories at a little lower price to the benefit of 
theconsumer? Isn’t that what your problem is? 

Mr. Bex. No, not at all, Mr. Dixon, and I would hope that at some 
stage of the proceedings the manufacturer to whom I have made ref- 
erence, and ian not think I should bring their names in here, would 
indicate to this committee the results of their market analysis and 
what they have found in what they call the pases from little 
dealers as to a metropolitan area as compared with the pump-outs from 
the metropolitan dealers into the suburbs and outlying territory. We 
are not seeking any action either here or in Detroit that would dimin- 
ish in any degree a strongly healthy, competitive atmosphere. 

We do think that it is possible for ill-advised men or men who are 
a little shortsighted to so operate this industry that small business 
will be behind the eight ball, and that has happened. 

I think the hearings of 2 years ago—and bear in mind, Mr. Dixon, 
and gentlemen, that we are still paying for many of the deficiencies 
of 1953, 1954, and 1955, to which many references were made at those 
hearings conducted by the present chairman, Senator O’Mahoney. 


We are still paying for caer we feel on this ECO concept, for 


example, which means nothing but an equitable allocation of products, 
that no law is needed for that, that it is just as easy for the manu- 
facturer to allocate his products in an equitable manner, just as 
simple for him to do that as it seems to be for him to purchase the 
materials, the glass, the steel, the rubber, the what-have-you that go 
into the price. 

Mr. Drxon. Under the law today the manufacturer has the right 
to pick and choose whom he is going to sell to. 

r. Bett. Why, of course. 

Mr. Drxon. He can set up as many dealers as he wants to. 

Mr. Bett. Sure he can. 

Mr. Drxon. That is what the law is set up for, to give him those 
liberties. 

Mr. Betu. That is right. When liberty becomes license, why his 
distributors suffer. 

Mr. Drxon. Then your complaint is against the manufacturers? 

Mr. Bett. My complaint is against an economic system, and I 
would like to make it clear here that in this business of allocating 
automobiles, let me repeat we do not think that any law is needed. 

We do not think that any law has to be enacted to do that. We 
think that can be done starting 5 minutes from now on the part of 
men who are determined that their distributors and their dealers will 
make a living. 

Senator O’Manoney. I would like to comment at this point that the 
nature of the colloquy which has been going on indicates one of the 
basic aspects of the whole controversy arising in the preservation 
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of competition in modern commerce. The questions and the answers 
in this instance, as in many instances before the Congress, are all 

itched in the personal pronouns; he may do this, a dealer being an 
individual may do thus and so. I have read many court decisions 
on the antitrust laws in which the court has had the basic concept of 
the relationship that should exist and must exist among human beings 
when they are in trade and commerce. But we are dealing, in the 
modern era, with an entity very different from a human being. We 
are dealing with organizations that are established, sometimes by 
law and sometimes without any law—corporations, associations, labor 
unions. These are organizations, and to assume that organizations 
have the same rights and freedom of individuals preserved by the Con- 
stitution, announced first in the Declaration of Independence, is a 
basic error. 

Mr. Betu. We could not agree more fully, Senator. 

Senator O’Manoney. Congress can change the powers of corpora- 
tions, and limit the powers of corporations in any way that it wishes, 
because it has the unlimited power to regulate commerce. I might 
say that Chief Justice Marshall certainly was no bolshevik, he was 
not a leftist in any degree of the word, but in a famous decision he 
announced that Congress has the unlimited power to regulate even 
intrastate commerce if it affects interstate or international commerce. 
Certainly, since no corporation exists except by the act of some gov- 
ernment, the government may describe the powers, the responsibili- 
ties, and the duties. It would be quite possible, I say to you, Senator 
Carroll, in my judgment for a law to be passed which would provide 
that a manufacturer engaged in national commerce should not be per- 
mitted to compete with local dealers with whom that manufacturing 
corporation has distributing contracts. I do not advocate that. 

Mr. Bett. No, Senator, 1 am just broadening the discussion a little 
bit and making certain that we are not going to go forward confusing 
the rights of corporations with the rights of men. 

Senator Carrot. Mr. Chairman, so that my remarks will not be 
misunderstood, I point out that what I sought to draw the admiral’s 
attention to was a situation which exists today in Colorado. 

Mr. Betx. And not only there, sir. 

Senator Carro.u. I am not fully conversant of the whole situation 
inthe nation. I am anew member of this committee and therefore not 
fully informed of what has gone on in the past, but in 1956 in 
Colorado we had a transportation of automobiles from Missouri into 
Colorado which upset the market. They brought cars into Colorado 
and sold them at as little or less than $150 over the factory price. 

Did the earlier hearings seek to correct that? 

Senator O’Manoney. We have a great deal of testimony about boot- 
legging of automobiles. The word was not applied in the hearings by 
any member of the committee to the automobile industry, but dealers 
and others who had been engaged in the industry referred to the boot- 
legging aspect of some who were engaged in the industry as though 
it was a commonplace thing known to everybody. I think the testi- 
mony at that time amply indicated that was the case. I remember 
very well one witness from the Northwest whose franchise had been 
terminated but who frankly stated that he was still in the automobile 
industry, he was still selling cars, but he was bootlegging them. 














3002 ADMINISTERED PRICES 


Senator Carroti. We had that situation in Colorado. These cars 
were moving interstate, and they disrupted the price of the market 
area. Does that situation obtain today ? 

Mr. Bett. Yes, sir, that obtains today. 

Senator Carrotu. To the same extent? 

Mr. Betx. No, not to as marked a degree as it did 2 years ago, but it 
still exists. It is spotty geographically. In some areas it does not, 
in some areas it does. 

Senator Carrott. While we are on this subject, may I put another 
question or two? Some of my dealers have said they are not so con- 
cerned about other dealers as they are about manufacturers pricing 
the cars out of the market. Have the manufacturers priced themselves 
out of the great volume market ? 

Do you have any comments to make about that? 

Mr. Betu. I have none myself, Senator Carroll, but these gentle- 
men, I am sure, will and especially Mr. Fribley when he testifies. 

Mr. McHuexu. Admiral, before we leave this point, do you feel that 
if you should be successful in voluntarily getting the manufacturers 
to adopt your equality of competitive opportunity program along the 
lines which you propose, is it possible that might remove the need for 
legislation which would authorize agreements which may have the 
effect of restricting the area into which dealers might sell ? 

Mr. Betz. To me it is quite conceivable that that would be the case, 
As Senator Wiley has pointed out, you cannot legislate morality, and 
whether you have or have not a law, in the final analysis you have 
to rely upon the good judgment and the morality and the intelligence 
of men. We feel that there are many things that could be done without 
needing to go to the Congress. 

Now I am certainly not a spokesman for Detroit, and they do not 
need me to be a spokesman, but in the recent visits that we have had 
with the manufacturers there, if they carry out the plans that they 
have announced to us that they propose to carry out, a great deal of 
the difficulty will be eliminated. 

I believe they recognize that during the postwar years some dealers 
were appointed who should not have been appointed, and the so-called 
fringe or stimulater dealer to whom many references were made in 
the hearings 2 years ago, many of the top management of Detroit 
recognize now that they made a great mistake in that, that it hada 
tendency to upset the market. 

Senator Wier. I am interested, Admiral, in your statement of 
some economics. We have been listening to economists, and will con- 
tinue to listen for a long time, as to what the remedies are. Someone 
said they made a report that in market A the dealer should have so 
many, market B,so many. You realize that as a matter of fact, prob- 
ably right in Detroit now where you have got some 300,000 unem- 
ployed, if that is market A, in a certain section, that market is not 
what it was when probably the economists went in and looked it over. 

Mr. Betu. That is correct, sir. 

Senator Wier. So you are in a constant situation of flux in every- 
thing, internationally, nationally, domestically, and everything. 

Mr. Betu. Of course. 

Senator Wizey. So when you start to try to get a definite rule to 
apply to what we call a competitive business, what you are really 
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doing is giving somebody power over the activities of a little-business 
man to his detriment. Someone else will get the cars and he will 
not. 

Then there is a question of salesmanship. I have seen in small 
communities a car salesman go in and say he cannot do anything. 
He is a salesman, he really sells the cars and he knows how to sell 
them. He knows how to undersell, too, and there he goes. That is 
competition. I am really interested in your proposition, but I am 
interested also to see that the remedy is not worse than the disease. I 
think it is basically a question of fair dealing. 

Mr. Betz. And you point out that market analysis. Market analy- 
sis of the kind that we certainly have in mind and that should be 
applicable to the industry is not a spotty thing or a one-shot thing. 

It must be a continuing thing, because as you point out, if you have 
a labor surplus area or a labor shortage area, or if a large Government 
installation goes in carrying thousands of other people, or if the 
growth of the suburbs continue, the markets are constantly changing, 
we recognize that. 

Now it has been told to me in Detroit very recently by one large 
manufacturer that they are looking over, and they are, they are looking 
over most carefully all of their dealerships, and they are saying that 
just because we have had a dealership on this corner for 35 years and 
he can no longer make a profit because his market has gone out into 
the suburbs and he goes out of business, there is no reason for us to 
immediately reappoint a dealer because of his historically being there. 

But they have been doing that, and now they recognize that it is 
wrong. It doesnot make good business. 

Shall I continue, sir ? 

Senator O’Manoney. Please proceed, Admiral. 

Mr. Beuu. There is implicit in the ECO concept a requirement that 
the allocation to dealers of new cars and trucks by the manufacturers be 
made on a realistic basis, relating such factors as the reasonable poten- 
tial of the local market, the capital position of the dealer and the facili- 
ties which he has provided for service. 

All too often, in the past, the dealer operating on an open lot or 
from a quonset hut has been permitted to receive new cars and trucks 
out of all proportion to his own market area, with the result that mar- 
keting conditions have been upset and distorted and the public led 
further down the road of confusion, because desperate men, Senator 
Wiley, sometimes take desperate measures. Proper market studies 
have not been made by the manufacturers, or if made, they have not 
been used as guides by the sales organization. This condition must be 
corrected. The manufacturers tell me that they are determined to do 

A third portion of the NADA program has to do with business 
standards and business ethics. We have requested the manufacturers 
to include in their sales agreements a code of business standards that 
would require the manufacturers and their authorized dealers to con- 
duct themselves in an ethical manner in their relationships with the 
buying public. We have said to the manufacturers that unless such a 
code of business standards is soon adopted and adhered to we feel that 
the automobile industry will further deteriorate in the critical gaze of 
public opinion. 
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The automobile dealer historically has been a retailer of service, 
He has kept America on wheels. He and his brothers have, during the 
past 12 months, donated more than 10,000 new automobiles to our high 
schools for use in teen-age driver education and training. 

Unhappily we seem unable, within the retail industry itself, to 
remove the few bad apples who have given a strong and unpleasant 
odor to the barrel. 

We need the cooperation of the manufacturers, and I am confident 
that we shall obtain it. We are saying, in essence, “provide the ground 
rules and if any dealer is a persistent violator of the rules, get rid of 
him. We don’t want him; he gives your product a bad name and he 
doesn’t help the industry.” 

Therefore, we ask for a code of business standards. 

It isn’t fair to request a manufacturer to do something that we are 
unwilling to do ourselves. 

Mr. Drxon. Excuse me, Admiral. Would that not be a restraint 
of trade for you to agree with a manufacturer that if some dealer did 
something that displeased your group, that the manufacturer would 
agree to get rid of him ? 

Mr. Betx. We haven’t that in mind at all, Mr. Dixon, not at all. 
This is a completely unilateral action on the part of the manufacturer. 

Mr. Dixon. I am quoting your statement : 

We have said to the manufacturer that unless such a code is soon adopted, 
we feel that the automobile industry will further deteriorate. 

Mr. Betu. That is right, we do. And Senator O’Mahoney and 
Senator Wiley will recall some of the advertising that we introduced 
in evidence, and that was submitted by others 2 years ago, which 
were classic examples of the existence of this handful of bad apples 
to whom I make reference. 

Mr. Drxon. Who would police the bad apples, you or the manv- 
facturer ? 

Mr. Betu. The manufacturer would police his own. 

Mr. Dixon. The manufacturer has that right now, sir, under the 
aw. 

Mr. Betxu. Of course he has, of course he has. And we have been 
told that there are great difficulties to writing in an agreement a code 
of business standards. 

We do not think there are great difficulties. 


NEED FOR BUSINESS STANDARDS 


Senator O’Manoney. It may be appropriate to remark at this point 
that the Federal Trade Commission presently has the legal power to 
enforce fair-trade a That power does not go to the extent 


of enabling the Federal Trade Commission to make rules of law, but 
only to express and formulate what might be called advisory codes 
of ethics. 

I do not know whether your organization has at any time con- 
sulted the Federal Trade Commission with respect to this matter. 

Mr. Brix. Not to my knowledge, Senator, but to clear up the point 
made by Mr. Dixon, we have not the slightest intention of desiring 
or wishing to enter into any form of agreement with any automobile 
manufacturer having to do with his own dealers. 
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That is his business. 

Senator O’Manoney. It is bound to be a difficult task, and I ap- 
plaud you for attempting to work out some sort of solution. But I 
think we must all bear in mind the fact that it is not so many years, 
though the years are piling on, since the NRA was adopted to estab- 
lish a code of business standards, and as I recall, the Supreme Court 
turned thumbs down on the NRA in the famous chicken case. But 
we all know as we come here today that we are dealing with a most 
complex problem, and we recognize the fact that when you presented 
this bill in response to the inquiries of the committee, you did so with 
the express reservation that it is not the final product of NADA. 

Mr. Betz. And do not members of the bar have a code of ethics or 
some form of self-regulation to protect the public from unscrupulous 
attorneys? Do not the members of the medical profession have some 
such thing, the securities dealers? 

We think that in order for the small-business men who sell auto- 
mobiles and render service to automobile owners to be regarded, as 
they should be regarded, as trustworthy, respected, good clean citizens, 
that perhaps some ground rules are needed to be established by the 
manufacturer. 

We have seen instances in recent weeks where at least one dealer 
was indicted on several counts for the business practices in which he 
was engaged, and yet he had been a dealer for some time and was re- 
garded by some as a very successful dealer. The vast majority of the 
members of NADA do not like to see their honorable profession 
tainted by this handful of people. 

Mr. Dixon. Referring to the SEC and doctors and lawyers, doctors 
come under the supervision of a State medical board, investment peo- 
ple come under the supervision of the SEC. NADA would be under 
nobody’s supervision. 

Mr. Betx. And we do not want to be. We are afraid that if the 
current situation is allowed to continue and further deteriorate, that 
there is going to be a governmental agency of some kind regulating 
the only transportation industry that is not regulated today. 

We do not want it. 

Senator O’Manonsy. You certainly do not want regulation of the 
manufacturers. 

_ Mr. Bex. We have sort of gotten used to that, but we do not like 
it, as far as it goes. 

Senator Wier. To go back to my figure of speech using community 
A and community B, you can call it city or suburb, there happen to 
be 3 big fellows handling cars; 4 now, with American Motors. 
In community A, General Motors figures amount to probably 100 
cars. Community B probably figures 500 cars. What is Chrysler 
and what is Ford going to do about this? Are they going to limit it 
tothat? Iam just thinking about the practicality of this thing now. 

Mr. Brix. It is being done now to a degree, Senator. I doubt if 
there is any manufacturer—and here again I simply cannot speak for 
them, but I doubt if there is any manufacturer—who does not project 

production on some realistic comparison with what he has com- 
puted to be his share of the market. 
Senator Wizey. I realize the franchise may cover some of those 
things, but are you going to permit the manufacturers to limit the cars 
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in a certain place so that the consumer really has not got the benefit of 
competition, and so forth ? 
r. Betz. No, Senator Wiley. 

Senator Wizer. I am trying to think out loud now. 

Mr. Brty. We have no such thought in mind and would bitterly 
resent any such thing as that. 

Senator Carrotu. Will the Senator yield? That is the pont we 
tried to bring out before. I think this is the testimony before us— 
the manufacturers limit production because, as you have expressed 
it, they are each taking a piece of the market. 

I think some economists would call this limitation of production 
the scarcity concept. When they limit production they begin to al- 
locate unto each sales area a portion of that limited production. So 
really, in the end, with a limited production, with a restricted allo- 
cation going into each area, competition is restricted and prices are 
firmed. That is good for the dealer. 

We know that the dealers need better poten: but the point is this: 
It will really not give the consumer the play that he has today. May- 
be he has too much play, but surely restricted distribution does not 
give him much play at all. 

Mr. Bett. That is an extreme and one that we would hope at all 
costs to avoid. 

The other extreme is pumping into an economy that is geared to 
5 million cars, 8 million. That is the other extreme. We think some- 
where between those extremes lies some good, sound business judgment 
based on careful, analytical marketing studies. 

Senator Witey. Of course, we have a pretty good example with 
milk. We cannot even ship the best milk in the world here into Wash- 
— They are restricting that, so I am just telling you that it 

appens. 

r. Bert. Senator, if you want some dealer support for that milk, 
why, you call on us. 

Mr. Dixon. Admiral, while you are on that point—— 

Mr. Betu. Milk or prices ? 

Mr. Dixon. Prices. Prior to Senator O’Mahoney’s hearings several 
years ago, in which you played a very prominent part, I understood 
that the dealer had to take what the manufacturer sent him. Nowl 
understand that the dealer has some choice as to how many cars he 
buys. Is that true, sir? 

r. Betz. That is correct, sir. 

Mr. Dixon. If a dealer has that choice today, then are you objecting 
to the fact that a dealer who is not quite as fancy as the downtown 
dealer gets over on the edge of town, acquires a big lot, puts his cars 
out on the lot, and sees that he has a lower overhead, so he orders more 
cars than the dealer in town and takes away the town dealer’s cus- 
tomers because he is willing to shave his prices. You would say that 
that is wrong ? 

Mr. Betz. Oh, no, no, no; not at all. 

Mr. Drxon. Under your quota system, why would it not be wrong! 
How many cars would you let him have? Because he just has 4 
quonset hut, you would not let him have as many as the dealer with 
a fancy storeroom ? : 

Mr. Bexx. If I am the manufacturer and I am letting this ambi- 
tious—— 
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Mr. Dixon. He wants to be big, but he starts off little. He is new. 

Mr. Bett. We think that is fine, but then we do not think it is fine 
if I, the manufacturer, have induced Senator O’Mahoney to open 
an elaborate and pretentious and costly building in downtown Wash- 
ington selling the same product. We think there is something wrong 
there. There is an absence of economic balance. Senator O’Mahoney 
is going to go broke. 

. Dixon. We are going through that same thing in Washington. 
There are a lot of ae who object to the discount houses down- 
town. But the public likes them. Hecht and Woodward & Lothrop 
and Kann’s and all those department stores do not like it, but the 
public goes to the discount houses where they can buy the same elec- 
tric fan or electric razor for, say, about half price. They like it. 
Hecht and Woodward & Lothrop have a lot more money invested than 
the man down on 11th Street in Washington, D. C., but the public, 
mind you, is getting the benefit of a lower price. Would you deny 
that price to the public? 

Mr. Betx. Of course not, and let us remember that Hecht and 
Woodward & Lothrop are not operating on a single franchise basis 
under the domination of a single manufacturer. 

Mr. Dixon. They are in some lines. 

Mr. Beuu. If they and their stockholders wish, they can move to 
Silver Spring or they can fold up downtown, they can go to Falls 
Church, they can put up a little 1-story building. They have inde- 

ndence of action and decision. 

Shall I proceed, sir ? 

Senator O’Manonry. You may proceed, Admiral. 

Mr. Bett. We of NADA, and again this is unilateral, are revising 
and strengthening our own code of ethics. We propose to require all 
of our members and any applicant for membership to sign a statement 
to the effect that he will abide by this code of ethics in the public 
interest. Should he not, we then intend to establish procedures where- 
by he may be expelled from membership. 

A fourth element of the NADA program seems to me to have a direct 
bearing on the subject of great interest to this committee—the matter 
of automobile prices. 

Senator Witey. Have you drawn up that code so we can have 
copies ¢ 

r. Bett. We have our existing code. 
: Benator Wuey. Is that the one you suggest applicable to this situa- 
tion ¢ 

Mr. Bei. We are revising and reviewing and we hope we will 
strengthen it. With the chairman’s permission, I shall submit a copy 
of the current code of ethics for the record. 

Senator O’Manoney. It may be received. 
wily document referred to may be found in the appendix on p. 

4, 

Mr. Brix. Consistently, throughout the years, NADA has sought 
to avoid telling the manufacturers what they should charge for their 
products. By and large, we think that is the business of the factories. 
_ We think that for the dealer to inject himself unduly into the cost- 
Ing practices of a manufacturer is equally as indefensible as for any 
trade unionist to suggest action that would provide him with author- 
ity wholly unrelated to commensurate responsibility. 
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In point of fact, we think it would be just as silly, just as economi- 
cally absurd for us to suggest to any trade union the amount of dues 
they should charge and the way in which they should spend the moneys 
provided by their members. 

I might add, parenthetically, that the revelations neers from 
the hearings of another committee of this body have indicated some 
interesting ways in which trade union moneys are expended, for the 
benefit of the few at the expense of the many. 

In the matter of pricing, we have recommended to the manufac. 
turers that they return to a practice that existed for many years in 
the industry of having a nationally advertised uniform delivered 
price for their products. 

In the strictest sense such a price would not be uniform because it 
would vary between localities and States in response to local and 
State taxes. 

Senator Witry. Have you seen the advertising lately on television? 

Mr. Bett. I certainly have, Senator. 

However, such action on the part of manufacturers would serve 
to inform the public as to some reasonable and close approximation 
of what an automobile should cost in contrast to the current situation 
where a prospective buyer needs a crystal ball and a cupful of tea 
leaves, and it helps a little if he’s the seventh son of a seventh son. 

Senator Witey. Is that all? 

Mr. Dixon. Admiral, you said back there that you all did not be- 
lieve you should tell the manufacturer what he should charge for the 
product and yet two paragraphs later you suggest that he ought to 
charge a flat delivered price. 

Mr. Betu. We are not telling him what his price ought to be. 

Mr. Dixon. Yet you would have him offer to the public a delivered 
price which has more phantom freight in it than anything else you 
could imagine. You suggest that be invoked on the public. y! 

Mr. Bett. I believe that an icebox costs the same in Portland, Maine, 
as it costs in Portland, Oreg. 

Mr. Dixon. Why? Doesn’t it cost something to get it from Detroit 
to Portland, Maine? Doesn’t it cost something to ship that icebox! 

Mr. Betx. Why sure. 

ad Daxon. And yet you would have the same delivered price every- 
where? 

Mr. Betz. We certainly would. 

Mr. Drxon. You like that? 

Mr. Betz. We like it. 

Mr. Drxon. You like the public to pay phantom freight ? 

Mr. Betu. We like the public to know what an automobile ought to 
cost. And bear in mind that all these cars do not come from Detroit, 
Mr. Dixon. There are assembly plants across the country which the 
manufacturers have provided. 

Senator Winey. at is your justification? Is this a code now or 
is this going to be a law, in which you are going to tell the manufac- 
turer todothis? Which would it be? 

Mr. Bett. We are suggesting to them that they revert to the system 
that was in effect for many years, and these gentlemen with me who 
are dealers can at your request give their experiences when that situa- 
tion did exist. 
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Senator Wirry. That is a stripped price and a dressed-up price; is 
that right ? 

Mr. Beiu. We think that any advertised price should tell what that 
price represents. There are too many cases where you see a price that 
is a fictitious price, because it leads the buyer to believe that he is 
getting an equipped automobile, whereas in point of fact, he is not. 

Senator Carrot. May I interrupt, Admiral, to see if I understand ? 
Let us take any car. Let us take the Ford automobile. You mean that 
that Ford automobile would be sold in the retail market all over 
America at the same price ? 

Mr. Be.u. No, sir, not at all, no, sir. 

Senator Carrott. That is why I took up counsel’s question. 

Mr. Betx. We are recommending that it be sold to the Ford dealers 
all over America at the same price. 

Senator Carroity. At a uniform price? 

Mr. Be.x. And the public is informed that this is the price. Now, 
that in no way restricts, as I shall point out here in just a moment, the 
dealer from bargaining with the customer. 

Senator Carrow. In other words, this is the manufacturer’s price to 
the dealer ? 

Mr. Beur. That is correct, sir. No, no, I am sorry, Senator, this 
is the manufacturer saying to the public on television, in newspapers, 
on radio and what have you, that a Ford automobile of this model 
with this equipment sells for this price. 

Senator Wixry. Delivered ? 

Mr. Bett. Delivered, the State and local taxes extra to the customer. 

Senator Carroiyi. In other words, the manufacturer in a sense 
would be setting the retail price? 

Mr. Bet. That is the suggested price, and there is nothing new in 
that, Senator. Senator O’Mahoney will recall perhaps the Buick ad- 
vertising of 2 years ago when they did precisely that, the suggested 
price of a Buick ZYX with this equipment is such and such. 

Senator Carrotu. Let us see if I get this straight. There has been 
a little confusion. Would there be a differential in prices from the 
manufacturer to the various dealers throughout the country based 
upon where they are, or do they have the same price? 

Mr. Beni.. They have the same price. 

Senator Carrotu. They will or will not? 

Mr. Bett. They will. 

Senator Carroiu. Let us see now. 

Mr. Brett. Obviously, you could not have a recommended national 
delivered price to a customer and charge the dealer a variety of prices. 

Senator Carrot. I was thinking of Mr. Dixon’s question. In other 
words, you have a manufacturer’s price to the dealer. and then a 
recommended retail price to the consumer, and which is uniform? 

Mr. Betu. That is correct, sir. 

Senator Carrotv. Throughout the country? 

Mr. Ber. Yes, sir. 

Senator Wirry. That is just advertised ? 

Mr. Brix. That is right. How well we know that, Senator. 

The pricing structure that we recommend would in no way “fix” 
prices nor prescribe the price that a consumer must pay for a com- 
modity. All we are advocating is some way of restoring public con- 
fidence in the pricing structure of the industry and removing the 
22805—58—pt. 6——57 
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opportunity for a handful of unscrupulous men vo advertise fan- 
tastic discounts which bear no relation to the truth because they are 
discounts from an artificially inflated or “packed” price. Practices 
such as this deceive and defraud the public. We think they should 
be stopped by any lawful means. 

Referring again to the NADA Convention recently held at Miamj 
Beach, our theme for the meeting was “To Sell—Serve”—a capsule 
expression giving emphasis to the need for good customer service if 
we are to continue to be good salesmen. 

It occurred to us that with such a theme it was important to get 
the views of representative bodies of consumers—those whom we seek 
to serve. 

Therefore, we asked the General Federation of Women’s Clubs, 
with 11 million members, and the National Student Association, with 
3 million members, to provide spokesmen for their groups. 

Further, in order that they might report on an objective basis we 
a mg questionnaires so that a suitable cross section of their mem- 

ership could inform us of their views on specific matters having to 
do with the construction, sales, service, advertising, and costs of auto- 
mobiles. 

The response to the questionnaires was almost unbelievable from 
the point of view of experienced, professional poll takers and opinion 
samplers. Of those to whom questionnaires were sent, 68 percent of 
the women and 40 percent of the students responded. 

In the case of the ladies, I might say that many of them were not 
content with checking the questionnaire but they wrote at length, and 
pointedly, in giving their personal opinions. 

They acted as though they welcomed the opportunity of setting 
forth their views on every aspect of our industry. That’s exactly what 
we wanted them to do. We expected rocks as well as orchids and we 
certainly got them. 

In spite of the hundreds of millions of dollars that the manufac- 
turers and dealers spend every year on advertising their products and 
their services, replies to the questionnaires indicated that both Detroit 
and dealer have a great deal of room for improvement in communi- 
cating to their customers. 

One forthright member of the General Federation of Women’s 
Clubs said, “Auto advertising appeals to children and idiots.” An- 
other said, “Oh, advertising? It’s more amusing than convincing.” 

Madison Avenue and Detroit and the dealer body should not 
regard lightly such statements as these because we are neither manu- 
facturing nor advertising nor selling nor servicing inexpensive 
trinkets or gadgets. 

I should like to attach to my statement, for the record, the com- 
posite results of our consumer satisfaction survey conducted with 
the cooperation of the General Federation of Women’s Clubs and 
the National Students Association. 

Senator O’Manoney. This will be exhibit 1 of this presentation. 

(The survey referred to may be found in the appendix on p. 3826.) 

Mr. Bet. In response to the statement that “New car dealers’ 
profits are believed to be fair, too high, too low, no answer”—l 
percent of the women and 43 percent of the students indicated that 
they thought new car dealer profits were fair. 








m- 
ith 
and 


ion. 
6.) 
ers 
—51 
hat 


ADMINISTERED PRICES 3011 


Thirty-two percent of the women and 39 poe of the students 
stated that they felt dealer profits to be too high. 

In the light of the 0.7 of 1 percent profit on sales that the members 
of NADA made for the entire year of 1957, it is obvious that our 
neighbors do not understand our own situation very accurately. 

ere are 1 or 2 other elements of the NADA program that are 
not especially germane to the study area of this committee. I shall 
add only that they, like the remainder of the program, measure up 
on the yardstick of public interest. ; 

In conclusion, Mr. Chairman and gentlemen, I should like to sum- 
marize the position of NADA and make one recommendation to this 
committee : : 

1. The hearings conducted in the Senate and the House slightly 
more than 2 years ago brought about a greatly improved climate 
within the automobile industry. 

2. There remain many other things that must be done to stabilize 
the industry, ar in the economic position of the automobile 
dealers, and to help to restore public confidence and trust in this 
bellwether of the economy. 

8. Positive and definite action directed toward this end has been 
adopted by the NADA Board and submitted to the manufacturers 
for their approval and implementation. 

4, Recent reports to us from important consumer groups have 
been helpful in aiding us to reappraise certain business practices 
and will be equally helpful, I should imagine, to the manufacturers, 
because they were quite critical of product and design in some 
instances. 

5. The profit picture of the retail end of the automobile business 
should ring an alarm bell in the breast of every thinking man. 

6. A recognition on the part of all concerned in Government— 
including the executive branch—that laws should be interpreted and 
applied in the light of changing conditions will add to the life ex- 
pectancy of small business free enterprise in America. 

And now for the recommendation. 

The men whom I have the honor of representing despise arrogance 
and totalitarianism wherever and whenever it is encountered. The 
greatest threat today in the minds of our members lies in the 
authoritarian control of highly organized minoriy groups in the 
trade-union movement. 

We think that the time has come for the will and free expression of 
the majority to be given as much weight as the loud voice of the con- 
trolled minority. 

Senator Witey. By the way, did we get in the record, and do you 
want to submit it, if you have not, the recommendations that you 
had presented to the manufacturers ? 

__Mr. Bet. I have covered them in there, sir. I shall be most happy, 
if you wish, to provide you with the copy and the documents as we 
actually sent to the manufacturers. 

Senator O’Manonry. Please do so. 

 Agerece referred to may be found in the appendix on 
p. > 

Mr. Bei. There exists no compulsion within NADA. We can- 
hot, nor should we ever be permitted to, require that a man be a dues 
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paying member of this association in return for the privilege of 
selling and servicing automobiles and trucks. We think that com- 
pulsory membership in any organization in return for the oppor- 
tunity of gaining and maintaining employment is a blasphemy 
against the precepts of the Founding Fathers. No matter how be- 
guiling or persuasive or attractive may be the words of trade-union 
spokesmen, nor with what . of political expediency their de- 
sires may be regarded, we hold to the belief that there is no place 
in America for compulsory membership in any organization. 

We urge, therefore, that this committee take a good strong look 
at that form of monopoly with which small business as well as bi 
business is confronted. The results of any monopoly will be heat 
in disservice and injury to the public. 

Mr. Chairman and gentlemen, I am grateful for the opportunity 
of being permitted to ee before you and to voice in some measure 
the concerns and apprehensions and desires of a segment of small 
business. 

Although it is my responsibility, together with my associates on the 
staff of NADA, to serve as the instrument of action in carrying out 
the desires of our members as expressed through the board of directors, 
I believe that there are many matters in connection with these hear- 
ings that you would prefer to discuss directly with certain of our 
leaders who are active automobile dealers. 

And as Senator O’Mahoney pointed out at the beginning of this 
hearing, he made reference to these gentlemen, and you have this 
introduction before you and you mentioned them by name, Mr, 
Chairman. 

Accompanying me here today is a group of men whom I should like 
to identify and present to you. These gentlemen have expressed their 
willingness to respond to any questions that you may wish to put to 
them regarding their own lengthy experience, or any details of dealer- 
ship operation. 

With your permission, then, I should like to present them to you as 
follows: 

Dean Chaffin, Bozeman, Mont. (population, 11,325), Buick-Chevro- 
Jet dealer. President of NADA and a director since 1950. NADA 
member and dealer for more than 30 years. A former speaker of the 
Montana House of Representatives, he is president of the Montana 
Economic Council and the Montana Council for Traffic Safety. He 
has held executive posts in the Bozeman and Montana dealer associa- 
tions, his local and State chambers of commerce and his local Kiwanis 
Club. 

Birkett L. Williams, Cleveland, Ohio (population, 914,808), Ford 
dealer. Vice president of NADA and member of the board of di- 
rectors. Mr. Williams is past president of the Cleveland and Ohio 
automobile dealer associations and is regional vice president of the 
Automobile Old Timers. In 1952-53, he was Cleveland’s police and 
fire commissioner. A leader in civic affairs, Mr. Williams has served 
as president of the Cleveland Red Cross, Better Business Bureau and 
Rotary Club. 

John H. Lander, Atlanta, Ga. (population, 331,314), Dodge-Ply- 
mouth dealer. Treasurer and a director of NADA. He is a past 
president of both his State and local dealer associations and is now 
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vice chairman of the Dodge Dealers Advisory Council. Active in 
community affairs, Mr. Lander is regional chairman of the Boy Scouts 
of America, a member of the Lions International, Pan-American 
Club, and Georgia Motor Club. Mr. Lander placed second in the 
Brand Names Foundation National Retailers Award in 1953. 

Carl E. Fribley, Norwich, N. Y. (8,816), Cadillac-Pontiac-GMC 
Truck dealer. President of NADA in 1956 and a member for 26 
years. Mr. Fribley was present of his State association for two terms 
(1945-47), and is a life director of that group. He was named “Dealer 
of the Year” in 1953 by the New York State Automobile Dealers 
Association. He has served as park and playground commissioner 
since 1944. 

Thomas F. Abbott, Jr., Fort Worth, Tex. (population, 278,778), 
Pontiac dealer. NADA director for Northern Texas and Chairman of 
the National Affairs Committee. Mr. Abbott has been a director and 

resident of his State association as well as president of the Fort 
Vorth association. He is on the board of regents of the Texas Tech- 
nological College, is a director of his local better business bureau and 
president of the Texas Highway Safety Council. 

Senator O’Manoney. Senator Wiley? 

Senator Witey. Referring to page 15, “We urge that this commit- 
tee take a good strong look at this form of monopoly with which small 
business as well as big business is confronted, results of any monopoly 
will be reflected in disservice and injury to the public’—do you want 
to tell us what the facts are in relation to your group as to what you 
consider the effects of labor monopoly ? 

Mr. Beux. I can tell you in two words: Very bad. 

Senator Wirtry. Can you give us concrete examples of just what 
you are driving at so that the record will be clear ? 

Mr. Beiu. Yes, I can, sir, but rather than give them from memory, 
or rather than give them orally, may I confer with general counsel 
a moment. 

Senator Wiley, general counsel, Mr. Moore informs me that we 
have some examples of the kind of operations to which I make refer- 
ence, and that perhaps serve to point up what we would regard as 
perhaps some weaknesses in the present labor laws. I am not seeking to 
indict trade union leadership in any degree. 

Senator Witey. I want to be eminently fair, because in this con- 
mittee we are looking at the rights of labor, management and the 
consuming public, and we are also looking at the effect of monopoly 
upon the taxes of this Government. We can’t ignore that situation. 
But here is a statement that is more or less of a generality. I think 
that if you want to tell us that this monopoly that you speak of 
affects the effectiveness of your sales organization, affects the question 
of distribution or whatever you oat think it is pertinent to this 
inquiry, because we are interested in these four segments of our 
economy. 

Mr. Bett. With your permission, sir, and the permission of the 
chairman, it would be my personal preference to provide you with a 
supplemental report directed to that subject, which we can do fairly 
promptly. 

Senator Wuey. All right. Do you mean that organized labor 
affects individual automobile sales because of the shop workers, or 
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that they limit the right of the owner in some way or affect the effi- 
ciency or they mean excess costs for the consumer or what are you 
driving at? 

Mr. Bexx. I am driving at all of those things. To take two s 
cifics, Senator Wiley, the use in certain instances that I can provide 
you with of the secondary boycott and the existence of the so-called 
gray area in which the National Labor Relations Board so far will 
not act and the State courts maintain that they may not, and that 
is the sort of thing that we have in mind because of the injurious 
effect on small business operations. 

Senator Wier. I think you should have a whole day to tell us 
specifically what the situation is because I personally am interested 
in seeing that monopoly doesn’t exist anywhere to the detriment to 
the American public or to the matter of enforcing what we call hu- 
man rights in the Republic. If it has taken hold in this industry 
with some what—Is it 30,000 dealers, how many dealers are there? 

Mr. Be.u. We have between 24 and 25,000 in our own membership. 

Senator Witey. I think it is pertinent after you make that state- 
ment because otherwise it isn’t fair to anybody; it is just a generality, 
I used to practice law many years ago and I always remember the 
court saying, “State the facts and none of your conclusions, state the 
facts,” and that is what I want. 

Mr. Brix. We should be happy to do so, sir, if that is what the 
Chair would like us to do. 

I don’t mean at this moment. I mean to provide a supplemental 
report, if that is the desire of the committee. 

Senator O’Manonry. You may make such supplemental answer 
to the inquiry of Senator Wiley as you wish. 

Senator Wirry. Aren’t you interested, too, sir? 

Senator O’Manoney. Of course I am interested. 

Senator Wiiey. I am so happy. 

(The statement referred to may be found in the appendix on 
p. 4223.) 

Senator O’Manoney. I might point out, however, for the record, 
that the Federal Trade Commission Act, when it was passed man 
years ago, drew a specific difference between labor and the commod- 
ities that form the basis of trade and commerce. It was specifically 
provided, as I recall in that act, that human labor is not a commodity 
in commerce; I mean, I am referring to section VI of the Clayton 
Act, rather. 

Mr. Dixon points out that the Clayton Act and the Federal Trade 
Commission Act were passed in the same year, which excuses my con- 
fusing the Trade Commission Act with the Clayton Act. 

Mr. Bett. Mr. Chairman, I am informed by our legislative counsel 
that Mr. Fribley’s prepared statement will take about 13 minutes, 

Senator Wiiey. In your reference to labor not being a commodity, 
say Koquest for the facts didn’t go to the question of labor as a com- 
modity. 

Mr. Bex. I understand, sir. 

Senator Wizey. It went to the question of a very serious charge 
which we have heard before in some of the larger industries, but here 
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you have a matter involving whether or not in the dealers throughout 
the country there is also, let us say, unbrotherly love manifested, and 
conduct that doesn’t come within what we have been talking about 
here, square dealing and so forth. If that is a fact, we should have 
it, and concretely, and whoever testifies should be subject to cross-ex- 
amination on it, because we are interested in seeing that power doesn’t 
gravitate anywhere to the detriment of the general welfare. 

Senator Carroitu. Will the Senator yield on that point? 

Senator Wizry. Yes. 

Senator Carron. Is it your contention, Admiral, was yours a 

neral observation about labor monopoly as relating to the entire 
industry, or did you specifically apply this to the automobile dealers? 

Mr. Bei. I don’t think that 1t applies wholly and unreservedly 
and unrestrictedly to automobile dealers, Senator. 

Senator Carrouu. I asked what you had in mind when you made 
the observation. Did you refer to the automobile dealers? 

Mr. Bett. Many of our members in the automobile industry in 
NADA feel that small business as represented by these 24 some 
thousand small businessmen is being caught in quite a squeeze be- 
tween big labor and big business and that decisions are being made 
that will influence the conduct of their sales, and they have no say 
whatsoever in helping to arrive at those decisions. 

Senator Carrotu. Your observations of a labor monopoly had to do 
with the general automotive industry ¢ 

Mr. Betx. Correct, sir. 

Senator Carrott. Rather than specifically to the dealers? 

Mr. Betu. Yes, sir. 

Senator Carrotu. In view of that, do you think it will be necessary 
for you to supply supplementary evidence? 

Mr. Betx. The supplemental evidence that I would be very happy 
to supply applies to a few specific incidents directly affecting a local 
dealer in his local market, and does not stem from what might be 
called any vast powers possessed by the UAW. 

Senator Carroiu. In other words, it would be a local labor situ- 
ation with reference to a local dealer ¢ 

Mr. Bett. Yes, Senator. 

Senator Carrott. Mr. Chairman, I suggest that may not be ger- 
mane to this particular hearing. I have no objection to its going in. 
I will leave it to the chairman to determine whether it is germane. 

Senator O’Manoney. When the committee assembles in executive 
session to review the testimony, I think it will find no difficulty in 
determining what subjects are germane to the investigation we are 
making. 

Mr. Sribiey, you are the former president of the NADA. Will 
you proceed ? : 

Mr. Fristey. Mr. Chairman, and gentlemen of the committee, I 
am Carl E. Fribley, NADA president in 1956, and have been a 
Cadillac-Pontiac-GMC truck dealer for almost 27 years in Norwich, 
N. Y., in the green hills of Chenango County—1 of the 5 largest 
milk-producing counties in these United States. 
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Senator Witey. Where are you from ? 

Mr. Fristey. Chenango County, N. Y. 

Senator Witey. Have you any butterfat in your milk? 

Mr. Fristey. News accounts of the testimony of Mr. Reuther of 
the UAW and Dr. Yntema of the Ford Motor Co. have created in the 
minds of the public, and possibly in the minds of this committee, 
views and Giidadios unwarranted by my original remarks. There- 
fore, because the record was made here, I deeply appreciate this op- 
portunity to set the record straight. 

My remarks made at Arden House, Harriman, N. Y., to the Con- 
sumer Credit Management Group on June 5, 1956, the Maine Dealers 
on September 8, 1956, at York Harbor, Maine, and the Automotive 
Old Timers Luncheon in Philadelphia on April 24, 1957, were not ad 
lib or extemporaneous. Press releases were sent out in every case 
several days prior to my appearance. 

On June 5, 1956, at Arden House, Harriman, N. Y., I said the pos- 
sibility of increased price tags for 1957 were the gravest threat facing 
the automobile retailing industry. 

This remark was made because of the press stories emanating in 
the spring of 1956 from Detroit and New York suggesting the in- 
evitability of substantial price increases. 

On September 8 at York Harbor, Maine, I pointed out that dealers 
throughout the country were having difficulty in trading profitably 
on 2- and 38-year-old models because of the difference between the 
trade-in value and the price of the new car. I further pointed out 
that the 1956 price increases were absorbed entirely by dealers which 
caused a net profit reduction from 3.1 percent, before taxes, for the 
first 6 months of 1955, to 1 percent for the first 6 months in 1956. 

I further commented that customers were more price conscious than 
ever and that “resistance to buying is far greater because of price 
than anything else.” 

I then pointed out that despite the fact that the 1957 models would 
be greatly improved with many important changes, that it was quite 
obvious that the dealers wold be unable to absorb, and the public 
unwilling to pay increased prices. 

The record will bear me out that the 1957 price increases were the 
largest of any year, and if my memory serves me, averaged approxi- 
mately 6 percent for the industry. To quote my concluding remarks: 

In the years before World War II when new model prices were held or re 
duced, the result was increased volume for manufacturers and dealers alike. 1 
am wondering if holding the price line this year, despite increased cost to manu- 
facturers would not produce enough additional volume for the manufacturers, 


and that the end result on higher volume would be more profitable than raising 
prices which would thereby result in a lower volume. 


Tn conclusion: 


It is the prerogative of the manufacturer to price his cars at wholesale, but 
dealers throughout America have a tremendous interest and stake in the final 
pricing of automobiles. In my opinion, pricing of the 1957 models could mean 
the difference between a 614 to 7 million car year or a 514 to 6 million car year 
for the automobile industry. 


Now, on June 16, 1957, Mr. Walter P. Reuther sent a letter to the 
presidents of the three largest manufacturers and quoted correctly 
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remarks I made on April 24, 1957, to the Automotive Old Timers 
Council at Philadelphia, Pa., as follows: 

As long ago as September 8, 1956, when I spoke to the dealers of Maine, I 
suggested that increased manufacturing costs of ‘57 automobiles should be 
absorbed by the manufacturers. 

It was my belief that the dealers would be unable and the public unwilling to 
absorb much higher prices, even on the greatly improved ’57 models. I further 
pointed out that while it was the prerogative of the manufacturer to price his 
cars at wholesale, the dealers throughout America had a tremendous interest 
and stake in the final pricing. My concluding remarks in Maine stressed the 
fact that pricing of °57 models could mean the difference between a 6% to 7 
million car year or a 5% to 6 million car year for the automobile industry. 
Today, almost 8 months later, I can see nothing that would change these remarks. 

But then, Mr. Reuther, in continuing his letter to the manufacturers 
suggested that a $100 per car price reduction would produce 1 million 
cars extra volume per year. This was Mr. Reuther’s assumption and 
arithmetic. 

My point was to hold the price line, if possible, in 1957—his to re- 
duce the 1957 prices $100. Obviously, these statements are incom- 
patible. 

Frankly, I don’t know how many extra cars could be sold with a 
$100 reduction across the board from present price levels and I doubt 
if anyone else can make an intelligent forecast on this figure. 

Again, if my memory serves me correctly, some cars were raised as 
much as $500 in 1957 and many other popular cars had price raises 
from $200 to $300. 

This size price increase, which was released in November of 1956, 
was in my mind when I made the remarks 2 months earlier at York 
Harbor, Maine. 

I do not propose to be drawn into any discussion of pricing as I have 
consistently pointed out that this is the manufacturer’s prerogative. 
But it is also plainly evident to everyone connected with the retail 
business that the manufacturers alone cannot hold the price line with 
“built in” labor increases every year. 

Therefore, the pricing problem must be solved jointly by the man- 
ufacturers and Mr. Reuther for the good of our country. 

The record shows conclusively that the price increases of 1957 and 
1958 have definitely affected the new car market, and that the auto- 
motive industry can price itself out of a volume market. 

Senator Carroti. Mr. Chairman, may I put a question at this point ? 
What was that price increase? Ag I understand your speech, what 
you were really saying at that time was to hold the line in 1957. 

Mr. Frintey. Yes, Senator. 

Senptor Carrott. What was the price increase between 1957 and 
1958 ? 

Mr. Frrietrey. This was in September of 1956, sir, and I was then 
discussing the prices of the 1957 models, which were not released 
until November of 1956. 

Senator O’Manoney. Senator, if you will pardon me, it is my 
understanding, Mr. Fribley, that what you were saying in these dis- 
cussions was that the price of cars in 1957 should not be raised above 
the level of 1956. 

Mr. Fristey. That is what I was suggesting. 
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Senator Carrott. What I want to ask is this: In that period of 
time during which you gave your speech, what was the price increase 
in the 1957 model ? 

Mr. Frretxey. About 2 months later, when the 1957 models came 
out, the average was almost 6 percent across the board. 

Senator Carrot. Six percent across the board ? 

Mr. Fritey. I think it was 5.7 or 5.9, or a little less than 6 percent, 

Senator Carrotu. In 1958, what was the increase over 1957? 

Mr. Fristey. Our statistician tells me it is some place around 3.5 
percent, 1958 over 1957. 

Senator O’Manoney. We had testimony earlier in this hearing 
that it was about 4 percent. 

Mr. Frretey. Then you have had it. 

Senator Carroiu. Let me take you back again, if I may, to this 
speech of yours in 1957, and then the price increase of 6 percent 
across the Saeed. What dollar increase would that mean per car in 
round figures ? 

Mr. Frietey. Well, I happen to sell Cadillacs. I know they went 
up as high as $500. I also sell Pontiacs, and I think they were up 
around $200 or $225 in 1957. 

I think possibly Chevrolet was up as much as $125 to $150. 

Do you recall what Ford was, Mr. Williams? 

About the same. 

Senator Carrott. What about those cars now in the price increase 
of 1958 over 1957 ? 

Mr. Fristry. Now you want to know what the price increase was in 
1958 over 1957 ? 

Senator Carrotu. In dollars. 

Mr. Fristey. I will poll again. 

Can you recall the 1958 increase, Mr. Chaffin ? 

Mr. Cuarrin. It was very slight. I cannot recall the exact increase, 
but it was very slight. 

Mr. Fristey. You would say, roughly $75 or $100? 

Mr. Cuarrin. Not that high. 

Senator Carrotu. Do you have access to those figures ? 

Mr. Frretey. We can get those figures for you, sir. 

Senator Carroti. I might ask the chairman whether they have 
been put in the record. 

Senator O’Manoney. They are in the record. 

Senator Carroti. The chairman says they are in the record. 

Mr. Frretey. If the manufacturers didn’t, we would be happy to 
furnish them. 

Senator O’Manoney. I think we have them all, but it will be 
checked. 

Mr. Frietey. May I proceed ? 

Mr. Cuumpris. Mr. Chairman, I just have one question before he 
leaves this subject. 

On page 4, you state: 

Frankly, I don’t know how many extra cars could be sold with a $100 reduc- 
tion across the board from present price levels, and I doubt if anyone else can 
make an intelligent forecast on this figure. 

Mr. Colbert, the president of Chrysler, testified that Chrysler had an 
experience, I believe in 1953, where they did reduce the price of their 


| 


core 


- a ato mem of oo et @& 





ADMINISTERED PRICES 3019 


cars, and some of them went as high—I think they went as high as $185 
to $250, and that Chrysler experienced no gain whatsoever in the sale 
of the cars. 

Mr. Dixon. To make the record perfectly straight, Mr. Chumbris. 
Mr. Colbert, though, agreed that when he reduced his price, he still 
exceeded the price of comparable model cars of his competitors. Now, 
that was the point. 

Mr. Fristey. Yes. Then he obviously wouldn’t get much effect, 
would he? 

Mr. Cuumertis. I am not so sure that that is exactly in point with 
what we are discussing here. 

Here Chrysler sells his cars, he reduces his particular car at a 
price—I think he started at about $35 and went as high as $250. In 
reducing the price to his particular car, he still didn’t get any addi- 
tional buyers. 

Now, whether it was higher than Ford or General Motors is a differ- 
ent proposition because it was testified here each car is a different 
car. Chrysler sells one thing; General Motors sells something else; 
and Ford sells something else, and each car is sold on the desires of 
the public. They like one model over another. The new-fangled 
contraptions, as they were called here during the course of the hear- 
ings—that one car has over another, pushbutton, or whatever you may 
have. But the only point I wanted to bring out was: Were you 
familiar with Mr. Col ert’s testimony ? 

Mr. Fristey. No, sir; I was not. 

May I proceed, sir? 


BACKLOG OF 1957 MODELS 


Senator O’Manoney. I want to call your attention to page 5 of your 
statement: 

The record shows conclusively that the price increases of 1957 and 1958 have 
definitely affected the new car market, and that the automotive industry can 
price itself out of a volume market. 

You say “the record shows conclusively.” 

What is your documentation for that ? 

Mr. Frrstey. Well, sir, I think that the first documentation I would 
make on it was that at the end of the model run of 1957, we had approxi- 
mately 250,000 more 1957 cars in the hands of dealers than we had at 
the end of the 1956 model run, do you see; so that, in other words, they 
were piling ne 

That possibly could have been attributed to the fact that the industry 
actually produced 250,000 more cars in 1957. 

Senator O’Manoney. What is the source of those figures? 

Mr. Fristey. Those figures I get from Automotive News, sir. 

Senator O’Manoney. Are they reliable figures? 

Mr. Frretey. We consider them so. 

Statistician says they are from the Robert L. Polk Co. 

Senator O’Manoney. So that figure is accepted by you and other 
automobile dealers ? 

Mr. Fristey. Yes, sir. 

Senator O’Manoney. Asa correct analysis of the situation ? 

Mr. Fristey. Yes, sir. 
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Senator O’Manoney. Then in 1957, there were a quarter of a million 
cars piled up more than at the end of the calendar year 1956 ? 

Mr. Fristey. The end of the model run of 1956. 

Senator O’Manoney. Do you attribute that to the price increase? 

Mr. Frmury. I think we had comparable business years in 1957 and 
1956, at least up through the first 9 months of the year or 10 months 
of the year. 

Maybe this thing we are into now started back in October or No- 
vember, but certainly during the clean-up period, I don’t know whether 
my colleagues would agree with me, but we saw little difference in our 
own communities or in general business conditions. 

Senator O’Manoney. Let’s see whether your colleagues will agree 
with you. 

President Chaffin, what is your statement ? 

Mr. Cuarrin. I would say that economic conditions on an average 
throughout the country were comparable to the former year. We 
should have been selling as many cars. 

Senator O’Manonry. Do you agree that there was a pile-up of 
250,000 cars? 

Mr. Cuarrin. Yes, sir. 

Senator O’Manoney. You do? 

Mr. Cuarrin. Yes, sir. 

Senator O’Manoney. Mr. Williams? 

Mr. Wituiams. Yes, sir. It hit about the first of November. 

Senator O’Manoney. Mr. Lander? 

Mr. Lanoer. Yes, sir; that is right. 

Senator O’Manoney. Are you all in agreement about that ? 

Mr. Asport. Yes, sir. 

Mr. Fritey. That is the first time I have had that kind of a vote 
inalongtime. They generally disagree with me. 

May I proceed ? 

Senator O’Manoney. Just a moment. 

Mr. Abbott, did you answer ? 

Mr. Asporr. Yes,sir. I agree. 

Senator O’Manoney. Very well, you may proceed. 

Mr. Fristey. This is an entirely different phase now and a different 
subject. 

Senator Carroty. Before you leave that subject, Mr. Chairman, I 
want to say that some of the automobile dealers in Denver agree with 
the dealers here. I put this question to Mr. Curtice of General Motors. 
I told him about a dealer with whom I had talked who has substantial 
investment in Denver, who showed me his books for this period. It 
was that dealer’s conclusion that the manufacturers, by these price 
increases, had priced themselves out of the market. Would you agree 
with that statement ? 

Mr. Frietey. I think so. That is what I said here. You can price 
yourself out of the market. 

Senator Carrott. He made the further observation that although 
he hooted at the idea when it was presented to him by a member of 
his company, that they load in small cars—he had never been in this 
field before—but he showed me his financial statement as a result of 
the condition which you have all agreed upon, of his fall-off in 
business and his drop-off in profits, and the only thing that kept him in 
the black was the sale of meal cars. 
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Does that indicate to you that perhaps there is an area in the auto- 
mobile industry where perhaps there is a pricing out of the market 
and there is a demand for a cheaper car? Would you care to comment 
on that, Mr. Fribley ? 

Mr. Frretey. I can only say this, Senator: That many dealer mem- 
bers of our association have had the same experience as your friend 
in Denver, and Mr. Tom Abbott, of Fort Worth, I would like to ask 
him to discuss this because he has recently taken on several small cars. 

Mr. Assort. I have the American Motors line along with my Pon- 
tiac line, and I can see a definite trend toward the purchase of smaller 
cars, not necessarily foreign cars but smaller automobiles. 

As a matter of fact, the foreign cars that were imported into this 
country in 1950 totaled three-tenths of 1 percent. In 1957, it is 3.4 
percent of the total market, and this year it has increased more than 
that already, and by way of evidence on that, American Motors is the 
only manufacturer in the business that shows an increase in both 
sales and production this year over last. 

Senator O’Manonry. To what do you attribute that increase ? 

Mr. Axssorr. To the price of smaller automobiles. The public is 
getting more price conscious, more economical minded. 

Senator O’Manonry. How about the operation of the cars so far as 
the cost of operating ? 

Mr. Asrorr. It is very much less. Tires, mechanical repairs, gaso- 
line, oil, any item that you mention. 

Senator O’Manoney. All of you are agreed that the price increases 
which were made in 1957 for 1957 cars above the level of the prices 
for 1956 produced an unsold inventory of cars in the hands of dealers 
at the end of 1957, do you not? You are all agreed to that. Let 
the record show they all nod their heads affirmatively. 

Now let’s refer to 1958. What is your forecast for the result of 
the price increases ordered for 1958 ? 

Mr. Fristey. Well, Senator, the felony, if I may refer to it face- 
tiously, has been compounded with a recession on top of the prices, 
and I don’t know. It is kind of like a dog fight. You can’t tell 
which one is on top at the moment, I mean what is the prevailing 
cause. But it is pretty evident from the early statistics of the January 
registrations that the industry sales are running approximately 80 
percent of 1957, which would give you a fair idea of where you might 
erystall-ball gaze the 1958 market. 

I don’t think any of us are willing to take a shot at that one. I 
mean it would probably take another few months before we get some 
rough ideas, because you see this is a volatile business. You can 
change. Conditions can change and you can produce extra volume 


in the second, third and fourth periods, so at the moment I don’t 
think 





PRICE INCREASE AS PURCHASE DETRIMENT 


Senator O’Manoney. I will rephrase the question and ask you to 
give us your answer on the basis of the situation as it now exists, 
without forecasting for the rest of the year. In other words, has 
the pee increase In your opinion affected the sale of cars thus far 
in 1958 ¢ 

Mr. Frietey. Definitely, definitely. Now you see I can give you 
an example I think. 
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1955 was a volume year where a lot of cars were sold on finance 

contracts of 36 months’ duration. 

- — O’Manonery. Would you raise your voice a little, Mr, 
rible 

Mr. Frietey. Yes. I said 1955 was a volume year, the biggest year 
in the industry, and a great many automobiles were sold on 36-months’ 
finance contracts, so that those folks are coming into the market now 
from 1955 to 1958, you see, and where they were faced with payments, 
if I may just use these as arbitrary figures, the ratio will be roughl 
the same, where they were faced with payments of $75 or $80 a mont 
on this 36-months’ 1955 automobile they had, in order to get a 1958 
automobile and use the same 36-months’ terms, the monthly payments 
will run from $20 to $30 a month more. 

Now in 1955 of course we had overtime, so that the old man some- 
times was willing to work on Saturdays to buy the family car. 

Of course he couldn’t even do that today if he wanted to, and further 
than that, he has got a much bigger monthly payment to meet. 

So therefore I think I would Soa to say that it has, the 1958 prices 
have, affected our sales this year. 

Senator O’Manonry. Mr. Abbott, you were shifting around there 
in your chair as though you wanted to say something. 

Mr. Axnsort. I shift all the time anyway, Senator. This business 
will get you shifting. 

But I think Carl is exactly right, and I have positive proof of that 
in my own organization since I have taken on the Rambler line, be- 
cause we have sold people Ramblers that we could have never sold a 
new Pontiacto. They can’t make the payments on it. 

Senator O’Manoney. Is that because of the increased price? 

Mr. Assort. I believe so; yes,sir. I thoroughly believe so. 

Senator O’Manoney. Mr. Lander? 

Mr. Lanper. Yes, sir; it has had a great effect on the reduced sales. 

Senator O’Manoney. Mr. Williams? 

Mr. Wiu1aMs. Senator, I would say that any increase in price tends 
to reduce the sales, any decrease tends to help them. 

Senator O’Manoney. But what has been the fact as of this moment, 
January to the 20th day of February? Has the sale of cars been 
restricted as a result of price increases? 

Mr. Wiiu1aMs. I would hate to give a dogmatic answer to that, 
because I haven’t any way of backing it up. But I do feel that the 
statement I made about any increase is effective one way, or a de- 
crease helps. 

Now one thing that the public is doing, they don’t want the lowest 
priced car that we have to sell. They want the car with the gadgets on, 
the automatic transmission, the 8-cylinder motor and that sort of 


thing. 

What we have noticed this year is a definite trend back toward the 
6-cylinder car and the old standard shift transmission, because it is 
lower in price. 

Senator O’Manoney. How about the gadgets, as you call them! 
Does the public want them now as much as they did before? 

Mr. Wuu14ams. They want them, but when they don’t have the 
money to pay for them they are willing to do without some of them. 

Senator O’Manoney. Mr. Chaffin? 
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Mr. Cuarrin. Yes, sir. 

Senator O’Manoney. The same question is addressed to you. 

Mr. Cuarrin. I think what has been said would be my thoughts on 
the matter. I think the price has affected the volume during this year 
on the 1958 models. 


Senator O’Manoney. I will read to you again the statement of Mr. 
Fribley. 


The record shows conclusively that the price increases of 1957 and 1958 have 
definitely affected the new car market— 


Now you have all agreed with that statement. Then the concluding 
clause— 


and that the automotive industry can price itself out of a volume market. 
Mr. Chaffin, do pie agree ? 
Mr. Cuarrin. [ agree with that; yes, sir. 
Senator O’Manoney. Mr. Williams? 
Mr. WiuuiaMs. Yes, sir; I agree with it. 
Senator O’Manoney. Mr. Abbott? 
Mr. Assgort. Yes, sir. 
Senator O’Manoney. Mr. Lander? 
Mr. Lanper. Yes, sir. 
Senator O’Manoney. No dispute among you ? 
Mr. Lanner. No, sir. 


Senator O’Manonery. Again, you have a unanimous vote, Mr. 
Frible 


Mr. cae I have got to have you for a campaign manager with 
these fellows voting this way with me. 

Senator O’Manonry. What are you running for? You may 
proceed. 

Senator Carrott. Mr. Chairman, before he moves into that other 
subject, on page 3, Mr. Fribley, you say in the second paragraph: 


It is the prerogative of the manufacturer to price his cars at wholesale, 


but dealers throughout America have a tremendous stake in the final pricing of 
automobiles. 


That is for the reasons that you have just outlined. And then you 
further state : 


In my opinion pricing of the 1957 models could mean the difference between 


a 6%- to 7-million car yield, or a 514- to 6-million car yield for the automobile 
industry. 


Mr. Frrietey. That’s right. 


Senator Carrotu. Mr. Fribley, we have had testimony here that as 
a result of this fall off of sales, dealers are not ordering, manu- 
facturers are cutting back on production, men are being thrown out 


of work in the automotive industry, which in turn affects steel, rubber, 
and textiles. 


Mr. Fristey. That is correct. 


Senator Carroti. I remember the testimony and so we have a sort of 
snowballing effect on unemployment. 
Mr. Friszey. Right. 


Senator Carrott. Which in turn affects the purchasing power. 
Mr. Fristey. Right. 


Senator Carrot. Which your buyers need to purchase these auto- 
mobiles. 
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Mr. Fristey. Right. 

Senator O’Manoney. I want to ask you another question, Mr. 
Fribley, but I am turning to the text of Admiral Bell’s statement. On 
page 2 of Admiral Bell’s statement, I find these 3 paragraphs: 

In the years between 1950 and 1958, the dollar volume of sales of our 
members has extended from a high of 32.3 billions of dollars in 1955 to a low 
of 22.6 billions of dollars in 1952. 

In that same period (and I have avoided the product-shortage years of the war 
and a high-demand, short-supply sellers market of the years immediately follow- 
ing the war) the profits of the overall retail automobile industry expressed as a 
percentage of sales and before provision for Federal income taxes, has varied 
from a high of 6.3 percent in 1950 to a low of 0.6 in 1954. 

On the basis of the analysis just concluded by the business management depart- 
ment of the NADA, I can report for the overall year of 1957 the profits of this 
retail industry which has been referred to as the bellwether of the national 
economy amounted to seven-tenths of 1 percent on sales, again let me under- 
score before provision for Federal taxes. 

Mr. Chaffin, do you agree with this? 

Mr. Cuarrin. Yes, sir; I agree with that statement. 

Senator O’Manonry The margin of profit is very much lower now? 
It is less than 1 percent ? 

Mr. Cuarrin. That is correct, sir. 

Senator O’Manoney. That is representative of the entire year? 

Mr. Cuarrin. Yes, sir; as we see it. 

Senator O’Manoney. Mr. Williams? 

Mr. Witt1aMs. Yes, sir. 

Senator O’Manoney. Mr. Abbott? 

Mr. Assorr. Yes, sir. 

Senator O’Manoney. Mr. Lander? 

Mr. Lanper. Yes, sir. 

Mr. Fristey. And I agree, too, sir. 

Senator O’Manoney. [am glad you made it unanimous. 

Senator Carroty. Do you have any idea whether this has curtailed 
your own employment and that of dealers throughout the country as 
a result of this fall-off 

Mr. Lanper. Yes, sir; I laid off 21 people the last week of January. 

Senator Carrot. This year? 

Mr. Lanpver. This year, 2 weeks ago. 

Senator Carroty. Has there ever been a computation among the 
dealers throughout the country as to what the layoff has been, as a 
result of this? 

Mr. Lanver. I have never done anything that drastic in my business. 

Senator O’Manoney. Do you other gentlemen have any ideas? 

Mr. Cuarrin. I don’t think there has been any computation over 
the Nation as to the number that have been effected, sir. 

wonahes O’Manoney. Have you had to drop some of your employees, 
too ! 

Mr. Cuarrin. A few people; yes, sir. 

Senator O’Manoney. Mr. Williams? 

Mr. Wuu1aMs. Yes, sir. 

Senator O’Manoney. Mr. Fribley? 

Mr. Fristey. Yes, sir. 

Senator O’Manoney. And Mr. Abbott ? 


— 
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Mr. Azporr. Yes, sir. 

Mr. Bett. Mr. Chairman and Senator, our director of research has 
some figures on that for our overall members, if it would be of interest 
to you, just two figures. 

Senator O’Manonry. We would be very glad to have them. Please 
give your name, sir. 

Mr. Herzoc. Paul Herzog. 

Last year the average employment in the dealerships of our members 
was 19.2employes. According to figures we just received it is now 18.8, 
not a sizable decrease, but obviously much more substantial in the 
larger dealerships than the small. 

Senator O’Manoney. These figures are over what period? 

Mr. Herzoe. Sir? 

Senator O’Manoney. The figures cover what period ? 

Mr. Herzoa. This last figure is for the current period now. 

Senator O’Manonry. What period does it embrace ? 

Mr. Herzog. A year ago. 

Senator O’Manonry. Then what you are saying is that the average 
employment as of some day in February was how much below a year 
before ¢ 

Mr. Herzoc. The average employment, if I may change that some- 
what, Senator, at the end of 1957 was 18.8 percent per dealership. At 
the end of the first quarter of 1956, March 31, it was 19.2. 

Senator O'Manoney. I see. 

Mr. Wiuu1aMs. Senator, I believe that most of this cutback in em- 
ployment may have come since the first of the year, and therefore 
would not be reflected in those figures. 

Mr. Fristey. We don’t lay anybody off at Christmas time, Senator. 

Senator O’Manoney. Then do I understand you now to mean that 
the unemployment as of this date is lower than the figures given by the 
satistician for the closing of the year 1957? 

Mr. Frisiry. Yes, sir. 

Senator O’Manoney. What is your judgment as to what the figure 
now is, Mr. Fribley ? 

Mr. Frintry. I don’t know. I would have to pick it out of a hat. 

I would assume we might have gone down to 18 as compared with 
the 18.8, but I would just as soon have anybody else guess on this one 
because it is purely a guess. 

Mr. Wit1aMs.. 10 percent. 

Senator O’Manoney. Let me ask it this way: I know it is a guess, 
but can you say whether or not unemployment is increasing among the 
local dealers ? 

Mr. Fristey. It is. That youcan say. 

Senator O’Manoney. Do you all agree to that ? 

Mr. Lanper. Yes, sir. 

Mr. WituraMs. Yes, sir. 

Senator O’Manoney. Another unanimous answer. 

I thank you very much. 

Mr. Fribley, I am afraid I have got to interrupt you now. It is 
25 minutes after 12. I have a conference with another Member of the 
Senate and with a gentleman who is interested in some legislation that 
is on the calendar an, if it is agreeable to you, we will recess until 
2:30 this afternoon, and we shall resume Mr. Fribley’s statement and 
then we will begin to work on the panel. 

22805—58—pt. 6 
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Senator Carrot. Mr. Chairman, may I put one question? I may 
not be here at 2:30. This is addressed to Mr. Fribley. Thisisa very 
blunt and direct question: In your opinion, based upon your own busi- 
ness observation, your own dealership, do you think that the buyers 
are cautious or that they just don’t have the purchasing power ? 

Mr. Fristey. Gee, that is a dandy. 

Yes; I would say it is a question of the combination of both. You 
have hit the two important factors. 

Now, whether it is a horse and a rabbit or whether it is a couple of 
dogs, I don’t know. What is the size of one? 

it you would like, I will caucus with my panel here and try to give 
you some kind of an answer. 

Senator Carroitu. One of the reasons I asked that question is be- 
cause I thought it was your testimony that, in view of this, this price 
increase and the increase in the payments per month and the dropoff 
of overtime pay, there is a diminishing purchasing power on the one 
hand with an increase of payments on the other; so that it seemed to 
me it might reflect the purchasing power rather than being a cautious 
buyer. I wanted to find out if that was your conclusion. 

Mr. Frietey. I would prefer not to answer that question offhand. 
I would be glad to try to answer it after we come back after lunch. 

Senator Tukienz. You confer with your panel and see what you 
think. The question really is concerned with this snowballing of 
unemployment. 

Mr. Fristey. I get your point. 

Senator Carroxt. I tried to put the question to some of the econ- 
omists whether or not the purchasing power is there, and whether the 

le are willing to spend for something else. Is the money there? 
fst e purchasing power there? Some have said that there is some 
caution and others say it just isn’t there, at that price. 

Mr. Freier. Yes. 

As a director of a small upstate bank, I know that our own deposits 
as of Monday noon, when I was there at a luncheon, are holding up 
very well. Now that is just a small segment in upstate New York. 

I don’t know what the figures are nationally so that it would indicate 
that there is the purchasing power, and that puts the emphasis on the 
price. 

Then you can turn around, possibly, and go into another area—and 
I am thinking of Syracuse or Schenectady, which are, maybe, 100 
miles from me, where they have had extensive layoffs in the last 2 or 3 
months—well, maybe the factor would be stronger over there. I don’t 
know what the banks of Syracuse or Schenectady would show. 

Senator Carroxu. Is this a fair question to you as a banker: Have 
you ever broken down the savings accounts into economic groups— 
upper-income groups, upper-middle-income groups? Have you ever 
tried to do that 

Mr. Fristey. We have got just a little country bank, about $30 
million, and we haven’t broken that down yet. 

I will give that to the president when I get back, though. I think 
it is a good idea. 

Senator Carroti. Thank you very much. 

Senator O’Manoney. The committee will stand in recess until 2: 30. 

(Whereupon, at 12:15 p. m., the committtee recessed, to reconvene 
at 2 p.m., this same day.) 
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AFTERNOON SESSION 


Senator O’Manonery. The committee will be in session. 

At the request of Admiral Bell, I am inserting in the record witness 
exhibits 2 and 3. No. 2 is a table showing the passenger-car produc- 
tion in millions of cars for each of the years 1950 through 1957. The 
net income as a percentage of sales after taxes is the average of 5 
auto manufacturers for the 7 years, and the dealer profits as a percent 
of sales before taxes for the same years. Witness’ exhibit 3 is the 
estimated retail sales by franchised new-car dealers. This table is 
prepared from material in the Bureau of the Census. 

(The documents referred to are as follows :) 





| Net income 
as percent of Dealer 
Passenger- es (after profits as 
Year car pro- taxes) aver- | percent of 


duction | age for 5auto|} sales (be- 
manufac- fore taxes) 











turers 
(Millions) 
1950... - ome 6.6 9.2 6.3 
tien ntinne hhpwsebbotbnemind dob host he -aiepubebssamagmsdasegous 5.3 5.3 4.9 
SN tip ndshanininehenictitaeaksiegeencachididepssescngeaitleieduialiaa titi oo ate 4.3 5.6 3.6 
i iebenwncunsshenaucntedencenendguahesinshevesecedouguhens anes 6.1 4.5 2.2 
Ti iaided nein dsenebathinnlenbgeeininogti open tenieimehaotte 5.5 6.1 6 
Sl iicatinguibgpipuiiphalmawekabiinee apasieinte caibapdarnginmershe Wireman emesat 7.9 7.5 ie 
BN ds55aiBhetand evisinnnsinniecpnitegtohacbdbehaticdtdahiitded-eboke 5.8 5.5 8 
asta secihlacc qe ecient Wie echin aida lmtinns aah nimpin deiarmnlantp a toeticeaha ai oie ahiiiliin tices ery 6.1 15.9 an 
Includes 9 months only for Studebaker-Packard. 
Estimated retail sales by franchised new car dealers 

Billion 
Ii i;es steed dndjancib-ciy ncn telnet a ginal agai be nianigleie ean cegiea el sogpaiaiiginelatl $6.3 
SNS dss ae toceheatin pte. estikes Wisalilieatirengah ir niesipshails lois ince Doi nbeninictaai ish Goaaiaemadniaianiiaeinan tial 4.8 
EA EEE A dais dhcieenila uxsarinks een sions tgsintlsohish tases in evgnanedmcindtociamansrergeadibintsapdminpam-eomnrsoninemebeeiaerisee 16.0 
SII ia cssspisssins:th en esr os tnseses eigen fiero en tecepiagitpnieapen taiansiatosiarensssdiiata abe emikdala aa aaa tle 30. 6 
hci Rl bin estclenesalnn eked ics a tela sags tasensblchcoi tt Ml enthntaianoiaeaebandaniibeihiatg tah 28. 0 
SI scaiaksics cenit tactician Galahad negate hlelaipuiaaiee uebeadonikcimeanyiiaesaaia aiid 22. 6 
ati asda Fd st gece eetencelaenh eed taots aac ae celine mndiniptaaicead alee natal 28. 0 
I bs eek aie hehe cela adie ca cclae merma iets gsivenehicoencanirestnesienseaneeticgeaian 26. 6 
ic ichinins encticheearssiesssciniciiniepeelientaaguitietincatnentaen eta daaticaabipamnbemibiamateinaeaaern eee 32.3 
ais sient ek tke Sipkk eenleh inched oaihen acl deseh clientes eect mvs se chaatnria ninnasaaede area 29. 9 
I leeks cn acpabcihso ithaca aici eee laalaeaha chasis chdoecgAeclagelg aee 732.0 


NADA estimate. 


Senator O’Manoney. Mr. Fribley, you were interrupted when we 
adjourned for luncheon. You may proceed. 

Mr. Fristey. Thank you, Mr. Chairman. 

It came at a break in my testimony because this latter part of my 
testimony is on a different subject. 

Now, gentlemen, may I invite your attention to a totally different 
subject. However, it is oem to your inquiry and of vital interest 
to the 65 million automobile owners of America—the real boss of the 
automobile industry. 

Preferred pricing or a two-price system in the case of sales to States, 
political subdivisions thereof, and tax-supported institutions has 
grown in the past few years from a small subsidy of $50 per car, ex- 
clusive of excise tax, to the point where bids, as recent as the middle 
of December in New York State, have indicated subsidies by manu- 
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facturers to their dealers of from $425 to $475 per car, exclusive of 
excise taxes. 

To make crystal clear in your minds this $425 to $475 subsidy is 
below normal dealer cost exclusive of excise taxes. 

Financial analysts have never estimated or revealed a manufac- 
turer’s net profit margin of this size on Chevrolet, Ford, or Plymouth. 
Therefore, the manufacturer must lose money on these sales. Fur- 
ther, it appears obvious that the cost of these subsidies must be in- 
cluded in the price of cars sold to dealers for resale to every other 
type of customer. 

DISCOUNTS ON SALES TO STATES 


Senator O’Manoney. I wonder if I might ask you, Mr. Fribley, to 
explain a little more definitely what you mean by preferred pricing, 
the two-price system and the subsidy. 

Mr. Fristey. All right, I will be very happy to try, Mr. Chairman. 

Senator O’Manoney. Many people will read this record who are 
not as familiar as you with the language that is commonly under- 
stood among automobile dealers. 

Mr. Fristey. Well, let’s see. I called this preferred pricing be- 
cause it has been standard practice in the automobile business to bill 
every dealer at the same cost per car. 

That is standard. You realize that our franchises call for the same 
amount of discount, and we therefore pay the same net amount to 
the manufacturer. 

Now in the case of these subsidies, that is why we have a two-price 
system, because when the State of New York, for example, puts out 
bids for automobiles, and maybe they are in what we call the low- 
priced field, Ford, Chevrolet, or Plymouth, the dealers who are in 
those lines in New York State who are interested in bidding imme- 
diately contact their zone office to find out how much the manufac- 
turer will subsidize the bid. 

In other words, the manufacturer will pay a subsidy to the dealer 
for sales to New York State plus, of course, the excise tax, which 
New York State is entitled to have, or any political subdivision. 

Is that clear ? 

Senator O’Manonery. Do I understand that you mean the manu- 
facturer will offer a discount 

Mr. Fristey. Over and above the normal. 

Senator O’Manoney. Below the ordinary wholesale delivered price? 

Mr. Frretey. Correct, that is what it amounts to, yes, sir. 

Is that clear ? 

Senator O’Manoney. I think so. 

What was the beginning of this practice? 

Mr. Fristey. Well, it started back I don’t know how many years 
ago. Maybe my panel can bring me up to date. It seems to me 
I can remember before the war we sometimes had subsidies from the 
manufacturers for State and county business. We would call up 
and ask if there was anything extra for sales to the counties exclusive 
of the excise tax. 

Senator O’Manoney. Who took the initiative in procuring this 
subsidy, the dealers or the manufacturers? 

Mr. Frietey. Well, now that is a neat question like the chicken 
and the egg. 
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I suppose when the business came up, the manufacturer was inter- 
ested in the business and he contacted his dealers, and once the dealer 
found out that he could get something extra when the business came 
up he would go back and contact the manufacturer. 

Senator O’Manoney. Was it promoted by the possibility that a 
large number of cars would be sold at one time? 

Mr. Fristey. Oh yes, that was the theory behind it, Senator. 

Mr. McHvueu. Can any dealer wishing to obtain this subsidy and 
wanting to quote on State bids get this kind of discount? 

Mr. Fristey. That is right, any dealer who is interested to handle 
it, Mr. McHugh, because you see, sometimes these bids involve 100 
or 200 or 300 or more cars, and some dealers would not want to burden 
their operation, if they got the bid to make the deliveries, because it is 
ona very small gross profit, you see. 

Senator O’Mauoney. Does this mean any dealer without regard to 
his location ? 

Mr. Fristey. If he were in New York State, sir; yes. 

Senator O’Manonery. He is confined, so far as New York State sales 
are concerned, to New York dealers? 

Mr. Fristey. And the Pennsylvania dealers would ask for their own 
dealers. 

Counsel reminds me that back prewar the manufacturers dealt di- 
rectly with the State and Federal Government, and then as an out- 
growth of that which they do not do now, they have done it through 
the subsidizing of the dealers. 

In other words, the representatives of the General Motors Corp. or 
Ford or Chrysler do not make these deals or sign the bids or anything. 
They are all done through dealers, but of course with the subsidy of 
the different corporations. 

Senator O’Manoney. But all the manufacturers follow the same 
practice ? 

Mr. Fristey. That is correct. 

Senator O’Manoney. Do they make identical discounts or give 
identical subsidies? 

Mr. Freier. We haven’t found that has been so, sir. It has been a 
little bit hard because there you depend upon your information by 
talking with, for instance, competitive dealers, the Plymouth dealer 
and the Ford dealer. I can say that in the case of the bids in New 
York State that were let in June of 1957, that was on the 1957 models 
and again in December of 1957 on the 1958 models there was very little 
difference between the dealer bidding. I mean, surprisingly a $10 bill 
might cover the spread between Ford and Plymouth. 

Mr. McHueu. Do the manufacturers ever bid directly themselves ? 

Mr. Fristey. Not in New York State. 

Mr. Dixon. How about fleet contracts ? 

Mr. Fristey. They handle fleet deals. 

Mr. Drxon. From Detroit? 

Mr. Frisiey. I think they do some of that. Is that your knowl- 
edge, Mr. Chaffin? Did you hear the question ? 

Mr. Dixon. On fleet buyers, do you get the same discount privileges 
out of the manufacturers ¢ 

Mr. Fristey. I thought you said fleet deals. He means deals out of 
Detroit. Does the manufacturer directly sell fleet ? 
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Mr. Cuarrin. I think they do. 

Mr. Fristey. I think they do, but to my knowledge none of the fleet 
dealers carry this kind of a subsidy. I have never run into one or had 
it brought to my attention. This is the deepest subsidy that we have 
seen in the business. 

Senator O’Manoney. Which is the deepest? 

Mr. Fristry. This $425 to $475 per car exclusive of excise taxes 
which was the bid of December 17 or so in New York State. 

Senator O’Manoney. This is December 1957? 

Mr. Fristey. Yes, sir, on 1958 automobiles. 

Senator O’Manoney. It might have been less than that before? 

Mr. Frietey. It was. Actually, I think we figured the bid on the 
, cars was from $300 to $350 subsidy plus the excise tax on the 
1957’s. 

Senator O’Manoney. I may be anticipating your story, so I will 
withhold my questions until you have Gamlad. 

Mr. Frretey. Thank you. At first glance—— 

mee O’Manoneyr. Do you mean that the State would sell the 
cars 

Mr. Fristxey. Sure, they put it up for public auction and take the 
money if they could do it. 

Mr. McHvueu. Well, do they ? 

Mr. Fristey. Yes, they have. Mr. McHugh, this practice is just 
starting because of the deep subsidy first started coming within the 
last year or so, so that last year I believe that the State of New York, 
its tax-supported agencies and so forth maybe bought somewhere in 
the area oF 3,000 cars or so, because it means that each 1 of these 
little groups will have to change their purchasing policies if they 
want to do this. 

But, for example, a school district over in Gilbertsville, about 15 
miles from Norwich, bought a Plymouth wagon and then because of 
the low bid in 1957 on a Ford suburban wagon for hauling school- 
children, they put the Plymouth wagon up at public auction and ad- 
vertised it in our local papers. Some of the dealers bid on it, some 
individuals bid on it, and they realized enough money out of that used 
1956 Plymouth to buy a new 1957 wagon at the deep price pe see. 

That is the way it works. So as this thing develops itself possibly 
to get a turnover and that is what I am developing here, 16,000 cars 
a year. 

The effect of dumping 16,000 1-year-old or less models on the mar- 
ket could seriously affect and depress the entire used-car market in 
the State of New York. Therefore, the 4,280,000 motor vehicle own- 
ers of the State of New York would lose more in the value of their 
used cars than the State could save by this practice. The average citi- 
zen’s net worth is augmented by the value of his used car, the same 
as stocks and bonds. Therefore, if the used-car market were unduly 
depressed the automobile owners would suffer a greater than normal 
depreciation loss. 

ow, in New York State an average drop of $25 per year over and 
above normal depreciation would cause the 4,280,000 owners a loss of 
$107 million per year. Assuming that there was an average conces- 
sion of $450 (as the State is entitled to excise tax anyway), the saving 
to the State could only amount to $7,200,000. Therefore, a possible 





CPO cet ee 


~~ © uw eet 4 tet UY het 





ae —s uueUCUmtC 


Ov + 


ADMINISTERED PRICES 3031 


saving to the State of $7,200,000 should not be at the expense of 
4,280,000 of its taxpaying citizens who would lose at least $107 million 
per year in the value of their used cars by this practice. 

The automobile dealer views with alarm the extension of this pre- 
ferred ee power to a restricted privileged segment of our 
economy, a privileged segment actually established at the expense of 
the taxpaying public. ; 

There is no justification for the existence and continued develop- 
ment of this practice: 

1. The manufacturer does not profit, because he sells at a loss. He 
only gains the vicarious benefit of an increase in price-class 
registration. 

2. The dealer does not gain because he must pay more per car for 
all other cars he sells in order to offset the manufacturer’s losses. He 
loses the normal profit on those sales he could otherwise make if 
there were no subsidies to these privileged purchasers. 

This is the most important point of all because it concerns the 65 
million owners in this country who are the real boss. 

3. The normal purchaser loses in two respects by this practice: 

(a) He has to pay more for his car to offset the losses of the manu- 
facturer on sales to the privileged purchasers. 

(6) He loses over and above his normal annual depreciation an 
additional amount attributable to this practice. 

We invite your attention to these matters in your consideration of 
the subjects pending before you. 

I thank you. 

Senator O’Manoney. Is it more than an assumption that the manu- 
facturer incurs a loss when the manufacturing corporation deals in 
this manner? 

Mr. Fristey. Senator, I cannot tell you that. All I can say is this. 
I saw some figures yesterday of the General Motors Corp. in the 
Washington paper, and as I recall the figures the General Motors 
Corp. made eight-hundred-forty-three-million-odd dollars net after 
taxes. 

I do not recall, maybe our statistician could give me the percent- 
age of General Motors in the market last year. It was roughly a 
6-million-car market and General Motors got a little less than 50 
percent, didn’t they ? 

Mr. Herzoe. I think it was about 46 percent. 

Mr. Fristey. Senator, we had roughly a 4-million-car market last 
year. The final figures aren’t in and it may be 100,000 less or so and 
it is estimated that General Motors Corp. had about 48 percent of 
the market. 

So I mean if you will allow me to assume that maybe the cor- 
poration with 2,750,000 vehicles, that is a fair assumption if it 
was 6 million, 50 percent would be 3 million, we are a little bit union, 
you take the 2,750,000 vehicles into $843 million and even if they 
didn’t make any money off of all of the other divisions of the cor- 
poration not connected with the passenger-car business, they still 
won’t have made 300 per unit on their cars, so I say it is a reasonable 


assumption I think that from $25 to $475 represents the profit on 
their cars. 
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Senator O’Manoney. The testimony of General Motors before this 
committee was that their pricing policies were designed to earn 15 
to 20 percent before taxes, I mean after taxes, on their net worth. 

Mr. Friotey. I am talking about after taxes, Senator. This $843 
million was after taxes. 

Senator O’Manoney. Yes. I understand you have been talking 
about after taxes. It was my mistake in saying before taxes. And 
it might be possible that a manufacturer with a large inventory of 
cars during the period when car sales were declining, as you gentle- 
men have all testified today, would feel that perhaps an increased 
discount to promote the sales to public subdivisions in the State 
might help take part of the inventory off the hands of the 
manufacturer. 

Mr. Frietey. I see your point, but in the fall of 1956 the bids were 
let in June of 1957, and certainly there were no clouds over the hori- 
— at that time, and the price concession then was between $300 and 

350. 

Senator O’Manoney. But, your testimony here is that these dis- 
counts running $425 to $475 per car are greatly over the normal dis- 
count in previous years. 

Mr. Frietey. Yes, sir. 

Senator O’Manoney. So there must have been some special reason 
for it. 

Mr. Frietey. Well, they had been gradually moving up. I would 
hesitate to attribute the increase in price of cars to the increase in dis- 
counts, but if I were making the guess, I would have to surmise that 
maybe that had something to do with it, do you see what I mean? 

Senator O’Manonry. Yes; that the prices for the cars to the public 
were too high. 

Mr. Frimtey. Correct. 

Senator O’Manoney. Is that your judgment ? 

Mr. Frretey. Well, I would assume that when it was necessary to 
increase the subsidies to the State governments, and this is also true 
of Pennsylvania, I do not have the exact figures on Pennsylvania and 
that is why I am not discussing Pennsylvania’s case, but it is prac- 
tically parallel to New York’s, as these figures have increased in the 
last couple of years, I think definitely the price increase of cars has 
had an affect on the subsidies granted the States. 

Senator O’Manoney. How do your colleagues feel about this 
matter ? 

Mr. Chaffin, have you any remark to make ? 

Mr. Cuarrtn. I think it should be said that the practice concern- 
ing such type of deliveries has changed from time to time even in the 
postwar period. 

They have tried several different methods of getting these cars, for 
the benefit of registrations and leadership, to the governments and 
the political subdivisions through their dealer organization. I know 
as a dealer I have handled the matter in several different ways at the 
request of the factory. 

Senator O’Manoney. Could it possibly be a desire to have a public 
— aes the owner of a certain type of car for the advertising 
value ? 

Mr. Cuarrtn. Not particularly, other than the fact that for leader- 
ship of a certain make of automobile, it has its advertising benefits. 
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Senator O’Manoney. That is what I am talking about. 

Mr. Cuarrin. Yes. 

Senator O’Manonry. Mr. Fribley describes the situation in which, 
as I understand it, the discount or the subsidy, as he expresses it, is 
becoming greater. It would scarcely appear that a manufacturer 
would increase the subsidy and thereby increase the loss of the manu- 
facturer, if indeed a loss were suffered. So there must be some other 
reason for it, if it is a loss. 

Mr. Friziey. Of course no one has ever been able to break down the 
profit per car of Ford, Chrysler, and General Motors, so I mean we 
do not know what we are talking about. 

Senator O’Manoney. You Sea your statment with this sentence: 

The automobile dealer views with alarm the extension of this preferred pur- 
chasing power to a restricted privileged segment of our economy, a privileged 
segment actually established at the expense of the taxpaying public. 

In other words, that is a statement that the automobile dealers feel 
that automobiles should not be sold to the government in any of its 
segments at a discount, is that correct ? 

Mr. Fristey. Yes, sir. 

Senator O’Manonry. What would you do about it ? 

Mr. Fristey. Well, now I just happened to have this in my file. 
This is as current as January 23, 1958. 

The following are the prices bid on a group of eight passenger cars for the 
Pennsylvania State Police. $499.31 under dealer costs was necessary for the 
successful bidder to obtain this business. 

Compare the above bids with the prices you pay. 

Mr. Dixon. Mr. Fribley, I believe I remember you inferring that 
not only is this going on, but that they keep these cars for 1 year. 

Mr. Fristey. That is correct. 

Mr. Dixon. And then sell them for more than they paid for them. 

Mr. Fristey. That is right. 

Mr. Dixon. Under that process they just keep buying cars and 
selling them and end up making money. 

Mr. Fristey. The State does. It puts them in direct competition, 
that is right. 

Mr. Dixon. They could just keep buying cars and keep selling them 
and they would make money. 

Mr. Frratey. That is right. And the result of that, of course, lowers 
the entire level of the used-car market, and that is where the taxpayer 
gets hurt, when he comes to trade his car in, his car is then worth less 
than the normal depreciation because of the depressed used-car market. 

Mr. McHvueu. Mr. Fribley, are there any special savings to the 
manufacturer in either product or distribution in connection with 
salesathisvolume? 

Mr. Fristey. No; I would not think so. You see, it is an interesting 
thing. Now this Pennsylvania State Police bid at $499, that includes 
the excise tax, so estimating the excise tax in that price group, I would 
have to guess that the price concession there was maybe only $350 
a car as compared with its neighbor State of $425 to $475, but the 
difference is this was a specific bid on 85 cars, period. That was the 
end of the bid, whereas the bids in New York State are what is known 
as open-end bids, and they can be bought at that all during the year 
at the same price. 











3034 ADMINISTERED PRICES 


That is the low bidders. 

Mr. Drxon. I think one thing ought to be clear for the record, Mr. 
Fribley. On page 7, when you are talking about an average of $25 per 
year drop over the normal depreciation, causing the owners a loss of 
$107 million per year, that is figuring pretty drastically because that 
number of cars would only be four-tenths of 1 percent of all the cars 
and you are being kind of optimistic about what it costs the public 
there, aren’t you? 

Mr. Frietey. No; let me explain that to you, Mr. Dixon. I think 
that is part of the mechanics of the business. For example, let’s say-——— 

Mr. Drxon. They only sell 68,000 cars this way out of a total of 4 
million cars. 

Mr. Fristey. I am going to explain that to you. 

Now the key factor here is the number of used cars in inventory of 
the new- and used-car dealers in New York State, because they try 
to turn their inventories every 30 days, and so forth, and when you 
bring in as high a number as 16,000, now I would have to do a little 
rough calculation on this. 

Mr. Herzog, could you tell me what the new-car sales were in the 
State of New York last year? Roughly, four hundred fifty thou- 
sand or five-hundred thousand, someplace in that area? 

Mr. Herzoc. The number of new car sales, a half million. 

Mr. Fristey. All right, Mr. Dixon. 

If we sold a half million cars in New York State last year, the aver- 
age ratio is maybe 1.5 or 1.6 new cars to used cars so let’s say that was 

50,000. 

Now let’s say you turn those cars 12 times a year. 

Therefore, there would be 60,000 used cars in inventory at any one 
time, and therefore a dumping of 2, 3, or 4, or 5,000 at one period and 
another one would have an effect on the 60, but, of course, it has a 
= effect on everyone that owns a used car, and that was the 

gure I was using of 4,280,000. 

Does that explain my reasoning ? 

Mr. Drxon. Ves, I followed it. 


USED CAR PRICE 


Senator O’Manoney. I take it from what you have said, Mr. Frib- 
ley, that the price of the used car is a very important factor now for 
every automobile dealer. 

Mr. Frietey. Absolutely. 

Senator O’Manoney. And this price which you have condemned is 
disadvantageous to the dealer because it affects the price of the used 
car. 

Mr. Fristey. It makes it more difficult to trade new cars because his 
equity is lower. 

Therefore you cannot trade with him. That is another factor in 
slowing up the trade. 

Senator O’Manonry. You have not discussed the present situation 
with respect to the sale of new cars. It is clear from the testimony we 
have already had from the manufacturers that the automobile dealer is 
in the position that he must pay the wholesale price for his car upon 
delivery. The dealer is not a privileged purchaser. He pays the 
wholesale price. 
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Mr. Fristey. That is right. 

Senator O’Manoney. Always without discount or credit for time or 
anything else. 

Mr. Fristey. Yes. 

Senator O’Manoney. Then he must himself conduct his transaction 
with the purchaser. 

Mr. Fristey. Correct. 

Senator O’Manoney. If the purchaser presently owns a car, the 
automobile dealer who wants to sell the new car must enter into a 
trading conference with the owner of the old car. 

Mr. Frisiey. Correct. 

Senator O’Manoney. What is the effect of that used-car business 
now! I shouldn’t say what is the effect of it. What is the status of 
that used-car market now ¢ 

Mr. Fristey. The used-car business has not had a normal turnover, 
what we would consider normal, during the past 2 or 3 months. At 
the moment the storms in the Northeast, of course, have accentuated 
the problem. 

But the fact that it goes back again to the new cars, Mr. Chairman, 
in which I pointed out that we had a great number more of new 1957 
models left over when the 1958’s came out, so the dealers were forced 
to turn those to try to move them. The result is they built up their 
used-car inventories to a higher point than they had been built up in 
previous years, and were getting a slower turnover, so the business is 

oor. 

Senator O’Manonry. I would gather from some advertisements 
that used-car prices in the trading market with the new car dealer are 
somewhat higher than they might have been a year ago. In other 
words, you give more credit for a used car now than before, is that 
a correct assumption ? 

Mr. Frietey. Yes, we have to relatively, say, in a model year, be- 
cause again it is this price increase that has to be absorbed some place. 
It is being absorbed by the dealer in granting of larger allowances, yes. 

ee O’Manoney. Does that contribute to the decreasing margin 
of profit 
r. Frrsuey. Definitely,ofcourse. Itis very vital. 

Senator O’Manonery. How about the sale of new cars to owners of 
old cars who have not yet paid for their old cars. There are such 
dealers, are there not ? 

Mr. Fristey. That is correct. That again is where this value of 
the used car is so important, because if we had, let’s say, a 1956 auto- 
mobile that is worth on the used-car market today $1,200, and the man 
owes $600, he has a $600 equity, which can be applied against the new 
car for trade. 

But if the used-car market is depressed and that car is only worth 
$1,100, he still owes the $600, so he therefore only has $500 to apply, 
and that is what hurts on the trading. 

Senator O’Manoney. The dealer in new cars pays a wholesale price 
on the barrel head for the new cars, and that is uniform throughout 
the automobile industry, is it not? 

Mr. Frrstey. Yes, sir. 

Senator O’Manoney. But the value given by a dealer for used 
cars in a trade for a new car is not uniform ? 
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Mr. Frintey. No, it isn’t. 

Senator O’Manoney. How doesit vary ? 

Mr. Fristey. Well, I think you can name your poison on that one. 

Senator O’Manoney. That is what I suspected and I would like 
an expert to put it on the record. 

Mr. Fristey. We are in very fierce competition with each other, 
with our fellow dealers, and so the value ofa used car, if you went 
around to shop it say with 5 or 6 dealers might vary as much as $300 
or $400 or even more, is that correct, Mr. Chaffin ? 

Mr. Cuarrin. Yes; depending on how the new car was priced. 

Mr. Fristey. That is right. 

Senator O’Manoney. Mr. Chaffin—off the record. (Discussion off 
the record.) 

Senator O’Manoney. Is there any comment that you would like to 
make on this used car problem, Mr. Chaffin ? 

Mr. Cuarrin. I think the record should show a little bit more rela- 
tive to the two pricing system of this special pricing problem that he 
has explained. I know with some companies—I can’t speak for all, 
but with some companies—they have approached this thing from sev- 
eral different angles, and I think it should be said that in every event 
that I know of, that before this subsidy has been applied, certainly all 
of the dealers profit has been absorbed in the deal. It has been used 
up. So when the deal is consummated with that political subdivision 
or what have you, there is no profit left in it for the dealer. 

Both the dealer’s profit and the subsidy has been used up and been 
given off of the price of the car to the purchaser. 

Senator O’Manoney. Do you find the same problem in Montana? 

Mr. Cuarrtn. Yes, sir. 

Senator O’Manoney. Does the government of Montana buy a large 
number of cars like the government of New York? 

Mr. Cuarrin. Not as large, of course, but from my last observation 
there was a fleet of patrol cars, about 80 in number, that I for one bid 
on. 

Now we in our State make two bids. We bid on what we will sell 
the new automobile for, deliver it for, and we also make another bid 
what we will allow for the used car involved in each instance. We 
sell and we buy. 

Senator O’Manoney. What was your luck? 

Mr. Cuarrin. What was my luck? 

Senator O’Manoney. When you made your double bid. 

Mr. Cuarrin. Well, with the company that I represent I was never 
able to get them to give me a firm subsidy. I didn’t know how far 
they would underwrite me, so I lost the business myself, but I have 
had occasions where I got the business and my losses were taken on 
the used cars that I bought. 

Senator O’Manoney. This is an interesting angle. You had no 
firm arrangement as to the discount that you were hoping to sell? 

Mr. Cuarrin. That is right, sir. 

Senator O’Manoney. Is this a division in every State, Mr. Fribley? 

Mr. Frretey. I don’t think so, Mr. Chairman. I think maybe Mr. 
Chaffin meant that at that time his zone office wasn’t able to give him 
a firm figure of what they do, is that what you meant ? 
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Mr. Cuarrin. They could not and they would not until they saw the 
outcome of the bid and how much money I was going to lose or make. 
Then they decided upon the subsidy. 

Mr. Fristey. I think Mr. Chaffin’s remarks should be in the record 
in connection with this subject. 

For example, last year the dealer who got the Ford business, that 
was the one let in June of 1957, at one time made a delivery of between 
550 and 600 cars. His bid was so close to his cost and subsidy that he 
had between $10 and $12 profit per car left. That was his gross 
profit on the transaction. He sent a couple up into a community near 
me and expected this other fellow Ford dealer would do some things 
for him, that this dealer upstate didn’t want to do, and as a result 
charged him back the $10 and practically wiped the profit out of the 
deal. 

That is how the state business is. 

Mr. Dixon. You speak of this two-price system. You said you 
sold Pontiac cars too, didn’t you ? 

Mr. Fristey. Yes, sir. 

Mr. Dixon. In your area does the General Motors supplier of 
Pontiacs make a practice of quoting to you a delivered price different 
from your suggested price? 

Mr. Fristey. I don’t know whether you have lost me or not. You 
had better give me that again. 

Mr. Drxon. It is customary that General Motors furnishes you 
witha 

Mr. Fristey. A delivered resale price. 

Mr. Drxon. A delivered resale price? 

Mr. Fristey. They suggest it. 

Mr. Dixon. A suggested resale price? 

Mr. Fristey. That is right. 

Mr. Dixon. Does he also furnish you with a suggested maximum 
ae price ? 

Mr. Fristey. We are talking about the same thing. 

Mr. Drxon. I don’t think so. 

Mr. Fristey. All right, then I have lost you. 

Mr. Drxon. I have received a letter from a dealer, but I will not 
mention his name. I don’t think it would be fair to do that, but he 
is in your general area and he sells Pontiacs. He points out that 
in 1957 and 1958 the new car prices reflect a “pack”—that is a word 
that the public doesn’t like. 

Mr. Fristey. That is right. 

Mr. Drxon. A pack or en inflated amount over and above the 
suggested factory list price. 

Mr. Frietey. That is righ 

Mr. Drxon. I have two b :ts here. One is pink and one is white. 
The white list price is the st zgested retail price in the New England 
area. On a Chieftain seri:s, 122-inch wheelbase, 252 horsepower 


automobile, 2-door sedan, tl sy suggest $2,778. That is what is sug- 
gested to you? 


Mr. Fristey. Yes. 


Mr. Drxon. The price at vhich you should resell it? 
Mr. Frretey. That is right. 
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Mr. Drxon. At the same time he furnished you, I don’t say you, 
but the Pontiac dealers in that area, because this dealer says he is 
one of them and he received it, a price that is called a Pontiac sug- 

ted maximum retail delivered price. On the same 2-door sedan, 

hieftain series, 122-inch wheelbase, the suggested maximum delivery 
price is $2,502. 

Mr. Frrstey. Yes. 

Mr. Drxon. This dealer says that is a pack. 

Mr. Frietey. He is correct. 

Mr. Drxon. General Motors furnished that pack to him. They 
put that in his hand. It wasn’t something that the dealer had to 
do. They did it for him in this case. 

Mr. Fristey. In that case they did. 

Mr. Drxon. Did they furnish you one? 

Mr. Frimzey. They did not. 

Mr. Drxon. Aren’t you in this area ? 

Mr. Fritey. No, sir; I operate under the Buffalo zone and the 
central region. If that location is in Massachusetts it would be in 
the eastern region and probably the Boston zone. 

That could very easily be a zone practice, I don’t know. Our 
Buffalo zone has never adopted that practice. 

Mr. Drxon. Are any of you other gentlemen here familiar with that 
practice ? 

Mr. Assorr. Of course, I am from Texas. We have no price in 
Texas. 

Mr. Lanver. Was that price pack suggested by the Pontiac zone 
office? Is that what you stated ? 

Mr. Drxon. It was furnished to them by their zone office. 

Mr. Fris.ey. It was not a dealer association ? 

Mr. Drxon. No dealer; no, sir. This is not an implication of any 
dealer. I just asked the question. 

Mr. Lanoer. I have never heard of that being done. 

Mr. Drxon. Here is a price list that is furnished to a Pontiac dealer. 
They furnish him two of them. They furnish it to him and provide a 
pack of from $250 to $350. That gives the dealer room to operate in, 
there is no doubt about it. 

Mr. Fristey. Mr. Dixon, I am happy to tell you that the board of 
directors of NADA has condemned price packing, and has urged all 
dealers to price realistically, which would be the lower price for that 
particular car. 

Senator O’Manoney. Let me attempt to make it a little clearer in 
my own mind. The first suggested price here printed on the white 
paper is labeled “suggested retail price.” The second one on the pink 
paper is marked “Pontiac suggested maximum retail delivered price.” 
Is there any difference between suggested retail prices and suggested 
retail delivered prices? 

Mr. Frietey. You could find that out by looking for several items 
in there. One, is the freight included in both of them? Is the D. and 
H. included in both of them, the conditioning. 

If they are exactly the same, then it is a “4 

Senator O’Manonry. They are included on the pink sheet. 

Mr. Drxon. They are included in the smaller amount or the de- 
livered = on the pink sheet, which is the $2,502 amount. There is 
no breakdown on the suggested price. 
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Mr. Assorr. I would like to ask a question, Mr. Dixon, please, in 
regard to that. I would like to know—and it will show at the bottom 
of the page—is that a General Motors form or is it a local form ? 

Senator O’Manoney. The white sheet is marked clearly, “A General 
Motors masterpiece. Suggested retail prices New England area.” I 
would say that it is a General Motors memorandum. 

The difference between the prices on these two sheets is this: The 
maximum retail delivered prices are slightly lower than the suggested 
retail prices, and as Mr. Dixon said when he first brought this matter 
up, the price of the Chieftain series, 122-inch wheel base 4-door sedan 
has a suggested maximum delivery price of $2,566. The same sedan, 
Chieftain series, 122-inch wheelbase, 4-door sedan, has a suggested 
retail price of $2,842, indicating a difference of 

Mr. Frretey. $276. 

Mr. Drxon. Mr. Chairman, in order to preserve the identity of this 
company and the gentleman who wrote this letter to the chairman, I 
think it would be well if you would allow me to read this letter into 
the record without mentioning his name. 

Senator O’Manoney. Oh, yes; but I wanted first to get the response 
of these gentlemen, whether or not they have had experiences of this 
kind dealing with any make of car at all. 

Mr. Frretey. Poll my colleagues. 

Senator O’Manoney. Mr. Chaffin? 

Mr. Cuarrin. The only price that we have ever received on the 
products we handle is the suggested retail price from which the tradi- 
tional discount is figured to arrive at our costs. 

Senator O’Manoney. You do not know anything about maximum 
retail delivered prices ? 

Mr. Cuarrtin. I never heard of such a thing before today. 

Senator O’Manoney. Mr. Williams? 

Mr. Wuu1ams. No, sir. Our experience is the same as Mr. Chaffin 
indicated. 

Senator O’Manoney. Yes. Mr. Abbott? 

Mr. Aszotr. That was my reason for asking for that form, Senator. 
T have been around General Motors about 20 years, a dealer 20 years, 
and I have never heard of them even putting out a form breaking 
down—a form of that type—breaking down the price of the car. 

Of course, as I say, our contract and pricing in Texas is a little 
different than anywhere else, but I would like for the record to show 
in place of using the word “pack,” it is a markup, excessive markup. 
That word “pack” is no good. 

Senator O’Manoney. I am not using the word “pack” at all. 

Mr. Assorr. I know it. 

Senator O’Manoney. I am merely trying to discover whether you 
have two different prices. 

Mr. Assort. I will tell you what we do have. 

Senator O’MaHoney. Which are suggested to you by the manu- 
facturers. 

Mr. Assort. I will tell you what we do have—that General Motors 
sends to all fleet users—is the suggested naked price of an automobile. 

Senator O’Manonery. We are not dealing with the fleet dealings at 
all. Iam trying to determine whether there is any difference, accord- 
ing to your experiences, between these two designations, No. 1, sug- 
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gested retail prices, No. 2, suggested maximum retail delivered prices. 

Mr. Azszorrt. I still believe that that is not a Pontiac form. I think 
that is the dealer’s own form that he is using right there. I just do 
not believe that is a factory form. I have got a lot of forms that say 
Pontiac on them that I print myself. 

Senator O’Manoney. Texas seems to be a law unto itself. 

How about Georgia, Mr. Lander ? 

Mr. Lanver. To my knowledge Chrysler Corp. only suggests one 
delivered price. 

Senator O’Manoney. Mr. Fribley? 

Mr. Fristey. That is right. 

Senator O’Manoney. Only one? 

Mr. Fristey. That is right. 

Senator O’Manoney. The suggested price is only a suggested price; 
is that right? 

Mr. Fristey. Correct. 

Senator O’Manoney. You can go above it or below it ? 

Mr. Fristey. Correct. 

Senator O’Manoney. Mr. Dixon, suppose you read that letter into 
the record without disclosing the source from which it was received 
by the committee. 

Mr. Drxon. This letter is dated December 14 and is addressed to the 
Honorable Estes Kefauver, the chairman of this subcommittee : 


DeaR SENATOR: Thank you for your kind letter of December 6, 1957. I am 
taking the liberty of forwarding you advance information on new-car prices, 
and ii. the following manner: First, 1957 new-car prices and factory-installed 
accessories. Third, 1957 versus 1958 new-car prices and increases in each model. 

The 1957 and 1958 new-car prices reflect a pack or an inflated amount over 
and above the suggested factory list price from $250 to $350 on each model. 

The new-car factory installed accessories for 1957 and 1958 involve a pack 
or an inflated amount of a straight 10-percent increase over and above the sug- 
gested factory list price. 

In the 1957 versus 1958 new-car-price analysis in section No. 1, you will notice 
that the average increase per new car is $236 or a 6.7 percent overall price rise. 

In section No. 2 an average increase of $196 per new car or 5.9 percent rise has 
taken place, and in No. 3 section an average increase of $205 per new car or 1.9 
percent rise has been established. 

Mr. Curtice’s explanation of the pack in new-car prices has been fully covered 
in my studies sent to your office. 

In my opinion, the establishment of the pack policy by Ford Motor Co. and 
then carried out by General Motors Corp. open up the floodgates as well as the 
beginning of inflation with all industries, and with it the increase of wages took 
place throughout the country. 

May I respectfully make reference to the fact that the pack in new-car prices, 
price fixing in used cars, and deceptive automobile trade practices in financing 
and finance costs are fully described in the two reports mentioned on page 11 
of my study that you have received. 

I would be very happy to assist you and your committee’s chief counsel in any 
way that both of you may desire and even come to Washington, if it is necessary. 

Sincerely yours. 


And I won’t read the gentleman’s name. 

Senator O’Manoney. Mr. Abbott, you raised your hand. 

Mr. Azzorr. I believe, Mr. Dixon, in that letter he is accusing Gen- 
eral Motors of having a pack. 

Mr. Dixon. Hehas,sir. That was my question. 

Mr. Axnzorr. I thought you were talking from the dealer’s stand- 
point now. 
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Mr. Dixon. I was not inferring that the dealers, or that any of you 
gentlemen here had engaged in any practices of arbitrarily establishing 
a pack on a car. 

Mr. Asport. I misunderstood you. 

Mr. Drxon. I pointed out that this dealer has said that this pack, 
so far as he is concerned, came from his supplier, General Motors, and 
this is what started the whole spiral. 

Mr. Fristey. Mr. Dixon, one other question. As you read that let- 
ter you mentioned 3 documents, and when you made these comparisons 
you were absolutely sure that you were comparing the 1958 model on 
the 2 different prices? You did not have a 1957 model against a 
1958? 

Mr. Drxon. I might say I should have read perhaps the January 2 
letter also. It has some pertinent information in it, but I will only 
read, from this letter of January 2, the one paragraph that refers to 
this document I have in my hand: 


The attached 1957 Pontiac models suggested maximum delivery price of car 
when compared with the 1957 suggested retail prices— 


and I won’t quote the area— 


will immediately reflect the deceptive practice of packing and price fixing. For 
example, the Chieftain series 2-door sedan factory suggested maximum delivery 
price of car for $2,502 versus $2,778, the dealer’s asking price, is self-explanatory. 

Mr. Fristey. Why is he talking about 1957 automobiles in January 
of 1958? 

Mr. Drxon. He sent this to me, sir, in December. I do not have 
the current figures. 

Mr. Frietey. That is what I wondered, if you had the 1958. There 
was another issue in 1958. 

Senator O’Manoney. There is one thing that is clear to the chair- 
man, I think, and that is that the wholesale price is fixed by the 
manufacturer. 

Mr. Fristey. That is correct 

Senator O’Manoney. And the dealers pay that in cash. 

Mr. Frietey. Yes, sir. 

Senator O’Manonry. Then the manufacturer suggests to the dealer 
at least one delivered price for retail sale. 

Mr. Frisiey. Yes. 

Senator O’Manoney. The dealer may and does alter that delivered 
price to suit his needs or his purposes. 

Mr. Fristey. That is correct. 

Senator O’Manonry. At the same time to make a sale the dealer 
has to engage in trades for used cars. In the present situation he is 
under constant pressure to allow more than would ordinarily and 
normally be allowed for used cars. These used cars are accepted in 
trade, whether or not they have been completely paid for by the owner 
of the used car. Of course the balance due is deducted from the 
amount which the dealer allows him on a new car. 

Mr. Fristey. That is right. 

Senator O’Manoney. But all of this brings about a situation in 
which the dealer has no relief with respect to the amount he must pay 
for the car. He must save his own skin in the amount that he allows 
for a used car and the price for which he sells the car. 
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Mr. Freier. That is correct. 

Senator O’Manoney. Have I covered the situation correctly? 

Mr. Fristey. Very adequately. 

Senator O’Manoney. Mr. Williams, you raised your hand a mo- 
ment ago, indicating a desire to make a comment. 

Mr. Wuuiams. Yes, sir. 

This whole matter of pack is one of the things we want to get away 
from, and that is one of the reasons we are here, because if we can 
accomplish with you the program we want so we can get control over 
this dealer situation, the fellow who is doing that sort of thing and 
who is overcharging the customer can then be called in and stomped 
on and controlled, whereas now he is just running loose and there is 
no way of controlling him. 

Senator O’Manoney. Yes, I think that desire on your part has 
been very clearly presented here. It is a problem as to whether or 
not: it can be attained and how it will be attained. 

Mr. Chaffin, have you any comment to make on this? 

Mr. Cuarrtn. No more on this subject, Mr. Chairman. 

Senator O’Manonery. Mr. Lander? 

Mr. Lanper. No, sir. 

Senator O’Manoney. Then the panel has had its say on this matter. 

Anything more from you, Mr. Fribley ? 

Mr. Frretey. No, sir. 

Senator O’Manoney. I take it that no credit is extended by the 
ARATACLUNE to the retail dealer in any way, form, or shape. Yes 
or no? 

Mr. Fristry. Yes, credit is extended. 

Senator O’Manoney. In what way ? 

Mr. Frretey. On the parts accounts. Parts accounts are due on the 
10th of the following month. 

Senator O’Manoney. I was referring to the car. 

Mr. Frriatry. Nothing in the way of cars, sir. 

Senator O’Manoney. Mr. Lander? 

Mr. Lanver. We pay cash for our cars, sir. 

Senator O’Manoney. Mr. Abbott? 

Mr. Asnorr. Yes, sir, we pay cash, too. 

Senator O’Manoney. Mr. Williams? 

Mr. Wiiu1ams. Cash. 

Mr. Cuarrin. Cash. 

Senator O’Manoney. But there is credit on parts? 

Mr. Frrevey. Yes, sir. 

Senator O’Manoney. That is for what period ? 

Mr. Fristey. The 10th of the following month. 

Senator O’Manoney. That is a 30-day credit? 

Mr. Fristey. Yes. 

FLOOR PLANS 


Senator O’Manoney. What does the average dealer do to finance 
his own operations? Where does he get credit if he doesn’t get it 
from the manufacturer, Mr. Chaffin ? 

Mr. Cuarrin. I would say that the average dealer secures his credit 
through what we call a floor-plan finance plan. In other words, he 
might go to a finance company, a bank, or maybe some other source, 
and give a trust receipt for the individual automobile for the amount 
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of its cost or less, and borrow that money, pay interest on it which he 
must release at the time the automobile is delivered to the purchaser 
in payment. 

Senator O’Manonry. How are these floor plans working at the pres- 
ent time ? 

Mr. Cuarrin. As far as I know, all right. 

Senator O’Manoney. Is there any change in the interest that you 
pay ! 

Mr. Cuarrin. It has been up and down, sir. It was up and it is 
down again at the moment. 

Senator O’Manonry. What is the range of interest paid on floor 
plans? 

Mr. Cuarrin. At the moment we are paying 414. It has been up 
to 51%. 

Senator O’Manoney. Are these interest payments made by finance 
companies or banks? 

Mr. Cuarrin. Are they charged by finance companies ? 

Senator O’Manoney. Yes. You say the interest is up and down. 
Is there any variation between the bank-interest price and the finance 
company’s interest price ? 

Mr. Cuarrin. There could be. I am not sure. I have not dealt 
with but one finance company, so I am not sure of that, but I think 
there is a differential occasionally. 

Senator O’Manoney. Mr. Williams, do you care to make any com- 
ment on this? 

Mr. Witti1aMs. I think that is a very competitive situation, Senator. 


The floor-plan paper is something that none of them care for as a 
business in itself. 


Senator O’Manoney. None of whom care for? 

Mr. Wiru1ams. None of the financing people, the lenders. They 
take it as an accommodation to the dealer to enable him to carry a 
stock of automobiles for which he has to pay the factory cash, and in 
doing that they expect then to get a suitable proportion of retail- 
finance paper from the dealer, which is a very profitable item, and it is 
because of that that they are willing to make this floor-plan advance. 

Senator O’Manonry. What makes the retail paper a profitable 
item ? 

Mr. Wit11aMs. Retail paper is instaliment paper, and all install- 
ment paper carries a higher rate of interest than straight loans do, 
because you have to collect these installments if they are not paid. 
You repossess vehicles if you run intu a bad time. 

In other words, right now we are running into a period where 
repossessions are running abnormally high, and 

Senator O’Manonry. Let’s stop right there to get a consensus. 
cat about repossessions, Mr. Chaffin? Are they running abnormally 

igh? 

Mr. Cuarrtn. They are running high, yes, sir. 

Senator O’Manonrr. Mr. Abbott ? 

Mr. Asporr. Very abnormally high, sir. 

Senator O’Manoney. Mr. Lander? 

Mr. Lanper. Yes, sir, they are high. 

Senator O’Manoney. Mr. Fribley ? 
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Mr. Fristey. They are increasing. They are not abnormally high 
yetinmyarea. They are increasing. 

Mr. Drxon. He sells Cadillacs. 

Senator O’Manoney. I interrupted you to get that unanimous 
round-table reaction here, with a slight modification on the part of 
the New York expert. 

Mr. WiiuraMs. I think I have about covered the subject, Senator. 

paar O’Manoney. Mr. Lander, do you care to add anything 
to this? 

Mr. Lanper. Only to point out, sir, that GMAC is giving their 
dealers a better rate than the other finance companies have by about 
1 percent. We are paying 514 percent. I think you mentioned 41%, 

Senator O’Manoney. You are paying what? 

Mr. Lanper. Five and a half, sir. 

Senator O’Manoney. Do you go to a finance company or a bank? 

Mr. Lanper. Finance company. 

Senator O’Manoney. Finance company ? 

Mr. Lanner. Yes, sir. 

Senator O’Manoney. Mr. Abbott? 

Mr. Assorr. I am a General Motors dealer. 

Senator O’Manoney. Is there any other factor? How about the 
terms on which you place your orders ? 

Mr. Chaffin. 

Mr. Cuarrin. Place our orders ? 

Senator O’Manonry. When you order cars, are you the master of 
your fate? Do you order as many cars as you want to buy, or do you 
take a certain number that is suggested to you? 

Mr. Cuarrin. I am only master partly, sir. Iam given permission 
to project 30 days in advance the number of cars that I think I will 
need to fill my orders for that following month. At the time that 
projection is taken by the factory’s fieldman, I indicate only the total 
number and the models. Then later he comes for signed orders 
wherein I indicate all the specifications of each model I would like 
to have. When we have completed making out those orders, he will 
pull from his briefcase a sheet and then tell me “well, I am sorry, I 
can only give you these and these and these. I can’t give you any 
of this model,” and so forth and so on, on account of the allotment 
for the particular zone. 

Senator O’Manoney. Are the dealers canvassed by the manufac- 
turers before the manufacturers decide the number of cars they plan 
to produce for a particular season ? 

Mr. Cuarrin. I do not think so, sir. 

Senator O’Manoney. Mr. Williams. 

Mr. Witu1aMs. It is my understanding, Senator, that the manufac- 
turer has to estimate his needs some 2 or 6 months in advance, but that 
is not true with the Ford Motor Co. and the way they handle the 
dealers. We given them our orders from about 4 to 6 weeks in ad- 
vance, and Charlie Beacham, who was the sales manager of the Ford 
Motor Co. last year, he has since been made assistant general manager, 
told me that they scrapped in the fall of 1956, when business was 
dragging, over $5 million worth of finished parts for automobiles. 
All they had to do to make automobiles out of these parts was to 
assemble them, because they felt that to build those cars would glut 
the market and make a bad situation for the dealers. 
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Now those things vary from year to year, depending on who is in 
the saddle and the policies, and so forth. 

Senator O’Manoney. My real purpose was to get your statement 
as to whether or not the dealers are consulted by the manufacturers 
when the manufacturers are deciding the volume that they are going 
to manufacture. 

Mr. Fristey. They are not. 

Mr. Wiiu1ams. I don’t think so as a policy. Ordinarily, it has 
been 

Senator O’Manoney. You have never been consulted. 

Mr. WiuiaMs. Sir? 

Senator O’Manonry. Mr. Abbott? 

Mr. Asszorr. No, sir, they have never asked me how many cars to 
build. 

Senator O’Manoney. Mr. Lander? 

Mr. Lanper. Senator, they do come around and take an estimate 
of what you think, or at least Chrysler does, you are going to sell in 
1958. I have just received a printed format of mine on which we 
even estimated our profits. 

When the actual ordering takes place, we forecast 90 days in ad- 
vance on our estimate. Then they come back 30 days before actual 
production starts, and at that time we change our estimate or order 
as to what we want and specify the equipment we want on the cars. 

Now whether they use these forecasts as an estimation of a year’s 
production, I don’t know, sir, but we are asked. 

Senator O’Manonry. Mr. Fribley, how about you ? 

Mr. Frietry. I have never been asked, and I think maybe they 
probably would know what my answer would be if they asked me. 
Senator O’Manonry. Would you care to say what it would be? 
‘Mr. Frisiey. I generally haven’t looked through the same rose- 
colored glasses on future volume as some of the manufacturers have. 

Senator O’Manoney. You have not? 

Mr. Friptey. No, we have not. We have been in public disagree- 
ment in the print sometimes on estimating the market. 

Senator O’Manonry. I think you have made it clear already from 
our testimony today that you think the volume of cars manufactured 
as been in excess of the real demand at the present time. But I take 

it from what you have said there is no special complaint on the part 
of the dealers now with respect to floor plans and the financing of 
parts, nor are you complaining about cash on the barrelhead. 

Mr. Frisixy. It would be nice if we could operate like every other 
business does, on a 30-day credit. It would save a lot of money for 
the dealers of America, but historically the business has never been 
done that way. 

Senator O’Manonry. What would be the effect upon the price to 
the consumers ? 

Mr. Frietey. I don’t think it would affect the price to the con- 
sumer because it makes little difference whether the dealer pays the 
interest on it or whether the manufacturer pays the interest, because 
that goes into the total cost that must be assayed against every retail 
deal. 

Possibly it might be less if the manufacturer paid it, because I 
presume he could borrow money at less than 5 percent or 514 percent. 
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AUTO DEALER PROFIT PICTURE 


Senator O’Manoney. Let me take another go-around here. What 
is the cause of the poor profit picture that Admiral Bell described 
this morning? Would yo care to give your opinions briefly around 
thecircle? Mr. Chaffin ? 

Mr. Currin. Well, I would say, Mr. Chairman, that the principal 
cause behind it has been the thing that Admiral Bell brought out— 
the poor distribution of cars, too many cars going in wrong places 
causing those dealers to invade other dealers markets, cutting prices, 
cross selling, overallowance on used cars, thereby ending up with 
very little gross profit. 

Senator O’Manoney. Does that really mean after all that the cause 
is that we have come to a buyer’s market instead of a seller’s market? 

Mr. Cuarrin. Yes, sir, in effect. 

Senator O’Manoney. Customers are reluctant now to buy as readily 
as they used to buy, is that right? Do you all agree on that? 

Mr. Lanver. I think, Senator, that the dealer is absorbing this last 
price increase because the public has reached the point where they 
can pay no more. The dealer himself is absorbing the increase. 

The public just cannot, I mean the people we sell to just cannot 
absorb anymore. As Carl brought out this morning, their payments 
are as high as they can make. 

Mr. Bex. Mr. Chairman, may I be permitted to comment? 

Senator O’Manoney. I would like to have your comment on that. 

Mr. Betz. Because we do get a good deal of mail in the office from 
across the country. 

Senator O’Manoney. Admiral, I did not hear that. 

Mr. Bett. I say, because of the amount of mail that we get in the 
central headquarters clearinghouse from all over the country, and it 
bears some relationship to that icebox discussion that Mr. Dixon and 
I were talking about this morning. 

T have a very fine icebox that I was delighted to be able to buy at 
a discount about 4 years ago. I have had not the slightest difficulty 
with it. But an automobile is not an icebox, and when you encounter 
this wheeling and dealing giveaway overallowance discounter in the 
industry, he is not going to be there very long, and the mortality 
among dealers is I believe causing a great deal of concern in Detroit, 
if what the top management of the various manufacturers said to 
Mr Chaffin and me last week is true. 

There are many, many open points. There are many places in 
America today that did not exist a year ago, where the consumer, 
the owner of an automobile, has no nearby service facility to have 
that car serviced, which is a continuing thing, as all automobile own- 
ers know. That is one of the effects or one of the results perhaps 
of the practices that Mr. Chaffin just referred to, and one of the great 
differences hetween the products sold by these gentlemen and the 
products sold bv the average discount house in the appliance business. 

Senator O’Manoney. You have referred to the mortality among 
antomohile dealers. Would you please expand on that a little bit? 
How many automobile dealers have gone out of business in the past 
6 months? 

Mr. Betx. What are your latest figures, Paul ? 
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Mr. Herzoc. We have currently some 38,000 automobile dealers in 
the country at the latest count. This represents a loss from approxi- 
mately a year ago—I would have to check the actual timing of this— 
of close to 2,000 dealers. 

Senator O’Manonry. Of close to 2,000 dealers? 

Mr. Herzoc. Correct. 

Senator O’Manonry. Mr. Dixon hands me a copy of the Automotive 
News published in Detroit February 3, 1958. It has a table entitled 
“Dealers Handling United States Makes of Passenger Cars,” 1958 
versus 1957. The total number for January 1, 1957, was 38,367, and 
for January 1, 1958, it was 38,091, which is a much smaller loss than 
that just given. 

Mr. Betu. That indicates, does it not, Senator, the total number of 
automobile dealers? I do not believe that that indicates the number 
of automobile dealers who have gone out of the business and who have 
been replaced. 

Senator O’Manoney. No, it does not. 

Mr. Bexiu. That would be the more interesting figure. 

Senator O’Manonery. Youare right, it doesn’t show that. 

Mr. Herzoc. Might I comment on that to this degree, Senator? The 
introduction of a new car, for example, during the last year signed 
up well over a thousand dealers, so that you have right there a thousand 
dealers who are not accounted for in terms of the loss. 

Mr. Azssorr. Senator, I might comment that the Ford division 
brought out a new automobile, too, that adds a few dealers. 

Senator O’Manoney. I will suggest to you, Admiral Bell, that you 
compare this table published in the Automotive News of February 3 
with your own statistics, and furnish to the committee your statement 
of the present status of dealers in the United States. 

Mr. Bett. In order to be as accurate as possible, sir, it might take 
a few days. 

Senator O’Manoney. Oh, yes. 

Mr. Betx. Because what I would propose to do would be to work 
with each State organization to find out what happened in that State 
during the past year. 

Senator O’Manoney. I think the committee would like very much 
to have that information. 

Now let me go round the panel again. Mr. Chaffin, how about 
mentens f Are there less dealers there now than there were 6 months 
ago ! 

Mr. CuaFrrtn. Yes, sir. 

Senator O’Manonry. How many? 

Mr. Cuarrin. Well, in round figures we had 6 months ago I would 
say approximately 400. I would say we are down to around 350 
dealers at the present time. 

Senator O’Manoney. Mr. Williams? 

Mr. Witu1ams. We only have metropolitan Cleveland. In that area 
a year ago there were 157 and there are now 145. 

Senator O’Manoney. Mr. Abbott? 

Mr. Axssorr. We have lost about 500 dealers in the State of Texas. 

Senator O’Manoney. Mr. Lander? 
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Mr. Lanper. The latest figures I have, Senator, were sent to NADA 
as recently. We now have 596 dealers compared with figures used 
ast year of 728. That isa loss of 132 ina year. 

Senator O"Manoney. Mr. Fribley ? 

Mr. Fristey. New York State lost somewhere around two or three 
hundred dealers. I think a more significant comment, Mr. Chairman, 
and I do not choose to identify this zone because I do not think it 
would be fair to use the name, but on January 1 of 1958, in a zone of 
approximately 135 to 140 dealers there were 29 open points. 

n other words, there were 29 dealers needing to be replaced. 

As of last week there were 38, an increase of 9 in that particular 
zone. 

We are running into the heaviest mortality now in February, and 
I believe March will be the same. I do not know whether my col- 
leagues will agree with me, but in my opinion this first quarter has 
shown the heaviest mortality of any time in the last few years to my 
knowledge. 

Senator O’Manonery. You say the last few years? 

Mr. Fristey. I mean not to go back to 1929. I do not want to go 
back that far. 

Mr. Bett. You mean postwar? 

Mr. Fristey. Yes; postwar or middle thirties. 

Senator O’Manoney. Since the middle thirties, you think. 

Mr. Fristey. With the exception of the war. 

Senator O’Manoney. This has been the most dangerous period for 
automobile dealers. 

Mr. Frisiey. I believe the first quarter will show the highest dealer 
mortality in any one quarter. I’d like to phrase it that way, sir. 

Senator O’Manonry. Has NADA now suggested to this commit- 
tee the remedies that it has evolved, or are you still considering other 
remedies ? 

Mr. Bex. I might report, sir, that the remedies embraced by the 
program that I read into my statement this morning and adopted 
unanimously, I might say, by our board of directors, represents the 
current thinking, the latest thinking expressed by our board carry- 
ing out the mandate of their own members, their constituents. 

enator O’Manoney. Did I understand you to say that was unani- 
mously adopted by the board ? 

Mr. Bey. It was, sir. 

Senator O’Manonry. The negotiations which you spoke of with 
the manufacturers have not proceeded so far yet that you are able 
to state what the attitude of the manufacturers will be ? 

Mr. Bet. No, sir; I cannot. 

Last fall something closely approximating this present program 
was discussed at length with the manufacturers, and even onstiar than 
that had been submitted to them in writing, and the responses were 
most inconclusive. 

Senator O’Manonry. Mr. Bolton-Smith, do you have any ques- 
tions to ask? 

Mr. Botron-Smirn. Mr. Chairman, just a couple of very brief ones. 
Thank you very much. 

I would like to ask Mr. Fribley how the proposed amendment might 
affect sales to State governments. 

Mr. Frrstey. What proposed amendments, sir ? 
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Mr. Boiron-SmirH. The proposed bill presented this morning. 
Would the dealer at the State capital get compensation indicated under 
the amendment for sales within the State capital even if a dealer 
outside the State capital closed the sale to the State capital? 

Mr. Frustey. I do not think so. 

The whole problem here is one of if the subsidies are continued, Mr. 
Bolton-Smith, then whoever gets the bid will make delivery of the 
automobile. I cannot tell you because I do not believe that that legis- 
lation is at all in final form, you see. 

Mr. Botron-Smirn. I was just wondering as to the tentative lan- 

age that was introduced in the record. Would section 6 give a 
daar in the State capital the right to get the compensation for the 
sale to the State government, even though the country dealer closed 
the sale ? 

Mr. Fristey. I see what you mean. The cars in New York State 
arenot basedin Albany. There are 16,000 of them and they are spread 
all over and wherever they are garaged, that is where they are delivered 
and that is considered their base. 

We have a certain number of cars in Chenango County. 

Mr. Boutron-Smiru. So the dealer in Chenango County would get 
the compensation even if an out-of-county dealer made the final sale? 

Senator O’Manonry. Mr. Williams and Mr. Abbott. 

Mr. Ansorr. I think I can clear that up. Our General Motors con- 
tract has always read that they reserve the right to bid on Govern- 
ment vehicles, so that would automatically eliminate anything as far 
as that legislation is concerned. They can still reserve that right. 

Mr. Bouron-Smiru. The manufacturer would ? 

Mr. Wiiu14Ms. Senator, the Ford contract provides the same thing, 
and what we would like to see is not so much that the merchandise 1s 
funneled through the dealer at a profit, but that the undercutting of 
the price below the price at which they sell to the dealer be stopped, 
in order to refrain from demoralizing the used car market, as Mr. 
Fribley pointed out. 

Mr. Boutron-Smirn. Yes, I understand. 

Mr. Witu1aMs. That is where the viciousness comes in. 

Mr. Borron-Smirn. This was on the first part of the testimony. 
Thank you very much for elaborating on that. 

Mr. Fristey. There is not enough profit on these State sales for 
anybody to get excited about. 

Mr. Botron-Smiru. Is the dealer discount from the suggested prices 
on the record ? 

Mr. Frietey. On the record ? 

Mr. Bouton-Smiru. Yes. 

Mr. Frietxy. I presume you have had that on the record. It has 
certainly been put in the record. You mean what each individual 
manufacturer gives his dealers. 

Mr. Botron-Sairu. Thatisright. What is it roughly ? 

Mr. Fristey. Didn’t the manufacturers present that testimony? 

Mr. Dixon. We have that as an exhibit in the record. 

Mr. Botton-Smiru. Is it a rough percentage ? 

Mr. Dixon. It isa flat figure. 

Mr. Bouton-Smiru. Thank you very much, Mr. Chairman. 

Senator O’Manoney. Dr. Blair. 
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Mr. Bua. I just have a couple of questions to ask Mr. Bell to 
try to pet our statistics from the dealers on the same basis as those we 
have from the manufacturers. On page 2 of your statement you 
referred to profit figures relating to dealers. These are cauedanll in 
terms of percentage of sales before the provision for Federal income 
taxes. Do you have the same figures available in terms of percentage 
of net worth stockholders equity ? 

Mr. Bett. No, sir. 

Mr. Biarr. Could you make them available to us? 

Mr. Betu. We haven’t got it. In other words, we get these figures 
by sending out forms to all of our members on a quarterly basis, and 
that form does not include a part where the dealer would put the 
return on his investment. Is that what you are asking ? 

Mr. Buair. Investment, net worth, something of that kind, because 
profit on sales is such a function of turnover. 

Mr. Betu. I’m sorry, I haven’t a copy for illustration. It is quite 
a comprehensive thing. 

Here we go. That is what we make up for the industry and make 
that public, and then we make up similar things for each make of auto- 
— and those returns go only to our members who sell that 
make. 

Mr. Frietey. I read that General Motors statement yesterday. I 
did not see any percent of return on their net worth, but I did see it 
on sales. It has always been customary to calculate on sales in the 
business, sir. 

Mr. Buatr. Yes, that may be, but we make our calculations in 
terms of net worth. We would like to make them for your organiza- 
tion as well, in terms of net worth, not that percentage of sale does not 
have any value, but it should be analyzed in conjunction with figures 
on percentage of equity. 

Mr. Frie.ey. I might point out that is a very difficult figure to get 
because some dealers who might have been in business 25 or 30 years 
would have accumulated enough capital to own their own building 
which would be in as net worth, whereas other dealers might be rent- 
ing a building and you get kind of a funny figure that way whereas 
the sales figure is pretty much across the board. 

Mr. Bex. And furthermore, I recall that we did several years ago 
attempt to get that figure, and as Mr. Fribley points out, it was not an 
authoritative figure—I mean return on their investment. Discussin 
the subject in Detroit with one manufacturer especially, I was tol 
that our figures were unrealistic; that their returns on their dealers 
showed his return on his investment was far higher. Then, on ques- 
tioning by us, they said, of course, the investment to which we refer is 
what we call the minimum recommended investment, which bore little 
comparison to the actual investment. 

Mr. Brat. Do these profit figures include the profits on sale of 
parts, service as well as new cars and used cars ? 

Mr. Frieiey. Everything. 

Mr. Buarr. They are the total retail operation? 

Mr. Frietey. Right. 

Mr. Buarr. One last question, Mr. Fribley. You objected to Mr. 


Reuther’s entire presentation of your remarks to the effect that a $100 


reduction in price would bring about a million more sales of cars. 
Mr. Frietey. Yes. 
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Mr. Buarr. How much of an expansion in new-car sales do you 
think a $100 reduction in price would bring? 

Mr. Frretey. I think I covered that in my testimony when I said 
“frankly, I don’t know how many extra cars could be sold at a hun- 
dred reduction across the board from the present price levels and I 
doubt if anyone else can make an intelligent forecast on that figure.” 

I said that this morning and I peubidien to repeat it to you. 

Mr. Buatr. Do you have any idea as to what impetus to sales a 
$200 or $300 price reduction would be? You have indicated a feeling 
that perhaps the automobile manufacturers have priced themselves 
out of the market. I wonder if you have any ideas as to the extent 
to which that situation would be cured if the automobile manufacturers 
were to institute price reductions? 

Mr. Friszey. I think it was Mr. Williams who made a very cate- 
gorical statement on it that any time you decrease prices you increase 
the market. I mean, those of us that have been in this business for 
30 years know that that is a fact. Any time you decrease prices you 
increase sales. 

Mr. Buatr. Very much? 

Mr. Fristey. That is the $64,000 question. 

I don’t want to be put in the position of Dr. Yntema, who says I 
am poor but honest and I don’t know what I am talking about be- 
cause I don’t have the benefit of the Ph. D.’s, the statisticians, and 
the economists, so I am not going to make any guess on that because 
it might be thrown back on me again. I can say to you it will affect 
the market. 

Mr. Buarr. You regard the market as sensitive to changes in price? 

Mr. Frretey. Certainly ; it always is. 

Mr. Buair. Do all of you regard it as sensitive to changes in price? 

Mr. Cuarrtin. Yes, sir. 

Mr. Asporr. I don’t think a hundred dollars is going to make a 
lot of difference. That is less than $3 a month for a customer, and if 
you get him that close on that priced automobile he can pay an addi- 
tional $3 a month, so I just do not believe that a hundred is going 
to appreciably increase our sales. 

Mr. Buarr. I think it was the testimony of one of you gentlemen 
that since 1955 the average monthly payments have risen about $20 
a month, something like that. 

Mr. Aspotr. $20 to $30. 

Senator O’Manoney. Mr. Fribley, just a moment ago somebody 
placed in my hand a clipping from the Christian Science Monitor 
of February 15, 1958. This was taken from the page devoted to in- 
dustry and finance. There is a little sketch here showing a banner 
over the heads of a group of gentlemen, and the banner is inscribed 
“The Economist.” A: glorious economist stands in the midst with a 
chart labeled “Trends.” The article is written by Vartanig G. Var- 
tan. It is called A Window on Wall Street. But what has at- 
tracted my attention is the heading. The first line should be the 
last line, but I will read the first line first : 


They’d never make coaches. Conflicting economists thrive. 


That might just as well have been lawyers, John. 
Mr. Bair. Wait until the economic situation becomes a little worse 
and maybe economists will rise some way in popular esteem. 








3052 ADMINISTERED PRICES 


Mr. McHveu. Mr. Fribley, I understand from your previous testi- 
mony it is your position that pricewise the automobile dealers are in 
active and vigorous competition with each other in the sale of their 
automobiles. 

Mr. Fristey. Yes, sir; I have never been in a more rugged com- 
petition than we are in right now, including the Cadillac business. 

Mr. McHvuex. Would you say that the automobile manufacturers 
pricewise are engaged in the same kind of competition with each 
other ? 

Mr. Frustey. I don’t think I had better comment on that. Why 
don’t you ask the manufacturers that question? You see, I don't 
know. Iam not in their range. 

Senator O’Manoney. Mr. Williams holds up his hand. 

Mr. Wiuu1aMs. I would like to comment on that, Senator. They 
don’t have to negotiate on their price and we do. 

Senator O’Manoney. I think that is the answer. 

Mr. Dixon? 

Mr. Drxon. I would like to ask Mr. Bell one more question. 

Mr. Freier. Pardon me, may I make one more point to Mr. Mc- 
Hugh which I think is an important one. When you talk about 
competition I am sure, because you served, as I recall, if my memory 
serves me right, you served with Senator O’Mahoney on these other 
hearings. 

Senator O’Manoney. He did. 

Mr. Frietey. And I think at that time we talked about a captive 
market. Well, I think that everyone of us realize that we are a cap- 
tive market. I mean, I represent Cadillac and Pontiac and GMC 
truck. I do not represent nor can I sell International or White or 
Dodge or Mercury. We are a captive market so that may be some 
enlightenment on the competition. 

Senator O’Manoney. Do any of the members of the panel desire to 
volunteer any further comment ? 

Mr. Williams? 

GROUND RULES 


Mr. Wiis. Yes, sir. I would like to say that nothing we want 
is in any way intended to lessen or do away with competition. I think 
we are all smart enough to know that the life of good business is keen 
competition and the ability to survive under those conditions. 

But we would like to be able to get, as Fred Bell pointed out this 
morning, some decent ground rules under which we could play which 
we don’t feel we can get at the present time. 

Now nobody knows what the price of an automobile is today, and 
too many customers, too many consumers, are flimflammed, cheated, 
skinned ees they go in and they trade on the mistaken theory that 
the only thing that makes any difference to them is how much they 
get for their old car. 

Well, now if one man prices his new car at $2,000 and the other man 
is pricing the same car at $2,200, obviously the second man can give 
him $200 more for the old car and still be even. Maybe he only gives 
him $100 more, and by raising the price of his new car unduly, he has 
profited himself, the dealer, I mean, $100. That is the sort of thing we 
would like to eliminate. We would like to get the deception, the flim- 
flam stuff, the sleight of hand, out of this business, and be able to get 
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it on a basis where people know what the price of the car is, and they 
know what they are paying for the car, and you eliminate all this 
razzle-dazzle stuff that is making all the trouble. 

Senator O’Manoney. If you can define the flimflam practices with- 
out creating an opportunity for flimflam practices of another variety, 
you will have come fairly close to solving the problem. 

Mr. Dixon ? 

Mr. Dixon. Just one thing. I believe, Admiral Bell, you mentioned 
a survey that you made with the General Federation of Women’s 
Clubs. I think I read about that. You did make mention of the fact, 
1 believe, did you, that these ladies had something to say about the 
price of the automobiles ? 

Mr. Betu. Oh, they had plenty to say. I submitted for the record 
a composite of what they said. I didn’t take the time of the committee 
this morning. 

Senator O’Manonry. This was an addendum to your statement ? 

Mr. Betu. Yes, sir. 

Senator O’Manoney. It has been made a part of the record. 

(The material referred to may be found in the appendix on p. 
3826. ) 

Mr. Dixon. All right, sir, fine. 

Senator O’Manoney. Mr. Chumbris, any questions / 

Mr. Cuumpris. No. 

Senator O’Manoney. Gentlemen, we are very much indebted to you 
for your willingness to come here, for the frank answers that you have 
given to our questions. I feel certainly that you have made a con- 


_ tribution to an understanding of this problem, and I think nobody 


can take offense at anything that you have said. You have appeared 
before this committee as vital members of a great industry seeking 
ways and means to overcome an acknowledged depression in the 
motorcar market. You are pursuing your negotiation with manu- 
facturers. I wish you well in those negotiations, and I will assure 
you that the members of this committee will give close attention to 
what you have said. We have made a record here which will be a 
permanent record and it will be made available to those who wish it. 
I am sure the Superintendent of Documents will be very glad to re- 
ceive orders for printed copies when they are available. If there is 
anything that occurs to you after you leave here this afternoon that 
you wish you had said, or if anything in what you did say seems to 
you after you have said it to have been rather hastily said, perhaps if 
you address a letter to the chairman he may permit you to withdraw 
your remarks. Frankly, I do not believe that anything that was said 
today falls into that category. 

You are representatives of a very significant segment of the busi- 
ness of the United States. This country is made up of States and 
counties and cities, and those who do business in all these various areas 
are part of the trade and commerce that has made America great. 
All that this committee wants to do is to help trade and commerce 
overcome the difficulties that seem to be rising in their path and to 
secure the continuance of trade and commerce in the American way— 
free, open, fair dealings and aboveboard, without trimming or flim- 
flam practices, Mr. Williams. If there is nothing else to be said now, 
the chairman will adjourn this meeting at the call of the Chair. 

Remember that I have invited you to make any additional com- 
ments. We will give you about a week for that purpose. 
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Mr. Betx. On behalf of NADA, Mr. Chairman, we should like to 
thank you for inviting us to a pone and giving us this opportunity to 
address ourselves to some troublesome problems of small business. - 

Senator O’Manoney. Thank you very much. 

The session is now adjourned. 

(Whereupon, at 4:30 p. m., the committee adjourned at the call of 
the eer} 

(The following was submitted for the record :) 

Tue Brrcett L. WILLIAMS Co., 
Cleveland, Ohio, February 21, 1958. 
Senator JosepH O’MAHONEY, 
Senate Office Building, 
Washington, D. C. 


My Dear SENATOR: May I take advantage of the offer which you made at the 
close of the Senate hearings on Wednesday of this week and substitute the 
attached statement for that which I made at that time. 

In substance this is the same as the remarks I made then, except that it has 
been enlarged a little by defining some of the particular practices with which the 
industry is plagued. 

Again, may I thank you for your great and patient consideration in conducting 
the hearings. 

Mrs. Williams joins me in best regards to you. 

Sincerely, 


BreKett L. WILLIAMS. 


: FEesrRuARY 27, 1958. 

Mr. Brrxett L, WILLIAMS, 

The Birkett LL. Williams Co., Euclid Avenue at Hast 46th Street, 
Cleveland, Ohiv. 


Dear Mr. WitL1aMs: Thank you for your letter of February 21, 1958, submitting 
certain information which supplements the testimony you presented before the 
antitrust and monopoly subcommittee on February 19. The material you sub- 
mitted will be made a part of the record of these proceedings. 

On behalf of this subcommittee I would like again to express our thanks to 
you, your association, and the other dealers who offered very helpful testimony 
during the course of the hearings. You may be sure that this testimony will be 
carefully considered by the subcommittee in its continuing study of the problem 
of administered prices in the automobile industry. 

Sincerely yours, 
JosepH C. O’MAHONEY. 


STATEMENT OF BrrKett L. WILLIAMS, CLEVELAND, OHIO 


Entirely too many automobile buyers are being victimized by unscrupulous 
auto dealers. 

This is being done in a variety of ways. 

1. Unethical, false, and misleading advertising. This with the thought in mind 
to get the prospect into the dealers place of business by misrepresentation and 
then flimflam him into a deal which in no way resembles the advertised proposal. 

2. Packing: This is adding to the price of the new car enough money so that 
an excessive allowance can be made on the traded-in car. Thus the customer 
thinks he is getting a better deal, when actually he is getting skinned. 

Example: Same car in both instances. 





Ethical Shyster 
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8. Packing finance charges: That is making finance charges excessive and 
recovering from the finance company the difference of the overcharge. Ethical 
financers do not condone this, but some—too many—4do so. 

4. The use of “Would You Takes.” Plastering cars with handbills bearing 
the question, “Would you take $1,400 for this car in trade on a new Greyhound? 
If so, see John Doe at Shyster Motors.” 

The car in question is worth not over $600; the offer preposterous. But the 
“sucker” comes in and they try to beat him down to a figure which will show a 
profit. Local legislation in some places prohibits the use of “would you takes.” 
They are always false. 

5. Bushing: Preventing the customer from shopping, by the salesman os- 
tensibly making him an exceptionally good deal. Getting the assigned title 
on the trade-in car right away. When the customer returns to get his new 
ear, he is advised the house will not approve the proposed deal. In indignation 
the customer demands the return of his old car. He is advised it has been 
sold. At that point he has the choice of making the best of a bad mess or 
hiring a lawyer. Most people reluctantly submit to being fleeced. 

There is no desire on the part of the dealers to eliminate competition. Nearly 
all realize good clean competition is healthy and the lifeblood of free enterprise. 
But the permission to establish some ground rules which would grant the vast 
majority of honorable dealers “equality of competitive opportunity” is very 


much needed. Otherwise a very rough road lies ahead. It is such legislation 
NADA advocates. 
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TUESDAY, APRIL 29, 1958 


Untrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess at 10:10 a. m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver pre- 
siding. 

Present: Senators Kefauver (chairman), Carroll, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter N. Chumbris, minority counsel ; 
Carlile Bolton-Smith, counsel to Senator Wiley: Horace L. Flurry, 
assistant counsel; Theodore T. Peck, counsel to Senator Dirksen; Dr. 
E. Wayles Browne, Jr., economist ; Thomas B. Collins, staff member, 
Committee on the Judiciary; and Peter Posmantur, attorney. 

Senator Kerauver. The meeting will come to order. 

Today the Subcommittee on Antitrust and Monopoly resumes its 
hearings on administered prices in the automobile industry. 

We are delighted that Senator Wiley, who has a great interest in 
this matter, is here. Other members of the committee will be here 
shortly. 

In this set of hearings, which we expect will last the remainder of 
this week and possibly into the forepart of the following week, at- 
tion is to be focused on the question of what has happened to the 
demand for automobiles and to the effect on demand of the increase 
which has taken place in concentration and the decrease in alternative 
choices available to the buyer. 

That something very serious has happened is quite obvious. In 
the first quarter of this year, automobile production was 31 percent 
below the level of the corresponding quarter of 1957. The effect of 
this fall in automobile production on the economy as a whole is far 
reaching. The ‘Automobile Manufacturers Association itself has cal- 
culated that 1 firm in every 6 throughout the Nation depends directly 
or indirectly upon the automobile industry. The association has also 
estimated that 1 out of every 7 workers gainfully employed depends 
directly or indirectly upon the automobile industry for his livelihood. 

The automobile industry is the leading, or one of the leading, con- 
sumers of steel, copper, lead, zinc, nickel, synthetic rubber, upholstery 
leather, tire cord, glass, electrical equipment, certain types of textiles 
and many other products. Of the 70 major depressed labor areas in 
the country, 17, or almost 1 in 4, have a significant number of auto 
industry workers. 
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The policies followed by the automobile producers thus have a a 
real and direct effect upon the general economy. A high responsibil- 
ity now rests with a very few companies. And in discharging this 
responsibility as far as the public is concerned, both labor and manage- 
ment play a part. 

I would like to make it clear that testimony by witnesses who are 
oing to testify during these hearings—or anything that I might 
ave to say about reduced prices or reducing taxes and what not— 

will all be discussed in terms of making such suggestions retroactive 
so that buyers will not postpone their purchases. 

Years ago, if an automobile producer made a mistake—priced his 
car too high or came out with a design which did not appeal to buy- 
ers—the results, while fatal to him, were not necessarily injurious to 
the automobile industry as a whole, and certainly not to the entire 
economy. The market which he lost was filled by one or the other 
of his many competitors. 

Today, however, if the Big Three raise their prices unduly or put 
on the market models which do not attract consumers, or if there is an 
extended work stoppage because of a labor dispute, there is little alter- 
native aside from foreign cars to which consumers can turn. They 
can only buy or not buy, and today they appear to be doing the latter 
in large numbers. 

In the earlier years of this century the automobile industry was one 
of many concerns and only moderate concentration. It has been estab- 
mated that by 1928 a total of 1,000 distinct enterprises had been organ- 
ized to manufacture automobiles. Of course, many of these were in 
the nature of fly-by-night operations which put no cars on the market. 
Nonetheless, 181 companies actually did manufacture and sell auto- 
mobiles during the period 1903-26. Of these 181 companies, 44 were 
actually in production in 1928. 

Reflecting the larger number of producers, the level of economic 
concentration was considerably lower than is the case today. Ac- 
cording to public sources, in 1909 the 3 largest producers had only 
42 percent of the total automobile production. In 1915 the figure had 
risen only to 51.2 percent. Ten years after Ford, General Motors, and 
Chrysler accounted for 71.9 percent of total new car registrations. By 
1935 this figure had risen to 91.5 percent and in the first quarter of 1958 
it is over 96 percent. During the same interval, General Motors has 
increased its share of new car registrations from 20 percent in 1925 
to 30.4 percent in 1935 and to 53.2 percent in the first quarter of 1958. 

Accompanying this increase in concentration has been a steady de- 
cline in the variety of significantly different cars offered to the buyer. 
Commenting on the wide variety of makes and models from which 
the consumer was formerly able to choose, an acute observer of the 
American scene, Mr. E. B. White, recently had this to say: 

Thirty or forty years ago, when a man wanted a car, he had a fabulous assort- 
ment to choose from—everything from a Jackrabbit to a Bearcat. Big cars, 
small cars, medium-size cars, cheap cars, expensive cars, moderate-priced cars, 
high cars, low cars, open cars, closed cars, gas cars, steam cars, electric cars; 
it was paradise. The trend in manufacturing has been to standardize the auto- 
mobile, as though the consumer were himself standard and fixed. Big cars have 
grown smaller, small cars have gone bigger, all cars have grown lower, all 


ears have gone up in price. Sales of most American cars are lagging; only 
the foreign cars are enjoying an active market. 
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My newspaper says that Detroit is reappraising the scene. Car makers 
are asking “Do people want expensive chrome-covered, prestige-laden big cars, or 
do they want smaller and more economical basic transportation?” I think the 
answer to that is, there is no such word as “people” in the sense that the word 
is used here. Every person is different. Some want expensive chrome-covered, 
prestige-laden cars; some want plain undecorated inexpensive cars that carry 
no more prestige than an old umbrella. Some want a car that is spacious, to 
earry big loads long distances. Others want a small, economical car for light 
going on short hauls. 


In some manner there has developed a striking similarity amon 
the Big Three, not only as to price but also as to design and genera 
nature of the automobile itself. The similarity of price has already 
been brought out in the hearings. As to the similarity of design, 
Mr. George Romney, president of American Motors Corp., made this 
interesting observation in the course of his testimony: 

When you get an inadequate number of companies in an industry, the cus- 
tomer ceases to be king. He begins to be dictated to by the concepts that a 
few have as to what he ought to have, and that is what I am here talking about 
as far as this whole product situation is concerned, because there is inade- 
quate and deficient product competition in the automobile business (hear- 
ings, p. 2862). 

* * * * * * * 

They (the Big Three) introduced power steering and power brakes made nec- 
essary by the constant increase in car length, weight and speed, but their pri- 
mary emphasis has been on greater car size, horsepower and angular style 
obsolescence. This is because in the adoption of a common product philosophy 
their basic product competition had ended. 

This was not as a result of agreement. Rather, it was due to the fact that 
all were advertising, promoting and selling basically identical product ideas and 
this dominated customer thinking about product. 

Furthermore, the companies were so big and their investments were so great, 
that they could ill afford to encourage certain product trends. 

Why should they promote customer interest in new product engineering pos- 
sibilities that might eventually obsolete their existing production facilities? 

(Hearings, pp. 2879--2880.) 

Perhaps the most serious consequence of the increase in concentra- 
tion and the disappearance of competitors in the automobile industry 
has been this narrowing of choices to the consuming public. The con- 
centration of control which has developed in the automobile industry 
places upon the Big Three the necessity of “guessing right” in develop- 
ing their price and design policies. If they guess wrong, there being 
so few alternatives available to the buyer, the consequences can be 
disastrous to the automobile workers, to the supplying industries, to 

ASLTOUS , ying ’ 
their distributors and, last but not least, to the profits of the automo- 
bile companies themselves. 

It is in this context that these hearings on the demand for automo- 
biles are being held. Our first witness is Mr. Laurence Crooks, auto- 
motive consultant for Consumers Union. As is generally known, 
Consumers Union is a‘research organization which tests competing 
products in a wide variety of lines for quality and performance. The 
president of Consumers Union is a very distinguished professor— 
Dr. Colston Warne of Amherst College. Each year it devotes an 
entire issue of its magazine Consumer Reports to an appraisal of the 
current makes and models of automobiles. The work of testing the 
cars and appraising their performance is under the general direction 
of Mr. Crooks. By way of background, Mr. Crooks has worked in the 
Automotive Department of Consumers Union for 22 years. Before 
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joining Consumers Union he worked in a similar capacity in the 
Automotive Laboratory of Yale University. Mr. Crooks is a mem- 
ber of the Society of Automotive Engineers. 

Mr. Crooks is to be followed this morning by Mr. Dan Lino, pub- 
lisher of Automotive Facts and other publications for the automobile 
finance industry. For 10 years Mr. Lino has prepared a monthly 
analysis of trends and developments in the automobile industry. 
Before that, he has at various times been engaged actively in the 
ee distributing and finance branches of the automotive 
industry. 

eatbexbw; April 30, we shall hear from Dr. George Katona and 
Mr. Richard Latham. Dr. Katona is program director of the Sur- 
vey Research Center, University of Michigan. The survey research 
center makes regular studies of consumer anticipations with regard 
to their expenditures. In this work a considerable amount of infor- 
mation has been obtained as to the factors which influence consumers’ 
decisions as to their purchases of such items as automobiles. In ad- 
dition, we shall hear from Mr. Richard Latham, industrial designer. 
Mr. Latham is the founder of the firm, Latham, Tyler & Jensen in 
Chicago which handles accounts for a number of companies making 
consumer goods. In the past, Mr. Latham has handled the account 
of one of the automobile manufacturing concerns. Mr. Latham is 
vice president of the Chicago Chapter of the American Society of 
Industrial Designers. His testimony will bear upon the designs of 
the present automobiles. 

On Thursday, May 1, we shall hear from two economists who have 
made studies of the effect of price changes on the demand for auto- 
mobiles. This is an extremely difficult type of economic analysis and 
only a few studies of this character have ever been made. We are 
fortunate in that we will have before us the authors of the two most 
recent studies of this kind in Dr. Daniel B. Suits and Dr. Gregory 
C. Chow. Dr. Suits is associate professor of economics at the Uni- 
versity of Michigan and Dr. Chow is assistant professor of statistics at 
the Massachusetts Institute of Technology. 

Because of their increasing importance in the monthly payments 
made by the typical automobile buyer, we shall receive evidence on 
Friday, May 2, on trends in finance and insurance charges. At the 
Friday session the witness will be Mr. Charles Stradella, president of 
General Motors Acceptance Corp. 

On the following Tuesday, May 6, we will be honored by hearing 
from Senator Paul Douglas. Senator Douglas will testify on various 
aspects of proposals to reduce the final cost of automobiles. 

We realize that some of this testimony is going to be rather com- 

lex. But there are few important subjects today, whether they be 
in the field of foreign affairs, defense policies, or domestic economic 
matters which by their very nature are not complex. In dealing with 
any complex issue, Congress must obtain information from experts. 
In these hearings we will receive information from experts on the 
effects of price changes, design, performance, and finance costs. 
When this body of evidence is added to the information already 
obtained from the automobile manufacturers themselves, I am sure 
that these hearings will have a lasting value. We have invited by 
letter the automobile producers to make such comments as they desire, 
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and have their representatives present if they wish. These may be 
presented orally or in written form and will be included in the record, 
on the testimony to be presented here. 

I hope they will avail themselves of that opportunity. 

Senator Wiley, before calling on Mr. Crooks, do you wish to make 
any preliminary observations? 

Senator Wutey. I am interested, of course, in getting what we can 
call a diagnosis of the situation. From your own statement, appar- 
ently we are going into the matter of what an automobile should be 
like, and so forth, and so on. 

My own ideas are pretty well set forth in what a gentleman said 
to me the other day when he came in to see me about the milk situa- 
tion in Wisconsin. He said, “We make 18 billion pounds of milk a 

ear, and we have not got consumers for it.” He also said, “In the 
ast year and the year before, the automobile industry overproduced 
from the standpoint of consumption and sold and sold, and now the 
demand is not there again for this vast production”—and of course 
the automobile industry takes about 35 percent of the steel when it is 
at maximum capacity, and when it does not produce, it does not take 
the steel, so it affects that industry. 

I am particularly interested in seeing that we can get employees 
back to work. I think the issue is one that calls for a diagnosis of a 
sick patient. If one overeats, he pays the penalty. If he overdrinks, 
he has the headache in the morning. Did we overconsume? Did we 
overproduce, considering the situation generally, not only in this 
country but in the world at large? 

We have overproduction in other lines. Brazil is having trouble 
selling coffee. We are also having trouble in minerals because there 
is no particular outlet at present for a great deal of it. __ 

So it seems to me that what we are after is to hold a clinic where 
economic doctors can tell us what is the matter with the patient and 
then see if we can find the remedy. To me, at least, the remedy is not, 
as might have been intimated, to make too large cars, Something 
else must be found in this economy of ours that will give us the solu- 
tion that is not only applicable to cars but applicable to the situation, 
such as I stressed, with milk. 

In the milk industry, I feel that wider distribution is what is neces- 
sary. People need the milk. Do we need more cars than we are pro- 
ducing at this time? 

I read the other day that for the first time in our history the foreign 
producer is outproducing us in numbers of cars. Another issue wnen 
we diagnose the patient is to see how we are going to meet this foreign 
competition. 

This is just an impromptu statement, Mr. Chairman, but I shall be 
interested in getting the evidence of those who are going to testify. I 
am hoping that we will come up with, not a lot of windjamming, but 
a lot of concrete solutions. 

Senator Krerauver. Senator Wiley, your statement has been very 
pertinent. I feel it has helped point up the problem that we and the 
American people are dealing with—the difficulties in the auto in- 
dustry that we are going to hear about today. 

Since our last session on February 19 on administered prices in the 
automobile industry, we received a great deal of information which 
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was requested from the automobile companies to be placed in the 
record. I think some also was sent by Mr. Reuther of the UAW, 
Some of it has already been put into the record. The rest of the in- 
formation received will also be made a part of the record. 

(The information referred to may be found in the appendix begin- 
nings on p. 3834.) 

Senator Keravuver. Mr. Crooks, your statement in full will be 
printed in the record at this point as if read. You may handle your 
presentation as you wish. 

We are very grateful to you for being here with us, Mr. Crooks, 

(The statement of Mr. Crooks is as follows :) 


STATEMENT OF LAURENCE E. Crooks (CONSUMER REPORTS MAGAZINE) 


My name is Laurence E. Crooks. I am now, and have been for the past 20 
years, in charge of automobile testing and reporting for Consumer Reports 
magazine, published by Consumers Union of the United States, Inc. Consumers 
Union is an independent, nonprofit corporation chartered in 1936 under the 
membership corporations law of the State of New York, engaged in the testing 
and rating of consumer products, and the publication of Consumer Reports 
magazine, which currently has an average monthly circulation of over 800,000 
copies. 

Consumers Union accepts no advertising, has no connection of any kind with 
the auto industry or any commercial interest, prohibits the use of its ratings 
or reports in advertising or for any commercial purpose of any nature, and 
derives its income solely from the sale of its publications. 

Consumers Union’s purposes, as stated in its charter, are “to provide for con- 
sumers information and counsel relating to consumer goods and services * * * 
to give information and assistance on all matters relating to the expenditure 
of the family income * * * to initiate and to cooperate with individual and 
group efforts seeking to create and maintain decent living standards.” 

In addition to the publication of Consumer Reports to attain these goals, 
Consumers Union has made financial grants to educational institutions and other 
nonprofit organizations to support programs in the consumer interest. 

In connection with the automobile testing program, CU has just purchased 
its 244th car since the war. (It never reports on borrowed cars.) This back- 
ground of testing experience has been supplemented for 9 years by the tabula- 
tion of replies on auto repairs, ownership, etc., by 80,000 to 100,000 subscribers, 
all of whom receive a yearly questionnaire (and ballot for the election of direc- 
tors) covering these and other matters. 

These two sources of information together form what we feel is a stable base 
and a valuable standard for Consumers Union’s assessment of the qualities of 
an automobile. 

I beg leave to distribute to the members of the committee copies of the recent 
automobile issue of Consumer Reports, which contains in its early pages some 
of the views of Consumers Union and myself regarding the present automobile 
market. 

What I have to say from here on, particularly with regard to the poor sales 
figures that are coming in, has behind it the idea that—among other reasons— 
a large proportion of cars do not find buyers in today’s market because the cars 
fail to come up to a tightening standard, a more critical standard, of what a car 
should be like, what it should do, and how it should behave while doing it. In 
short, auto buyers are getting choosy, backing away from dreamboats to look 
for something more practical, and wondering why all the enthusiasm about 
those little foreign cars. (My testing staff isn’t wondering; we have tested 37 
small foreign cars, of different brands. ) 

Our point of view regarding styling has been that we say very little about it 
in our magazine unless styling interferes with the car’s functioning well as a 
machine or, of course, with the driver’s functioning efficiently himself. Some 
times it seems, in examining a car, as though modern styling was created only 
to hinder both car and driver. Things aren’t that innocent, though; when a 
styling feature vies with a practical feature, or a safety feature, styling usually 
wins. One example among many will suffice—the sharp ridge formed across the 
lower edge of the sharp instrument panel on the 1958 Chevrolet. Its decora- 
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tive value is nil, its safety value negative—every schoolboy knows a sharp edge 
will cut deeper on impact than a flat surface. 

I would like to make something clear before I do any more criticizing. Neither 
I nor any of my staff think that they know anything about the cars we test 
that isn’t known to someone at the factories. There are very smart men out 
there, but they sometimes get lost in the shuffle, or the factory man who knows 
a detail is wrong doesn’t always see the picture and see it whole, and furtner- 
more he doesn’t always have his own way. 

To get back to styling, I think that it plays a relatively minor role in increas- 
ing the total number of cars sold in the market in a given year. (Styling of 
course, is a big factor—good or bad—in deciding which company is going to 
increase its sales at some other company’s expense. ) 

The objection to styling rests on other grounds; it rides roughshod over char- 
acteristics in a car—headroom, for one—which could have led to more efficient, 
safer operation, or to greater comfort. Have you ever ridden in a car in which, 
for example, there was no wind noise or wind blast at 50 miles per hour with 
the windows open? 

All motor companies highly prize owner loyalty, and one way to get it is to 
build a car in which details have been well worked out rather than slurred over— 
a “nice” car, not necessarily a lavish or exciting car—which will keep the cus- 
tomer coming back, - Styling, after all, is only for now—must be changed almost 
yearly, it seems, if it is to have potency. 

This brings us naturally to the subject of quality, a rather slippery term 
when applied to an automobile. However we define it, it is certain that the 
auto industry could use more of it. CU receives a fairly large amount of cor- 
respondence, most of which I read, dealing with automobiles and the trou- 
bles people are having with them. Perhaps it is nostalgia or bad. memories, but 
most motorists compare the interior and exterior finish and the durability of 
upholstery and comfort of their new cars very unfavorably with the cars they 
had several years ago, when (my words) quality was more important than 
styling and the low look. 

But perhaps quality refers to the mechanism? We can confirm some of the 
things that happen to correspondents’ cars, from our Own experience with our 
test cars. (CU’s cars are tuned and maintained by dealer service—just as are 
owners’ cars bought through ordinary channels.) We have found an increasing 
number of noisy rear axle gears. Expansion plugs have blown out of the engine 
blocks of two automatic-machine-produced V-8’s. One engine had a hole in the 
top of a cylinder ; another, soft and hammering valve lifters. Speedometer cables 
on one car broke repeatedly. Power steering pumps have become defective. We 
have been forced to measure alinement of every car’s front end, since neither the 
factory nor the dealer has checked it. And on the majority of cars the head- 
lights, as delivered, aren’t aimed properly—another job the test staff has taken 
on. These troubles—plus a lot of minor ones—have occurred in a batch of 20 of 
our 1958 cars. It is not a convincing argument that “you auto buy now.” 

Worst of all, perhaps, is a widespread lack of structural rigidity in the cars 
when taken over rough roads, producing rattles which seldom stop, and will get 
worse as the car grows older. With the vogue for hardtops, into which less 
structural stiffness can be built, this characteristic is getting worse. Even a 


‘ Cadillac trembles in every limb on a not-very-rough road. 


On the other hand, the quality of other characteristics has improved. The 
late cars steer better, handle better, ride better. The low look is not without 
reward ; the cars hug the road more, don’t sway the passengers on turns. The 
glass area in cars has increased giving better awareness—vision is too strong 
a word—of the surroundings, through the often abysmally distorted glass. I 
would not like to say that better quality will automatically sell more cars, but 
it is something that can be organized to do so by an astute dealer organization. 
(Mercedes, for example, has little else to sell.) 

If there is any one factor within the industry which can be charged directly 
with responsibility for slow automobile sales, it is the effects of the horsepower 
race, now several years old and, fortunately, running out of steam. The charm, 
but not the cost, of going from 0 to 60 miles per hour in 10 seconds is, I suspect, 
being found to have been overestimated. Few people realize how deeply this 
combined effort of the companies to outpower each other has reached. In the 
low-priced field, Ford, Chevrolet, and Plymouth all offer optional engines. These 
engines, and those of the major manufacturers above the low-priced field, all 
are larger in size (piston displacement) than the engines used in 1955 br 
Cadillac and Chrysler—cars which were fast performers in spite of their weight. 
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Many of these engines, in everyday driving by CU’s staff, show overall mileageg 
of 12 or 13 miles per gallon. Nearly all must have premium-cost fuel to operate 
without knocking. To contain these big powerplants the cars themselves are 
heavier, the tires bigger and costlier. Tire engineers figure that the tremendous 
power and acceleration of these big-engined cars will, if used even to a 
moderate extent, reduce the tread life of the tires by about 18 percent. Extra 
brake linings wear is another cost increased by powering through traffic, to 
the inevitable stoplight. 

This is not the whole story of the power race. Nearly every factor which 
increases engine output has a price in wear or durability, as compared with more 
modest engines built to run a long time. Multiple carburetors, high-lift valves, 
stiffer valve springs, bigger manifolds, all take their toll, in one way or another, 
leaving the advertising men with lame open-ended claims such as: Ford’s new- 
Cruise-O-Matic engine-transmission gives you more power, and up to 15 percent 
savings in fuel. 

I do not think I need to point out that, within the life of the engines I have 
been describing, some 40,000 miles of national interstate highways will appear 
on the maps, highways, which will have very gentle grades and require almost 
no stopping. This highway system can be traversed in comfort and quiet at 
maximum legal speeds by overdrive-equipped cars such as the American Motors 
Rambler, with engines half the size we have been talking about—and on two- 
thirds the gas. 

May I say only a brief word about highway safety? Consumers Union's 
subscribers, in their letters and in write-in comment on the questionnaires they 
fill out, show an earnest desire for anything that will provide them with more 
safety while traveling in their cars. I suspect that this desire is a more or less 
passive one—they want something done, rather, for example, taking the 
positive but uncomfortable step of wearing seat belts, let alone selecting a car 
because of its good handling characteristics, good vision, good roof support in 
a rollover accident, and so forth. There is in general too little emphasis on car 
behavior characteristics such as maneuverability and quick steering that will 
help the driver avoid an accident, and some overemphasis on the provision of 
protective measures after an accident has taken place. 

I concur with the attitude of the auto industry that a wholesale building into 
ears of cost-raising safety devices is unwise. However, as with other construc- 
tional details subjugated to the whims of the manufacturer’s styling section or 
individuals in its management, there is need for a consistent, upperfunctory, 
and thorough cleaning up campaign. Look, for example, at the interior of a 
late model Cadillac: it has a padded dash (often a nice profit accessory, by the 
way)—and presents to the driver steering wheel spokes with brutally sharp 
edges. Examples multiply on any car. 

As for the small, foreign-car question, it has certainly resulted in a loss of 
some United States car sales, though not the same number as that posted for 
sales of foreign cars, since an indeterminate number of foreign car buyers 
would have bought used cars—or no cars—were no imports available. It is in 
fact the United States used car with which the smaller imports must compete. 
To oversimplify what the United States auto industry has done, it has always 
said “If you can’t afford our low-priced cars now, buy a used car.” Secure in 
the logic of this arrangement, they have made the low-priced car bigger, heavier, 
more powerful and even higher in price—and less desirable, from every stand- 
point including operating costs, as a used car. (Consumers Union has always 
stood, anyway—and so far undisputedly—on the proposition that, for average 
use, an acceptable new car is a better investment than a used car at the same 
price.) 

And the small imports, for a majority of uses, have proved themselves ac- 
ceptable, as well as cheap to run, though in some cases a lack of ultimate 
durability may have to be paid for out of the fuel savings. Furthermore, this 
is true not only of the sports cars, they appeal to United States drivers because 
they are fun to drive. This goes deep; the small easy handling car becomes a 
part of the driver—like any good tool, it becomes in use an extension of his 
own personality. That is why, in my opinion, the small, tight, quicksilverish 
cars—imported or domestic—are here to say. Perhaps if there get to be 
enough of them, Detroit will tumble to the fact that all is not gold that is 18 
feet long and has tail fins. 

In the copy of our magazine which I have distributed to you, there is a table 
of car prices—the price of each model, delivered at the factory with its Fed- 
eral excise tax paid, but without any extras. We use this price because it is 
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uniform all over the United States, and because it is the only guide in the chaotic 
financial business of purchasing a car—a guide which is requested in a steady 
yolume of correspondence to Consumers Union from potential but bewildered 
puyers. Add the freight charge and the equipment and there you are, at least 
in theory. In my opinion, nothing would do as much to reaffirm the responsibility 
of the automobile dealer and take him out of the Arab rug peddler class as a 
firm, posted price on each car in his salesroom. 

And the dealer has got to be made responsible and respectable, even if he 
doesn’t like it. In no conceivable state of production can cars be produced 
which will not eventually require servicing that can be best provided or only 
provided by the dealer, who has a steady stream of advice from factory experts 
and has been supplied (at his expense) with the special tools needed to work 
on the car. It seems to me that facilities of this kind are an almost basic re- 
quirement of our private transportation network. 

I would like to make one other point regarding the factory-dealer-owner 
setup. Both dealer and consumer suffer from the poor condition in which 
ears are delivered from the factory to the dealer. The volume of fixing up 
required is such that the dealer runs out of space in which to service his 
customers, and, if he prepares the car properly, he will also run through his 
cost allowance for this makeready work. A frequent result is that the con- 
sumer receives a car that still needs lots of work done to it, and, in fact, each 
ear which Consumers Union buys for testing initiates another struggle—in 
which the dealer usually cooperates—to bring the car up as far as we can 
toward the standard of finish and behavior which the manufacturer originally 
envisaged. It is our considered opinion that the average car buyer is far too 
likely to emerge from the whirlpool of factory-dealer-customer relationships, 
mutual ill will, and divided responsibilities with a car, neither satisfactory 
to him nor satisfactory (if it were deposited on their doorstep) to the men 
who designed and built it. 

In conclusion, I think that in addition to the customers taken out of the 
current automobile market by the high cost of the cars, the high cost of living, 
by high installment debt, by uncertainty as to present or future income, or 
by uncertainty as to the national future, and so forth, there is a widespread 
group of potential buyers who feel that the automobile industry has lost sight 
of the kind of cars it ought to be building. Dreamboats and sporty models 
named after rare and agile antelopes are all very well, but where is the 
efficient-sized car that’s easy to park (besides the Rambler)? And who wants 
all that horsepower? And why don’t they build a car like the good old 1941— 
or the 1952, or some other year—Chevrolet? Or the model A Ford? Or as 
solid and simple as the postwar Hudsons? Why don’t they give us some gas 
mileage? Bigger brakes, not smaller wheels? Bolted on fenders? And, why 
don’t they remember that cars for most of us have to go into a budget? 

The talk goes on and on, in rising volume, and when you sift it out, maybe 
the people are right. They have been before. 


STATEMENT OF LAURENCE E. CROOKS, AUTOMOTIVE CONSULTANT, 
CONSUMERS UNION 


Mr. Crooks. Mr. Chairman, I will read the statement and add a 
few notes as I go on with it. 

My name is Laurence E. Crooks. I have been for the past 20 

ears in charge of automobile testing and reporting for Consumer 

eports magazine. This is published by Consumers Union of the 
United States, Inc., a nonprofit independent corporation chartered 
in 1936 under the membership corporations law of the State of New 
York. It is engaged in the testing and rating of consumer products; 
and the publication of the magazine Consumer Reports has an aver- 
age monthly circulation of over 800,000 copies. 

Consumers Union accepts no advertising, has no connection of any 
kind with the auto industry or any commercial interest, prohibits 
the use of its ratings or reports in advertising or for any commercial 
purpose of any nature, and derives its income solely from the sale 
of its publications. 
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Consumers Union’s purposes, as stated in its charter, are— 


to provide for consumers information and counsel relating to consumer goods 
and services * * * to give information and assistance on all matters relating 
to the expenditure of the family income * * * to initiate and to cooperate with 
individual and group efforts seeking to create and maintain decent living 
standards. 

In addition to the publication of Consumer Reports to attain these 

oals, Consumers Union has made financial grants to educational 
institutions and other nonprofit organizations to support programs in 
the consumer interest. 

In connection with the automobile testing program, Consumers 
Union has just purchased its 244th car since the end of the war. 

These cars are bought at random from dealers. We just walk in 
and say we will take that one. 

Senator Kerauver. At $2,000 a car, that is about half a million 
dollars for 244 cars? 

Mr. Crooks. I am afraid so. 

Senator Keravver. All right. 

Mr. Crooks. Of course we get something for the cars when we get 
through with them. They are not, by our testing methods, destroyed 
or injured in any way. Our test methods are described in the maga- 
zine which is available here, and I will touch on them very briefly. 

We get the car, we measure, we get a static picture of the 
car. 

We photograph it, we weigh it on both ends to see how much 
heavier the front is that the back. 

It is never the reverse. And then we have the job of breaking it in. 
During the time it is being broken in according to the manufacturer’s 
instructions, we get acquainted with the automobile. 

We use it just as we hope all or any consumer might be using that 
automobile on various errands and for long trips, and we also get 
acquainted with the handling qualities, its riding qualities, how quiet 
it is, how much wind noise there is, and so forth. 

When it is finally checked in and brought into the best condition 
that the dealer can put it in—we use dealer service because that of 
course is what the average owner is going to use—then we begin test- 
ing it. 

We measure its fuel economy under various sets of conditions and 
since, when you buy an automobile, you are making a compromise 
between the power it has and the economy it has we also measure the 
power it has so that you will know what you are paying for out of the 
gas tank. 

Now, we make more or less standard tests but these are not trials. 
There are tests, and they are conducted against a carefully disciplined 
background of the tests of the past, so that we try to avoid being put 
in the position of saying, well, this is a fine car and that is a fine car, 
but what is the difference. How they relate to a standard we do not 
say. Well, we do say, because we have this big backlog of cars we 
have tested and are very careful to try to keep the conditions constant. 

Incidentally, Consumers Reports never report on borrowed cars. 

In addition to this background of testing experience we have had 
for 9 vears the tabulation of formal replies on auto repairs, orn 
etc., by 80,000 to 100,000 subscribers, all of whom receive a yearly 
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questionnaire—and ballot for the election of directors—covering these 
and other matters. 

Insofar as this survey tells us what sort of car people want, and 
it tells us a great deal, it is a completely different source of informa- 
tion than the manufacturers have available. 

At different times we have offered this information to the manu- 
facturers but of course that is not as easy as it sounds. You cannot 

ive it to just one of them. There has been interest expressed by the 
industry in this source of material but very limited use has been made 
of it by the automotive industry. 

Senator Keravver. I did not understand you. You offer the in- 
formation to all of them but you say little use has been made of it? 

Mr. Crooks. Well, the information furnished by the subscribers is 
tabulated on tabulating machines and the conclusions, statistical con- 
clusions drawn, have been offered to anyone who was interested in 
them. 

For instance, we did have requests, I believe from the Mercury 
Division of the Ford Motor Co. for information about how their 
cars had fared in the matter of repairs and we gave them the infor- 
mation. 

In addition to this source of information we also have a great deal 
of mail, and we feel that we are getting really grassroots letter mail 
concerned with car design, safety, quality and other considerations. 

All in all they make a stable base and a valuable standard for our 
assessment of the qualities of an automobile. 

I would like to distribute to the members of the committee copies 
of our automobile issue. 

I see you have one, Senator. 

Senator Kreravuver. Yes, we have copies. 

Mr. Crooxs. In the first few pages of this there is a thorough de- 
scription of the test methods there and some editorial comment on 
it representing the view of Consumers Union and myself regarding 
the automobile market. 

What I have to say from here on, particularly with regard to the 
poor sales figures that are coming in, has behind it the idea that, 
among other reasons, a large proportion of cars do not find buyers in 
today’s market because the cars fail to come up to a tightening stand- 
ard, a more critical standard, of what a car should be like, what it 
should do, and how it should behave while doing it. 

In short, auto buyers are getting choosy, backing away now from 
dreamboats to look for something more practical, and wondering why 
all the enthusiasm about those little foreign cars. (My testing staff 
is not wondering; we have tested 37 small foreign cars, of 20 different 
brands. ) 

I would like to go on to the question of styling which is a major one 
with the auto industry. 

_ Ordinarily we say very little about it in our magazine unless styling 
interfers with the car’s functioning as well as a machine or, of course, 
with the driver’s functioning efficiently himself. 

_ Sometimes it seems, in examining a car, as though modern styl- 
ing was created only to hinder both car and driver. 

Things are not that innocent, though; when a styling feature vies 
with a practical feature, or a safety feature, styling usually wins. 
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One example among many will suflice—the sharp ridge formed 
across the lower edge of the sharp instrument panel on the 1958 
Chevrolet. 

_ It has very little value as a decorative feature and its safety value 
1s negative because, as every schoolboy knows, a sharp edge will cut 
deeper on impact than a flat surface. This is an old subject with the 
industry. They are always talking about removing the knobs from 
the dashboard and making a safer surface or conglomeration of 
objects facing the driver. ; 

Back in 1937 the Chrysler Corp. got this idea in mind and they 
flattened off everything on the dashboard of their car. All the knobs 
were recessed. There had been a crank at the top for operating the 
windshield that was removed and folded into itself. They had a 
perfectly flat dashboard and then they gave it up, I don’t know why, 
except that you reached in and pulled out the glove compartment door 
like this (indicating) and you saw Chrysler after Chrysler with a 
leather thong or piece of rag put under that control so they could 
open the cash locker and that is the sort of thing that the industry 
gets very discouraged by. 

A detail is found to be wrong, so therefore the principle behind it 
was wrong. This happens over and over again. 

I would like to make something clear though before I do any more 
criticizing. 

Neither I, nor any of my staff, think that they know anything about 
the cars we test that is not known to someone at the factories. There 
are very smart men there and we have a lot of respect for them, but 
sometimes they get lost in the shuffle, or the factory man who knows 
a detail is wrong does not always see the picture and see it whole, and 
furthermore he does not always have his own way. 

I know I have a brother who was always talking about those engi- 
neers in Detroit, why don’t they do something different or better than 
they are doing. 

It is not always the fault of the engineers. The engineers do pretty 
well if given a free hand and if their choice is not subject to the final 
choice of the management. 

To get back to styling, I think that it is true that styling plays a 
relatively minor role in increasing the total number of cars sold in the 
market in a given year. 

Now perhaps you have to qualify that to say provided somebody 
has some well-styled cars in the year. 

Of course styling is a big factor for good or for bad in deciding 
which company is going to increase its sales at some other company’s 
expense. 

The expense of the victory is of course borne by the consumer. 

One of the examples here, I understand it has been represented to 
you by one of the Big Three manufacturers that they tried to bring 
out a smaller car. They made a car which they advertised as bigger 
on the inside and smaller on the outside, and that it was a flop, and that 
therefore—here we go again—that therefore the idea was the public 
did not want small cars. 

Well, we tested some of those cars. We bought them and tested 
them and I think styling was the main trouble with the cars, there 
was nothing the matter with their reliability or durability. 
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The company has a good reputation in that respect and it kept it 
with those cars but they were awkward, gauche cars; they were not 
well-finished except for the more expensive ones. 

A remark by one of their competitors was that this particular line 
of cars appeared to have been prepared for a future price cut, and 
that the price cut never came along. 

In other words, here was a case where the styling was definitely 
the cause of considerable woe to the manufacturer because it was not 
good styling. ' 

We are not against styling to the point that we do not think that 
cars should be made to look well, a these cars simply did not. 
They were sawed off in front and bob-tailed in back and the chrome 
was aimless and so forth. 

Senator Witry. Are you talking about Chrysler now ? 

Mr. Crooks. Yes, I was talking about them. 

Senator Witry. How many years back was that? 

Mr. Crooks. They came out with these “bigger on the inside and 
smaller on the outside” cars in 1953 and 1954. 

Senator Witry. They did not make a go of it and had to change at 
once 

Mr. Crooxs. They had to change. They had at that time not a 
very good styling section. These cars followed cars which had a 
boxy look from 1949 through 1952. 

This boxy look was the laughing stock of the industry. They 
missed again. Then in 1955 they caught on with a good solid style. 

Senator Wiiry. Don’t you think, in the matter of cars, it is like 
styles of clothes and everything else? Everything has to be just at 
the right time. Right now the small cars seem to be what people 
want. Back then hare did not want them. That was 5 or 6 years 
ago. 

Pair. Crooxs. Yes, sir. 

Senator WixEy. So it is a question of timing in everything. 

Mr. Crooks. I think that has a lot to do with it. 

Senator Keravuver. Mr. Crooks, on this so-called cheap plain small 
car that Chrysler made in 1953 and 1954, you say it was built in antici- 
pation of a price reduction which never came about ? 

As a matter of fact, those cars were higher priced than the com- 
parable Ford and Chevrolet models as of that time, weren’t they ? 

Mr. Crooks. Yes, sir. I believe they were, and of course that has 
been one of Chrysler’s long-range objectives, to reduce that differen- 
tial between their own cars and those of Ford and Chevrolet but this 
was the comment by a Ford man who could not understand quite what 
Chyrsler was driving at in apparently cheapening the cars. 

He thought it was more than it took to equalize this price with the 
other two. 

There is a further objection to styling as a sales device. 

It always rides roughshod over characteristics in a car—headroom, 

or one—or vision—which could have led to more efficient, safer 
operation, or to greater comfort. 

We drove down here in a car in which we were trying to view the 
Scenery and as far as I could figure out about two-thirds of the area 
of the windshield glass had optical qualities which would allow us 
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to see the scenery as God made it, and all the rest of the glass in the 
car distorted it. 

This is partly a matter of cost and partly a matter of styling. 

Almost every car, when you open the windows, the wind blast is such 
at 50 miles an hour and the wind noise such, that conversation becomes 
impossible. 

Now that does not have to be, but certain styling changes would have 
to be made if you were to drive in comfort regarding this matter of 
wind and wind noise. 

There are all sorts of things that can be done to make a car better 
without changing the style. 

We know, too, that all the motor companies highly prize owner 
loyalty. As one management man said to me “We do, after all, 
have to live off our own fat.” 

Their basic backlog of cars is those they sell to owners of the same 
make of car. 

One way it seems to me to get good owner loyalty is to build a car 
which is trouble free of course and in which details have been well 
worked out rather than slurred over, a car that anyone would refer 
to as a nice car, not necessarily a lavish or gaudy or exciting car. 

A nice car will keep the customer coming back. 

Styling, after all, is only a shot in the arm, it is for this year and 
may be next year and Chrysler will say maybe not too. Styling must 
be changed almost yearly now it seems, in order to have its potency 
on the public. 

I refer to the case of Chrysler, the fact that they scored a clean scoop 
in styling and a big gain in sales in 1957 with their forward look cars 
with the tail fins, and they gambled as, every manufacturer has to 
gamble, in spite of the actual surveys they make. 

They gambled that the public would go on buying their cars in 
1958 with no or minor style changes, and they lost again. 

We have to now consider whether even good styling is good for 
more than 1 year. 

Another subject—this matter of the nice car—brings us to the sub- 
ject of quality. That is a rather slippery term when applied to an 
automobile, and maybe to other things. 

However we define it, though, it seems to me that the industry could 
use more of it at this time. 

We have tested, bought and tested, these automobiles over a period 
of years, and seen the quality on the whole go down grade if by quality 
you mean the car and workmanship of the trim, the upholstery, the 
finish, the use of good materials, serviceable materials. 

There has been a lowering of standards there, I am sure. 

We get a great deal of correspondence dealing with the troubles 
people are having with their cars, and perhaps it may be nostalgia on 
the part of the writers and of course only those write who are dissatis- 
fied but a good many motorists write to compare the exterior and in- 
terior finish, the durability of the upholstery, the ability to clean 
it. 

They compare these factors in their present cars very unfavorably 
with those in the ear of years ago before the low, long look. 

You say perhaps the quality resides in the mechanism. Let me 
confirm some of our own experience with cars, with our 1958 test 
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cars. Our cars are tuned and maintained by dealer service—just as 
are owners’ cars bought through ordinary channels. 

Here are some of the things: Expansion plugs have blown out of 
the engine blocks of two automatic-machine produced V-8’s. 

Expansion plugs are put in there so if the water freezes you won’t 
ruin the block but it will blow the plug. 

These cars were on the road when this happened, and lost all their 
coolant, and if the ordinary person instead of our test drivers had 
been driving them the engines might have been ruined. 

We have had an increasing number of noisy rear axle gears in this 
year’s cars. One engine that was in the car we were to take de- 
Feory of had a hole at the top of the cylinder. Another developed 
soft hammering valve lifters. 

It sounded like somebody hammering on a milk can with a ham- 
mer. Speedometer cables on one car broke repeatedly. We had a 
defective power-steering pump on one car. Not in the sense that 
it failed but in the sense it was so noisy that it had to be replaced. 

A couple of years back, we were forced to begin measuring the 
alinement of the front wheels, front end, the geometry of it, on every 
car. Since the cars we got have never been checked apparently by the 
factory or by the dealer, and that would affect their handling, it 
would affect the tire wear. We do not care particularly about the 
tire wear at this point, but we want the car to handle the way it was 
built to handle. 

On the majority of the cars we buy, headlights, as delivered, are 
not aimed properly and now as you know there are 4 of them and 
they are more than twice as hard to aim as 2 of them were and the 

lare is also just about twice as much if not aimed properly. We 
fave to do that ourselves. 

These troubles, as I say, are typical of those we get. Everything 
has happened to our cars later or sooner. We get almost every va- 
riety of peculiar failure but this is this year’s crop. 

Now beyond that, and I think very important, but perhaps I am 
prejudiced, is the widespread lack of structural rigidity in the cars 
when they are taken over a rough road—the ordinary rough black- 
top road which you could find anywhere here along the eastern sea- 
board. These cars shake and rattle. The whole thing quivers. The 
rattles, of course, are not going to be easy to stop and they will never 
stay stopped. They will get worse as the car grows older. 

With the vogue for hardtops without any third post, or post in the 
middle of the body, which was responsible for some of the structural 
stiffness, without that center post, the whole thing is free, of course, 
to shake, and it does, the structural stiffness is getting worse. 

Even the Cadillac will tremble in every limb on a not very rough 
road. 

Now it does not seem to me that that has to be part of a car. In 
fact, we know it does not have to be but it is a very disagreeable 
characteristic. Ultimately, of course—I mean if it is very bad—it 
will actually affect the handling of the car. 

Senator Wier. You say that was a symptom of the 1958 cars? 

Mr. Crooxs. No; it came in, sir, it came in a little before that. 
They are worse than the 1957’s because more of them are hardtops 
and I think also because the manufacturers have taken their eye off 
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the ball a little further but the 1957’s shook and the 1956’s were bad 
and behind that they were pretty good. This has been going down- 
hill for a long while. 

On the other hand, the quality of other characteristics of modern 
cars has improved. These late low cars steer better and handle better 
and ride better than their predecessors. 

The low cars hug the road better. They do not sway the passengers 
so much on turns. 

The glass area has increased giving better awareness. Now let’s 
call it awareness and not vision, because the glass is so distorted that 
the vision is wildly distorted but through this glass area you can see 
surrounding traffic much better than in the past. 

I would not like to say that better quality will automatically sell 
more cars. But it is something, I believe, that can be organized to 
sell more cars by an astute dealer organization, and it is selling more 
cars for at least one company, the Mercedes-Benz Co., which, in terms 
of what the American buyers are supposed to have wanted, has almost 
nothing to offer them but quality. 

It is a high quality car of moderate size, old-fashioned appearance, 
and low power but it is selling and selling quite fast because it just 
smells of quality all the way through. 

If there is any one factor—not the only factor, but a direct and 
major one—within the industry which can be charged directly with 
responsibility for slow automobile sales it is the effects of the horse- 
power race. 

This is now several years old, and it is coming to an end. 

Last summer, as you gentlemen may know, there was an agreement 
among the manufacturers to cease advertising power and speed in 
their cars with which they have, on the whole, complied so far. 

Of course, there was a little while ago a billboard advertisement 
which showed simply a picture of a tiger springing on his prey, and 
in small letters it said “Chevrolet’s new turboglide engine.” 

Well, of course that is within the agreement, I suppose, not to 
stress horsepower and performance but they are soft-pedaling it some. 

The public, I think, is finding that the charm of going from zero 
to 60 miles an hour in 10 seconds which a great many of the modern 
cars will do, is not worth what it is costing them. 

Few people realize though how deeply this combined effort of the 
companies to outpower each other which has been going on now in 
increasing volume after 1951 and culminated last year, how much 
this—how serious a thing this is. 

Now in the low-price field, Ford, Chevrolet, and Plymouth offer 
optional engines at a nominal price. 

These engines, plus those of the major manufacturers above the 
low-price field almost all are larger in size or piston displacement, 
which is where you get the power—all are larger than the engines 
used in 1955 by Cadillac and Chrysler. In other words, there is al- 
most no car made with an engine smaller in size than those of the 
Cadillac and Chrysler in 1955, and in 1955——— 

Senator Keravuver. Does that mean these engines now cost. more 
than the 1955 Cadillac engine? 

Mr. Crooxs. Cost more? They cost—— 

Senator Keravuver. To produce? 
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Mr. Crooks. No; they probably cost less but the cost of running 
them is approximately the same or greater, and the power they pro- 
duce is greater. 

Senator Kerauver. You mean the cost of running one now is 
higher than for a 1955 Cadillac ? 

fr. Crooks. Yes. Anybody’s cost today with these engines is 
going to be that of the 1955 Cadillac or Chrysler. 

Senator Kerauver. You are talking about the Chrysler Imperial? 

Mr. Crooxs. The New Yorker or Imperial model; yes, sir. 

Now that 1955 pair were not very slow cars. They were fast per- 
formers and good performers, but now they just will take a back seat. 
However, these engines in everyday driving, that is these modern big 
engines in everyday driving by CU staff which is if anything on the 
light side for overall driving, show overall mileages of 12 or 13 miles 
per gallon. 

That is about all they are good for, on an overall basis. 

Nearly all of them have to have premium-cost fuel or they will 
knock, and knock badly. 

Now to contain these big powerplants the cars themselves are heav- 
ier. The driveline has to be strengthened, the wheels and tires are 
bigger and costlier. Tire engineers figure, I read, that the tremendous 
power and acceleration of these big-engined cars, if you use it even 
to a moderate extent—and of course the reason that this power goes 
into the cars is because it is a very nice feeling under your foot to 
step down and feel that pressure on your back as the car leaps for- 
ward—but if you use that even to a moderate extent it cuts the tread 
life of the tire down by about 18 percent. You have heard the ex- 
pression to “lay a patch,” which is what the “hot rodders” call start- 
mg off and leaving a trail of rubber on the road. 

t is very easy to do it with these modern cars. In fact, it is not 
difficult to do it under certain circumstances if there is sand or snow 
and ice. And as you speed up rapidly, you slow down faster at each 
stop light and the brake lining wear goes up, and some of the other 
expenses, too, the cost of oil goes up and so on. 

This is not though the whole story of the power race, nearly every 
factor 

Mr. Cuvumpris. Just at this point, Mr. Crooks, may I ask this: 
Before you go to the next paragraph, did I understand you to say the 
increase in horsepower started from 1951 to the present ? 

Mr. Crooks. I think that is so, sir. 

What happened in 1951 was that Chrysler came out with their 
hemispherical combustion chamber-type engine. 

That is a racing-type engine. 

It had not been considered a good type previous to that time, but 
they made it work and ‘from an engine that just happened to be of 
the same dimensions as the Cadillac engine that year they got about 
50 more horsepower than Cadillac was getting. 

That is a rough figure. But that, of course, was an intolerable 
consideration for General Motors, and then it began. They began 
stepping up the power of the Cadillac and then others began opening 
up the engines, making the displacement larger which is the quick 
way to horsepower. 
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Mr. Cuumpnris. The reason I bring that up is because in 1955, which 
would be 4 years later 

Mr. Crooks. Yes. 

Mr. Cuumenris. Still the industry sold 7,200,000 new cars in the 
United States and approximately 700,000 in foreign countries, 

Mr. Crooks. Yes. This is not to say that this power was not wel- 
comed by the public to begin with. But they have been fed too much 
of it now, I think, and partly for this reason that I will go back to 
now. 

Nearly every factor which increases engine output has a price in 
wear and durability as compared with more modest engines built to 
run fora long time. 

Multiple carburetors, high-lift valves, stiffer valve springs, bigger 
manifolds all take their toll, one way or another, in the efficiency 
of ordinary use and of the durability of the car and, of course, in 
connection with that you end up with—when it comes to speaking 
then about the economy of these monsters they have created, you get 
such open-ended claims as Ford’s that their new Cruise-O-Matic engine 
transmission givs you more power, and up to 15 percent savings in 
fuel. 

The transmission is tied in with a bigger engine, and for the life 
of me I cannot tell you whether (the “more power” part of it is easy 
enough but not the 15 percent more savings in fuel) that means com- 
pared with the same engine without the transmission or with the engine 
that you would have in the car if you did not elect this option. 

I mean it is one of these open-ended things. More than what? 

Now this is what has happened but meanwhile something else has 
been happening. 

Within the life of these engines that I am describing some 40,000 
miles of National Interstate Highways will appear on the maps, high- 
ways which will have very gentle grades and curves and require almost 
no stopping. 

This highway system, when we get it, can be traversed in comfort 
and quiet at maximum legal speeds (and I assume the speed limit 
will be something in the nature of 60 miles an hour on those roads) 
with engines about half the size of these engines I have been talking 
about for the past few minutes. 

An engine such as that in the American Motors Rambler, with 
the proper transmission equipment, will run those highways in per- 
fect comfort with plenty of durability, with plenty of quiet, an on 
about two-thirds of the gas that the ordinary car is going to take, 
the ordinary big car is going to take. 

They are just going the wrong way, that is all. 

The highways are making low-powered cars possible at the time 
we are, or the industry, is sold on building high-powered cars. 

Of course the industry says we need the power to pass. But they 
are not going to need it on the superhighways. You can take all 
day to pass somebody if you want to if he is going in the same direc- 
tion. You can hobnob with him on the way by, there is no danger to 
you. It is only in the two-line highway you need the power to pass 
and of course you have got about 30 percent. more power to pass 
now than you can safely use. 

Now, speaking about safety, I have only a brief word on it. 
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Our subscribers in their letters and in their write-in comment.on 
the questionnaires they fill out show an earnest desire for anything 
that will provide them with more safety when they are driving in 
their cars. 

I think they are very sincere and anxious on this point. I do sus- 

t that their desire is more or less a passive one. That is, they 
want something to be done for them perhaps, for example, rather 
than taking the positive but uncomfortable step of wearing seat belts, 
let us say, let alone selecting a car becz use of its good handling char- 
acteristics, good vision, good roof support in a rollover accident, 
and so on. 

I feel that there is in general not so much overemphasis on the 
construction of the car to protect you in an accident, but underempha- 
sis of the car behavior characteristics such as maneuverability and 
quick steering that will help the driver avoid an accident in the 
first place. 

Mr.. Peck. Along that point, the public has accepted these devel- 
opments in power steering in recent years. At least most cars either 
come originally equipped or available for power steering. I just 
bring that out as one point —_ might discuss a bit. 

Mr. Crooks. I would be glad to discuss it. 

Mr. Peck. I mean relating to the maneuverability of cars. 

Mr. Crooxs. I will be glad to discuss it. How quickly you can 
maneuver, of course, depends on how quickly the car can react to 
the steering. If you look at our magazine you will find all cars 
above low-price cars are recommended to be bought with power steer- 
ing. The reason for that is the weight is too great for the ordi- 
nary person to park them without power steering unless the steering 
ratio is very high—which on the open road prohibits you from mak- 
ing a quick maneuver—you cannot handle the wheel quickly enough 


to make a quick maneuver and to recover from it. 


Therefore we are forced to recommend power steering in order to 
reduce the ratio and allow the wheel to be turned more quickly. Y = 
see it does not have to be a high ratio, if it is power operated, i 
order to park the car. And cutting down the ratio does sant a 
measure of safety compared to the same car with manual steering on 
the highway. 

But we do not like power steering in and of itself because it does 
not give you the same feel of the road. 

No race driver of course will drive a car with power steering in 
arace. He will not know what is happening regarding the adhesion 
of the tires to the road and so on. 

That is the basis of our preference for manual steering but it can 
only be satisfactory as to effort on cars that do not weigh - very much. 

Senator Kerauver. As I understand your answer to Mr. Peck’s 
question, you have been forced to recommend power steering because 
automobiles have become heavier and weightier or harder to handle, 
and under these circumstances you need power steering. But power 
steering does cost more, and if the cars were lighter, it would not be 
necessar y, is that it? 

Mr. Crooks. Yes, indeed, that is correct. 

In addition, making these cars bigger and heavier has thus resulted 
in a price increase that is almost obligatory upon the consumer. The 
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new engines are tailored to automatic transmission, although a good 
many manufacturers will still allow you to buy these engines without 
automatic transmissions but if you do you will get awfully well ac- 
quainted with the people at the filling stations. 

These engines are built for the automatic transmissions in their 
type of power output. They make a team, and pretty surely you 
will have to have an automatic transmission and it costs you about 
$200 more than the standard car without it; then you have the heavy 
front end which requires power steering and along with that we have 
brakes which are none too good at best and need all the help from 
power braking which you can give them. 

So there goes another hundred dollars and you have upped the 
price of the car above the manufacturer’s delivery price by $300. 

Senator Kerauver. What you said about power steering applies to 
power brakes, too, does it not ¢ 

Mr. Crooxs. Not generally, sir. A well-designed braking system 
on a fairly large car should not require power assistance. But a 
good many of them do. 

Senator Keravuver. All right. 

Mr. Crooxs. To get back for a moment to the matter of safety, I 
agree with the attitude of the industry that a wholesale building into 
cars of cost-raising safety devices is unwise. 

However, as with other construction, all details subjugated to the 
whims of the stylists or the individuals in its management, there is 
need for a consistent, unperfunctory, and thorough cleaning-up 
campaign. 

For instance, the interior of a late model Cadillac has a padded 
dashboard or instrument panel. This of course is a nice profit acces- 
sory and can be used on a lot of cars sometimes with the wrong kind 
of padding from the standpoint of the experts in absorption. 

But anyway, there is the nice padded dashboard and then the steer- 
ing wheel of the Cadillac has ridges which are quite sharp. They 
are obtuse angles but they need not have been angles at all. They 
could have been the flat kind of spokes. It is the same old impact 


thing I mentioned earlier and on the Buick you pay extra fora . 


special steering wheel which has edges as sharp as the edges of this 
pencil, running across the wheel. 

Now it is known to the industry that in an accident, even a minor 
accident, the driver is thrown forward against the steering wheel, 
and so they give you these wheels. an just—it is what I said, the 
styling takes over. You can go on with these examples on lots of cars. 

I will give you a good one: Back in the days before Chrysler went 
into this business of “bigger on the inside and smaller on the out- 
side,” they had used a third rear light in the middle of the trunk 
lid which only came on when the brake was applied. 

Now that was a definite safety feature, because it added a light; 
if you were following a car down the road there was going to be no 
question as to whether the man’s tail lights were on or his stoplights 
were on. 

You have to distinguish now on most cars if you want to know 
if his brakes are on you have to judge between the brightness of 
the tail light and the brightness of the stoplight, which is the same 
lamp with a higher power lighting filament in it. 
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On these Chrysler products, the third light, the brake light, which 
meant only that the lei had gone on—blossomed in front of you. 
That was a safety factor. It must have cost them a little money and 
eventually they gave it up but it could be returned to. 

I mean these ideas are kicking around; every stylist’s wastebasket 
must be full of them. 

Now for the small foreign car question. 

The invasion of the small cars has certainly resulted in some loss 
of United States car sales, though I think not the same number as 
the figures which represent the foreign car sales. That is, there has 
been a smaller loss than the total of foreign car sales because, of 
course, some of the people who bought a foreign car would have 
bought used cars and some of them would have bought no cars at all. 

There is no use trying to sell a man who wants to buy a Jaguar any 
American car. He just wants a Jaguar, not any American car. If 
he could not get one he would not buy any. 

It is, of course, the United States used car with which the smaller 
imports must compete. 

ere we are at the basic point; let me oversimplify what the United 
States auto industry has done over the years. It has always said if 
you cannot afford our low-priced cars at the current prices, buy a 
used car. 

You can buy a used car for any price, a car to fit every person or 
pocketbook. 

Now they had this and it was all right. Secure in the logic of this 
arrangement they have made the low-priced car larger and larger, 
and heavier and heavier, and more powerful and ever higher in price, 
and of course less desirable from every standpoint including operating 
costs as a used car. 

We are now reaching the point where some of these giants I have 
been talking about are coming into the used car market, these complex 
huge V-8 engines are in among the used cars now, and they are not 
low-budget cars—they can be bought cheaply but they cannot be run 


cheaply. 

We awe always said that an acceptable new car is a better invest- 
ment than a used car at the same price and we said that first, I guess, 
6 or 7 years ago, in our articles on used cars. And so far nobody has 
really taken us up on it and said that we were wrong. 

And here is where the foreign car comes into the picture. 

You have your choice. You can buy a Volkswagen for $1,645 or 
you can buy a used car for $1,645, which will cost you much more 
to run, which has already, of course, some repair bills imminent in it, 
built into it at the mileage when you get it or you can buy the Volks- 
wagen and you can learn from your neighbors (I understand that 
Volkswagen is considering having a national advertising campaign 
but so far it has been sold without any advertising) that the car 
stands up, that it costs very little to run, you do not buy much gas 
for it. 

You do not buy any oil for it and that it can be fixed pretty quickly. 

Senator Witey. Have you figures on the number of used cars sold 
in the years 1955, 1956, 1957, and to date in 1958? 

Mr. Crooks. No, sir; I have not. 
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Senator Witey. What I am getting at there is again the question of 
this matter of production and consumption. 

You have 7,250,000 new cars sold in 1955, about 5 million or 6 million 
in 1956, and about 5.7 million in 1957. You put on top of that the 
number of used-car sales and you have this question of tremendous 
supply for the buying public. I cannot get it out of my head that 
it is simply the question again of our trying to dispose of our 18 
billion pounds of milk in our State. 

So if we could get those figures, it seems to me we will have some 
basic information that would not go to simply the question of why 
women change their hat styles every 6 months, but why cars have to 
be changed. After all, there must be a matter of as many secondhand 
cars being sold as new cars. 

Mr. Crooks. The ratio runs from 14 to 2 used cars moved for every 
new car sale. 

I think your next witness can verify that. 

Senator Wiztey. One and a half totwo? 

Mr. Crooks. Yes. 

Senator Witry. You mean 11% used cars to 2 cars sold every year? 

Mr. Crooks. Yes; sold every year. 

Senator Wiztey. That brings up a tremendous volume in 1955. That 
would make it about 11 million cars. Let me get that again, you 
said 114? 

Mr. Crooxs. One and a half. For every sale of a new car 1% to2 
or maybe a little more than 2 used car transactions take place. 

Of course a lot of used cars are sold more than once, even in 1 year, 
and of course there is always a junking taking place on the order 
of 3 million cars a year. 

Senator Wirry. If I understand your figures correctly, if in 1955 
there were 7,250,000 new cars, then on top of that you would have to 
put about 14 million 

Mr. Crooks. Transactions. 

Senator Witry. Secondhand cars or 21 million car sales in 1955? 

Mr. Crooks. That is right. 

Senator Wirry. I think that is very illuminating, at least to me, as 
to why the demand for cars has fallen down. After all, we can eat 
just so much. 

Mr. Crooks. That is true. 

My purpose is, however, to point out the rather coarse fare that we 
are getting to eat. 

Senator Witey. Do you in your statement also evaluate the matter 
of reduction in earning capacity of the buying public? 

Mr. Crooks. No, sir; I have nothing to say about that. 

I am sticking right to the cars. What sort of an automobile is this 
thing ? 

Senator Wier. Thank you. 

Mr. Crooxs. Let me go back now to the foreign car : 

I think that it is fair to say that for a majority of the uses that a 
car is put to, the foreign cars have proved themselves pretty acceptable 
and for the most part cheap to run. 

Now in some cases, though, here is this little peanut of an engine and 
it is working pretty hard ; sometimes a lack of ultimate durability may 
have to be paid for out of these fuel savings that the little car makes 
so attractive. 
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Senator Keravuver. Will you explain that a little further? What 
do you mean exactly ? 

Mr. Crooxs. Well, sir, the reason that the gas mileage which every- 
body delights to get on these small cars is so good, especially at mod- 
erate speeds, i is because their engines are very small. The ratio of their 
horsepower to their weight is low, and as a result the engines have 
toturn pretty rapidly to produce enough power. 

Since they turn rapidly, they tend to wear out somewhat sooner 
than, let us say, the engine of an Oldsmobile with 140 horsepower does. 

So that there is an offset to these beautiful—this beautiful money- 
saving miles per gallon thing. 

You may have to replace piston rings a little sooner in your little car. 

This is not true of all of them, but it is true of some of them. That 
is, at the end of the rainbow is a ring job. 

Senator Kerauver. Mr. Crooks, | suppose few people have had 
greater experience with cars than you have. I do not know if this is 
a fair question, but if you want to answer it, what kind of car does 
your wife have? 

Mr. Crooks. It is a question—it usually comes this way : “Well, now, 
Mr. Crooks, what kind of car do you drive?” 

We do not have acar. We have not owned a car since 1948 for our 
own, for our own private car. We have been using the test cars. 

We have a car at home for Mrs. Crooks, and I have a car to go back 
and forth to work in, which are test cars in the process of being tested. 

We are making use tests on these cars. 

Senator Kerauver. So that 

Mr. Crooxs. So I am not in that way bound to express a preference. 
if you want me to express one, sir. 

Senator Kerauver. That is a natural question that anyone would 
ask. You say you drive test cars? 

Mr. Crooks. I can say this: I came down here in a Chrysler prod- 
uct. It just happened to be the only one around that would fit our 
purposes. 

Senator Kerauver. If you came down next week, you might come 
down in a Ford or General Motors car ? 

Mr. Crooks. I would have come in a Mercury this time except we 
sold it last week. 

Senator Keravuver. All right, sir. 

Senator Wiley, do you have any questions ? 

Senator Witry. Yes. Again I come to this question of nonuse. 
Let me explain to you the situation in my own case. Because of the 
tremendous traffic in this city, I have laid my car up for 2 years now. 
I found others doings the same thing. They are not buying cars. In 
the large cities, it is ; far easier to take a taxi, and the result is people 
are not buying cars. 

I found some of my friends in New York simply said, “No, we are 
not doing it. In the first place the risk and so forth and the increased 
traffic and so forth.” 

Right in my own case, I see the reason for not buying a car. In 
other words, when I first came down here, I could go out into the 
country on a Sabbath and enjoy driving. Now it is liable to take me 
2 hours to travel a couple of miles behind a funeral procession, you 
might call it, so I am not buying the car. 
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I think that factors like that have to be considered in determining 
why the demand sloughs off in certain directions. Do you think it is 
a correct conclusion ? 

Mr. Crooxs. I think it is a very correct conclusion. 

Not only because of the traffic in the cities and that is the major 
thing, that is the major influence in the market that has the manufae- 
turers worried. 

If you are tough you buy a small car and go out and beat your wa 
through traffic with somewhat greater ease than with a big car, but it 
is too much, it is tough, it is too much work. Furthermore, that is 
not the only area in which people are not buying cars. Because of a 
limitation in using them, there are lots of people out in the country 
who live on the back roads who are not buying cars because they 
cannot get anywhere except over the main roads with them. 

They scrape the bottom of them and there is another little plague 
spot of the same thing you mentioned, sir. 

It is better to do without them than to take things the way they are, 
and I think this segment that has been withdrawn from the market 
is of great interest to the manufacturers and it should be, I think, to 
city planners and everyone else. 

arecies Wiey. I can take a taxi down from where [I live to the 
Senate Office Building for 50 cents. I could not drive my own car 
and park it, and take the risk and pay the overhead and insurance and 
everything else. But the main thing is there is no comfort. 

Mr. Crooks. No. 

Senator Witry. As TI used to have in driving a car. 

I have known a number of instances where folks have simply said 
“No, we are not buying cars any more now. You cannot go out in the 
country and enjoy yourself like you used to.” 

Mr. Crooks. That is right. 

Senator Witry. So what isthe use of investing ? 

Mr. Crooks. There is not any, and you will notice, Senator, that 
there is a great increase in the rate of leasing, car leasing, people who 
do not buy a car but lease it. They do not want to have the in-garage 
expenses. This is a very serious matter but it is a little outside of my 
purview though. 

Senator Keravuver. Off the record. 

(Discussion off the record.) 

Senator Kreravver. Very well, Mr. Crooks, you may continue now. 

Mr. Crooks. There is a very important reason why the foreign car 
seems to have so much appeal. It is usually one that is not always 
mentioned. It is because they are fun to drive, and by that I mean 
something that is psychologically pretty valuable to the individual. 

The small easy-handling car becomes a part of the driver like a 
good tool. It becomes in use an extension of his own personality, and 
this is something that a sports car does and the small car, because it is 
small and close in gives him a feeling of freedom, as one of my friends 
puts it, a feeling of freedom from responsibility, but he does not mean 
moral responsibility. 

You just feel light and carefree, it is like leaving off your heavy 
clothing when spring comes. 

I think that for this reason alone the small tight quicksilverish 
cars, whether imported or domestic, are here to stay. 
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If there are enough, get to be enough of these small cars around, I 
think Detroit may realize that all is not gold that is 18 feet long and 
has tail fins. 

The big cars are all right for the passengers, but in the many cases 
where the owner is the driver, is he going to prefer something small ? 

Now with regard to prices: We give in our magazine, in this maga- 
zine, a copy of which you have, the price of each model delivered at 
the factory with its Federal excise tax paid but without any extras. 

That of course is a theoretical price. It means that you could go 
out there, pay that much money and get the car at the factory 

ate. 

We use this price, that is a car with no equipment on it. We use 
this price because it is uniform all over the United States. 

It is the only price that is uniform at present, and because it is a 
guide. Any price, any set price is a guide in the chaotic financial busi- 
ness of purchasing a car, and we get many, many letters “Can you tell 
me—my dealer says that such and such a car will cost me $2,800 or 
$3,800. Is this the right price?” 

The poor man has no place from which to start, to compute how 
much his new car is costing him. 

If he takes this factory delivered price, and adds the freight charge 
and adds the cost of the equipment that he is buying on the car, that 
should be the amount he should have to pay for the car, at least in 
theory. 

mcrae when we do it ourselves in trying to answer these letters, 
we are hopeful of getting within $100 of the final price. 

There are always extras that creep in there somewhere, an extra 
service charge, a wax job or something like that that does not appear 
but that way he knows in some degree where he is. 

In my opinion, nothing could do as much to reaffirm the responsi- 
bility of the automobile dealer and take him out of the Arab rug 
peddler class as a firm posted price in each car in his salesroom. 

Senator Kerauver. Mr. Crooks, in that connection, there is legisla- 
tion pending in Congress to require a posted price on automobiles. I 
think Ford and General Motors have agreed it would be a good 
practice. 

Do you think that would be very helpful to the dealers and to the 
public? 

Mr. Crooks. Yes,sir. I do. 

Senator Keravuver. All right, sir. You may continue. 

Mr. Crooxs. I do not like to call the dealers names; let’s not call 
the dealer names, but let’s say that he has to be made responsible and 
respectable even if he does not like it. 

The reason I say this is that in no conceivable state of car produc- 
tion can cars be turned out which will not eventually require servicing 
which can best be provided by the car dealer who, of course, is fur- 
nished with a steady stream of advice from factory experts, a list 
of all the engineering changes and things that come along and of 
course also has in his possession a trunk full of special tools for serv- 
icing the automobile. 

Of course he had to pay for them but he has them and nobody else 
has either the tools or the information in the long run. 
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Of course we are all familiar with the man who says I am going 
to buy a new car and I have been around to 4 or 5 dealers and I have 
been as far as such and such a place and I have got the best deal 
I can get anywhere. 

Well, what about the dealer? This is fine. Then he starts off and 
he finds that his automatic transmission is not functioning properly, 
who is going to take care of it for him? 

Is he going back 50 miles to get it taken care of ? 

Is he going back to his dealer in his hometown who quite properly 
will shoo him out of the place because he did not buy the car there, 

Two years ago we advised our subscribers in our editorial to buy 
the dealer as well as the car and I think that is something that a 
great many individuals are failing to do and I think that they are 
going to be sorry. 

With the cars coming through in the shape they do—well, we our- 
selves have the alternative. We could probably buy the cars we buy 
much cheaper if we bought them from dealers and said, “Now here 
we will buy the car from you, goodbye, we will never see you again.” 
But we cannot operate that way. We have to have the dealer's 
service. 

If the transmission fails, if the power steering pump fails, it is the 
dealer only who can usually make it good and you cannot live without 
a dealer. 

I would like to make one other point regarding this factory-dealer- 
owner setup, beyond the establishment of a solid dealer organization 
to which the buyer of a car can go and feel he is not just making 
a deal and that the dealer is his enemy, but that the dealer is his 
friend and behind him all the way with the car. 

This has been doubly necessary in recent years. We have seen the 
condition of the car as it is delivered from the factory to the dealer 
get worse and worse. 

The cars require so much fixing up that the dealer runs out of 
space. He sometimes hires an extra building for his make-ready 
work as it is called. 

He does not have space in his own building to service his custom- 
ers’ cars and if he prepares the car properly he runs through the 
cost allowance for making the car ready for the customer. This of 
course leads to an abuse because if he can persuade the customer that 
the car was all right then he does not have to fix it up but it is very 
easy to run through this cost allowance, and then what happens is 
that the consumer receives a car that still needs lots of work done 
to it, and it is something that we are very much in touch with be- 
cause each car that we buy for testing initiates another struggle, in 
which the dealer usually cooperates, to bring the car up as far as we 
can toward the standard of finish and behavior which the manufac- 
turer envisaged in the first place. 

It is my considered opinion that the average car buyer is far too 
likely to come out of this whirlpool of factory-dealer-customer rela- 
tionship, mutual ill will and divided responsibility, with a car neither 
satisfactory to him nor satisfactory (if it were deposited on their 
doorstep) to the men who designed and built it. 

In conclusion, I think that in addition to the customer taken out of 
the current automobile market by the high cost of the cars, by the 
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high cost of living, by high installment debt, by uncertainty as to 
present or future income or uncertainty as to the national future and 
so on, that there is in addition a widespread group of potential buyers 
who feel that the automobile industry has lost sight of the kind of 
cars it ought to be building. 

Dreamboats and sporty models named after rare and agile antelopes 
like the impala are all very well, but where is the efficient-sized car 
that is easy to park; the United States-made car, there is only the 
foreign. 

Who wants all that horsepower, this comes up again and again in 
correspondence. ‘The letters say: 

Why don’t they go back to making the old 1941 Chevrolet or the 
old 1952 Chevvy or the Model A Ford or some other pet of about 10 
years back. 

" Now why don’t they make a car, some people say, as solid and simple 
as the postwar Hudsons. 

Why don’t they give us some gas mileage, why don’t they give us 
bigger brakes, and not smaller wheels (that is something I will never 
understand why they cut those wheels down from 15 inches to 14 
inches). 

Why don’t they get bolted on fenders, which you can get on a 
Checker taxicab, but nothing else ? 

Why don’t they remember the cars for most of us have to go into a 
budget and stay there ? 

It is this sort of talk going on and on all the time and the volume of 
it is rising and when you sift it out maybe the people are right. They 
have been before. 

Senator Krerauver. Senator Carroll, any questions at this point? 

Senator Carrotu. I will defer for a moment Mr. Chairman. I 
would like to hear the questions of others who have been listening 
to the full testimony. 

Senator Kerauver. As chairman of the committee I am quite aware 
that there may be some criticism. There has been presented here 
criticism of the production of the kind of cars being manufactured by 
the Big Three at the present time. 

I think it is well to point out again the tremendous impact of the 
Big Three upon the American economy. 

{t is well to point out that the jurisdiction of this committee ex- 
tends to whether concentration has brought about uniformity whether 
it has brought about undesirable practices whether this uniformity 
has brought about consumer resistance as to price or styling. 

The situation is that production in this quarter has fallen 32 percent 
below the last quarter. Production is at the rate of about 40 percent 
of capacity for the year. 

With these economic facts you simply cannot put your head in the 
sand and assume that the troubles are going to disappear. 

I have heard people say that when somebody is sick you should 
not call the doctor because the presence of the doctor might make the 
patient worse but we have gotten away from that philosophy. We 
do call the doctor. So I think that is a very good reason for calling 
economic and tax experts and talking about quality, design, taxes, 
and prices to see what we can do to help the situation get better. 











3084 ADMINISTERED PRICES 


The President of the United States has recognized the necessity of 
bringing these matters out into the open and discussing them. In 
his press conference of April 9, he had this to say, among other things; 


I personally think our people are being just a little bit disenchanted by a few 
items that have been choked down their throats and they are getting tired of 
them and I think it would be a very good thing when the manufacturers wake 
up, and I am not going to name names, and begin to give the things we want 
instead of the things they think we want. Now that is what I think. 


Since I wish to put this quotation into the record, I feel it is only 
fair to include at this point in the record the New York Times article 
of April 13, stating that some, though not all, of the automobile manu- 
facturers took exception to the President's statement. The headline is: 
“Car Makers Term Eisenhower Unfair.” 
This will be placed in the record for a balanced presentation. 
(The article is as follows :) 


[Special to the New York Times] 


Detroit, April 12.—Automotive leaders are bitter over what they consider an 
undeserved rebuke by President Eisenhower. 

Their ire is directed at the President’s remark at his news conference this 
week that people are becoming “disenchanted by a few items that have been 
chucked down their throats.” He urged manufacturers to “give the things we 
want instead of the things they think we want.” 

Although General Eisenhower did not name names, automotive officials, as 
well as others, assumed that he was referring to the car makers. Industry lead- 
ers attending safety conferences with governors this week let it known they 
thought that the President was unnecessarily adding to their already troubled 
situation. 

The auto leaders said that it was bad enough that sales were nearly 2 million 
behind the 1957 rate and that inventories were still rising even though produe- 
tion had declined, without the President’s virtually warning prospective custom- 
ers to be chary of buying new cars. 

Industry leaders said that car size, flamboyant styling and powerplant capacity 
were determined by public taste, not by auto makers’ caprices. 

While President Eisenhower has the right to “say anything he wants,” one 
company head said he thought the remark grossly unfair. 

General Eisenhower should certainly be aware, another automobile company 
president said, that there is a long gap between the time an automobile design 
is made final and the time the car is on the market. It takes at least 2 years 
between decision and production, the executives said, and if there is a sudden 
shift in public taste, or buying resistance, “you are licked.” 

Before deciding on a new model, all companies make intensive market sur- 
veys, canvass dealers to find out what their customers say they want and send 
questionnaires to former purchasers. They gamble hundreds of millions of 
dollars on the results. 

The most unfortunate guess in recent years was made by the Ford Motor 
Co. when it decided to introduce its Edsel in 1958. In 1955, when the decision 
was made, car sales were at record level and it appeared that owners were set 
to buy in a 3-year cycle. Thus Ford had apparently picked the logical time to 
present its new car. 

At the time Edsel was born the medium-price market was on the rise and 
Ford needed a car to compete in that area. 

But Edsel ran into a declining market, with the medium-price field hardest 
hit. Reports are current that some medium-price lines might disappear next 
year. 

Complicating the situation is the fickleness of public taste. When Chrysler 
decided that its fin-swept models, which were favorably received last year, 
would stay in style, it took a calculated risk by continuing them through 1958. 
Even competitors conceded that this was sound business. 

But the gamble failed. Chrysler sales are off more than those of General 
Motors or Ford. 

Philosophically, Chrysler officials note that at least their face-lifted 1958 
models cost them only $50 million while the rest of the industry spent more than 
$1,200 million to bring out its new lines this year. 
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Still convinced that fins are what the public wants, Chrysler reportedly is 
drastically restyling its cars with fins more sharply accented. 

The industry is also generally unhappy at the criticism of governors, Mayor 
Wagner and a segment of the public calling for shorter cars. Nevertheless, 1959 
models are not expected to be shorter, but there might be a small, compact 
American vehicle built for the 1960 model year. 

Ford and Chevrolet are said to be ready to enter the field, now the sole 
domain here of American Motors with its small Rambler. The Rambler is the 
only car to show a sales gain over 1957 and is giving healthy competition to 
small foreign cars. 


One heavily built State executive described the manufacturers’ situation this 
way: They can solve the problem easily anytime they find a way of building 
a car larger on the inside than on the outside. 

Senator Keravver. If there are no questions, Mr. Crooks, we want to 
thank you for your presentation. 

Mr. Crooks. Thank you, sir. 

Senator Keravuver. Just a minute, Mr. Crooks. 

Senator Carrotu. Mr. Crooks, I am sorry I was not here to hear 
your testimony. I had to be at the Interior Committee, whose work 
affects my State and the West. 

Mr. Crooks, you have been studying the auto-pricing situation, ac- 
cording to your statement, for 20 years. 

Are you an economist ¢ 

Mr. Crooks. No, sir; Iam not an economist. 

I have not really been studying prices. Only what is being given 
for the cars and so on. 

Senator Carroii. Based upon your 20 years of observation, you 
have also been watching prices, too; have you not? 

Mr. Crooks. Yes. 

Senator Carroti. And reporting those prices? 

Mr. Crooks. Yes. 

Senator CarroLi. And you have been getting considerable mail from 
people out in the country ? 

r.Crooxs. A good deal. 

Senator Carrot. Do these letters concern pricing ? 

Mr. Crooks. They usually—they do indeed concern prices. It is 
usually, however, in connection with the quality, with what they are 
getting for the price. 

Senator Carroitu. Do you detect from these letters a buyer’s resist- 
ance? Does it have to do with quality? Does it have to do with price? 
Is there a buyers’ resistance, in your view ? 

Mr. Crooks. I think there is, although I would not want to put a 
quantitative evaluation on it. But there is and it is growing. In 
resistance on account of the price, the type of car. 

Senator Carrott. This is what is told by the papers. There must 
be a buyers’ resistance. They are not moving the cars. I am wonder- 
ing from this mail we are getting if there is any one standard, any one 
criticism, that is set up here. 

Are they priced out of the field? Is it quality, is it performance, 
what is it? 

Mr. Crooxs. A good many are priced out of the field. 

There have been studies made of course of the Volkswagens—of 
who has been buying Volkswagens and they find not as large a per- 


centage of Volkswagens as they thought are being bought as a second 
car. 
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They are finding that a great many of them are being bought as 
enly cars and that is our experience: That we see a great many people 
who simply cannot afford the lowest priced American cars. 

Senator Carrot. We are going to have some price experts soon 
before this committee. 

Mr. Crooks. Yes. 

Senator Carroty. But I thought we could get your reaction, after 
your 20 years of experience and your getting mail from, I suspect, 
great numbers of people. 

Mr. Crooks. Yes, sir. 

Senator Carro.y. I thought from that, if you could get a composite 
a what would be the principal protest coming from these 

olks ? 

Mr. Crooks. I think it would be what I said, that they are charging 
too much for too little quality and too much automobile. They are 
spreading it too thin. We want a small, higher quality automobile 
and a lower price, if possible. 

Senator Carroti. Thank you, Mr. Crooks. 

Senator Kerauver. Mr. Dixon? 

Mr. Drxon. Mr. Crooks, just two questions: 

Do I conclude from your testimony that since 1955, the consumer 
has been having to pay more each year for a product that is of poorer 
quality ; is that correct? 

Mr. Crooxs. He certainly has been paying more in dollars for it 
and we feel that the quality is, on the whole, going downhill. There 
are exceptions, of course, but please beware of that word “quality.” 
It usually pertains not to the basic mechanism, although in one of the 
instances I gave about the troubles that happened to our cars, I think 
it is poorer quality of the basic mechanism. It is a sloppiness of de- 
tail and a lack of finish, poor fits, not caring about tightening all the 
screws, things of that sort, and, of course, of important quality more 
use of plastics, an attempt to keep costs down, and you get down to 
the point where you begin to affect the durability and usability of the 
car. 

For instance, the synthetic plastics, synthetic materials that are 
used for seat covers: Now, maybe, they are fine from the durability 
standpoint, but they are extremely obnoxious to many people because 
not only do they soil with great ease and resist cleaning, but soil them- 
selves automatically. They are electrostatistically charged and draw 
dirt from the air, and you see a piece of synthetic leather in the same 
car with the piece of genuine leather, the genuine leather may be 
clean and the synthetic dirty after you have had the car a week. 

There are all sorts of minor things, steps which have been taken 
in the interest of keeping the price down or getting a lower price tag, 
which mounts up to a reduction in the quality of the car. 

Mr. Drxon. With respect to your comment that there was an agree- 
ment in the industry not to advertise horsepower, will you explain 
that a little more fully? 

Mr. Crooks. I am sorry to say that I never caught that in the news- 
papers at the time. It was done, of course, through the Automobile 
Manufacturers Association, and they were afraid of the continued 
effect of speed and horsepower advertising on the public and in fact 
the effect was noticeable on the streets, and they met, as I understand 
and agreed. That isa matter of public record, of course, what they did 
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and what they said, and agreed to stop advertising or accenting 
horsepower and speed. 

Mr. Drxon. That isall, Mr. Chairman. 

Senator Carrotu. How long have you been getting these comments 
in your mail? Is it recent? Was this a year ago? Or has this been 
going on some time ? 

Mr. Crooks. I think, sir, that it more or less coincided with the 
introduction into the low priced field of the V-8 engine types. There 
you got a car that was much more powerful, and of course necessitated 
more economy of manufacture. 

I will say it was around 1955 that the chorus had begun to swell up 
noticeably. 

Many people of course are delighted with these cars, with the power 
and smoothness of V-8 engines but there then began these semmthichers 
about quality. 

Of course what happened with the Chevrolet when they introduced 
their V-8; for example, in 1955 the quality of finish and workman- 
ship on the body, small parts was rather poor until 1956 it improved. 

In 1957 it was very, very good. There were very few complaints 
about the finish of the 1957 Chevrolet automobile. 

Senator Carrott. In what year would you say you received your 
largest volume of mail ? 

Mr. Crooks. I do not think I could put a figure on it. 

The largest volume is right now. 

Senator Carrotu. The largest volume is now ? 

Mr. Crooks. Yes, or in the past year. 

Senator Carroti. Thank you. 

Senator Krerauver. Mr. Crooks, one question. 

Mr. Curtice, the president of General Motors, and the other heads 
of the automobile companies except Mr. Romney, testified here re- 
cently. Mr. Curtice was the most explicit in saying that his company 
made constant surveys and studies and spent a lot of time and money 
doing so, and that it produces cars that the public wants. He said 
his surveys and studies showed that the public wanted heavier, longer, 
lower, more powerful more fancified, more expensive cars. Accord- 
ing to him, it was due to their surveys and studies that they produced 
the kind of cars they did. Your studies seem to be quite to the con- 
trary. How do you explain that? Or what do you think of their 
studies and surveys? 

Mr. Crooks. I have never seen 1 or read of 1 and so I am talking 
in the dark. I think that you can get most any reaction from the 
public about cars that you want, if you talk to the right people, and 
in the right way. 

I presume that there is a segment, I know there is a segment, of the 
ablic which wants larger cars, more powerful cars, and of course 
righter colored plumage on the cars and longer tails. 

Now what I believe may have happened with Mr. Curtice’s survey 
is that there was another segment that they did not reach, the people 
who did not want longer, heavier, more expensive, more powerful cars. 

I do not know how a survey would be conducted nor do I know 
how you would conduct it to miss one segment and get the other, but 
[can think of one way and that would i that whatever survey was 
conducted, whatever results were obtained they had to be interpreted 
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and perhaps they were interpreted by people who wanted them to 
come out the way they came out. 

Senator Kerauver. In your surveys you received accurate reactions 
from a very large number of consumers as to their actual experience 
and their actual nespemas to the kind of cars they have been buying; 
is that the situation ? 

Mr. Crooxs. I think so; yes, sir. 

We find very few of the people who write to us, who want larger 
cars. Of course it may be that the ones who have larger cars do not 
bother to write to us about them, although it does not seem that way 
from the mail. They certainly write about the quality of them. 

Senator Keravver. One other question: Do four headlights give 
you better vision? Will eight give you still better vision ? Y 

Mr. Crooxs. I don’t think eight would. There is some evidence 
that—this headlighting system was designed to eradicate certain difi- 
culties with two headlight systems, and I think it does that when 
everything is all right. 

Of course it is more expensive to buy when it gets broken and it 
is much more difficult to adjust so that the beams are aimed correctly, 
not only with regard to not blinding the opposing driver, but to 
illuminate the portions, the exact portions of the road, in a way that 
the planners of the system originated. 

I mean this is not just putting on two more headlights, this is a new 
system. 

This is a system in which 1 headlight does 1 job and helps with 
another job and the other headlight does the big job better than it 
could do it before. It is that sort of thing but it is much more prone 
to misadjustment. There is also, I understand, I think it will come 
out in testimony later, an esthetic objection to 4 headlights, that a 
circle should not have a ring of circles all around the place, staring 
at you; of course 4 headlights is 1 thing, but some models of the 
Chevrolet have a total front and rear of 14 lamps and that does 
seem—you were not as farfetched as you thought when you said 8 
headlights because the Chevrolet has 14 lamps all over the front and 
back but the 4 headlamp system is a better system than the 2—pro- 
vided you can make it work. 

Senator Keravver. All right. 

Mr. Chumbris has a question. 

Mr. Cuumentis. I just wanted to make one comment, Mr. Chairman. 

I believe you ought to send a copy of Mr. Crook’s statement to man- 
agement and labor and get their viewpoints on it. 

Senator Keravver. I think that 1s a good suggestion. We have, 
of course, invited both management and labor to be present. I 
imagine some of them are here. But we will be in touch with them 
to see that they get copies of the statement. Any comments they wish 
to make can be made either orally or in writing, which will be made 
a part of the record. 

Senator Carroti. Mr. Chairman, I think you have made an excellent 
point about some of the testimony that has been presented here on the 
part of Mr. Curtice, for example. We also heard from dealers from 
all over the country; I think they were a fairly good cross section. 
They bear out pretty much the type of mail that Mr, Crooks has been 
getting. 
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I remember the statement of a group of men whose consensus of 
opinion was that the manufacturers had priced themselves out of the 
field. This was not a scientific opinion; this was the opinion of men 
who are in the business and that 1s why I wanted to know about your 
consumer opinion. 

Has there been any testimony in the record on the circulation of 

our consumer report ? 

Mr. Crooxs. Print order runs around a million copies. 

Senator CarroiL. Can you give us some idea of your sampling of 
these letters ¢ 

Mr. Crooks. Well, the questionnaire of which I spoke, Senator, was, 
we have replies to a questionnaire which is sent out with the ballot 
for the election of officers to all of the subscribers. 

On this we get, because it is a ballot, we get a much better return 
than would be the case with direct mail advertising, and we get on 
the average from 80,000 to 100,000 replies a year to the questions on the 
questionnaire many of which concern automobiles and those are all put 
through tabulating machines so that we know pretty well where we 
stand. 

Senator Carroiu. It is on these replies that you have predicated 
your opinion and your testimony ? 

Mr. Crooks. A good part of it; yes, sir. 

Senator Kerauver. Anything else, Mr. Chumbris? 

Mr. Cuumepris. No, thank you, Senator. 

Senator Kreravuver. Mr. Peck? 

Mr. Peck. No, thank you, sir. 

Senator Keravuver. Mr. Dixon ? 

Mr. Dixon. No, sir. 

Senator Keravuver. Dr. Blair, do you have any questions? 

Dr. Buatr. No. 

Senator Keravuver. We are very grateful to you, Mr. Crooks, for 
a most interesting and helpful statement. I can think of nobody who 
is in a better position to report these facts from the wide sources of 
information which you have. We thank you very much for coming 
and being with us. 

Mr. Crooks. Thank you, Mr. Chairman. 

Thank you, gentlemen. 

Senator Kerauver. Mr. Lino has been here all morning to testify, 
but the Senate is now in session. Would it be convenient for you, 
Mr. Lino, to come back at 2: 30 this afternoon ? 

Mr. Lino. Yes, sir. 

Senator Kerauver. Very well. We will stand in recess now until 
2:30. We will meet here at that time. 

(Whereupon, at 12:05 p. m., the subcommittee was recessed, to 
reconvene at 2: 30 p.m. of the same day.) 


AFTERNOON SESSION 


Senator Krerauver. We will get started now. 
Mr. Lino, please come around. 
Mr. Lino. Yes, sir. 
Senator Krrauver. As I said this morning, in my opening state- 
ment, Mr. Daniel Lino is the publisher of Automotive Facts and other 
22805—58—pt. 6——62 
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publications for the automobile finance industry. For 10 years Mr, 
Lino has prepared a monthly analysis of trends and developments 
in the automobile industry. Before that he has at various times been 
engaged actively in the manufacturing, distribution, and finance 
branches of the automobile industry. 

Weare very glad to have you here, Mr. Lino. 

Mr. Lino. Thank you, Senator. 

Senator Krerauver. Will you give your background in a little more 
detail ? 

Mr. Lino. Well, sir 

Senator Keravuver. You have a statement, all of which will be 
printed in the record. You can read it or discuss it, as you wish. 





STATEMENT OF DANIEL J. LINO, PUBLISHER, AUTOMOTIVE 
FINANCE ASSOCIATION 


Mr. Lino. Senator, I will elect to read part of the statement if I 
may. 

Senator Kerauver. The rest of it will be printed. 

Mr. Lino. During the past 10 years, I have published trade publi- 
cations for the automobile finance industry. 

I have authored 4 handbooks on automobile finance, and during the 
preceding 13 years I was employed by 2 national finance companies, 
1 independent finance company, an automobile manufacturer, and 2 
new car dealerships. 

In auto financing my supeveenen includes employment as outside 
collection man up through branch manager. And in the auto sales 
industry my experience includes employment as a salesman up through 
sales manager. 

Senator Kerauver. Where is your home, Mr. Lino? 

Mr. Lino. In Miami, Fla., sir. 

Senator Kerauver. Automotive Facts, your monthly newsletter, 
is printed in Miami, Fla. ? 

Mr. Livo. Printed in Miami, Fla., and circulated nationally to 
automobile finance executives, finance company executives, and 
bankers who do automobile finance business. 

Now, when I was informed that I was to be a witness at these hear- 
ing, I made a mail survey of a number of our subscribers asking their 
opinions for the causes for the 1958 drop in demand for new passenger 
cars and these replies are current, and they represent informed 
opinions. 

I have copies of the replies with the names of the respondents de- 
leted, and I would like at this time to submit them to be made part 
of the record. 

Senator Keravver. All right. They will be printed as part of the 
record. 

The names however 

Mr. Lino. Have been deleted. 

Senator Krravuver. Yes, sir; they represent actual replies from 
whom? 

Mr. Lino. They represent replies from the presidents of and man- 
agers of finance companies, and banks throughout the country. 
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(The information referred to may be found in the appendix on 
. 3971.) 

, Senator Keravuver. Who finance automobiles ? 
Mr. Lino. Who finance automobiles; yes, sir. 
Senator Keravuver. Does this represent approximately all of them, 

Mr. Lino, or a big part of them ? 

Mr. Lino. That represents 98 percent of them, of the replies that 
I received. I only solicited about 200, I got about 65 replies I believe 
or 60 replies. 

Senator Kreravuver. All right. 

Mr. Lino. For the past 10 years my principal publication has been 
a monthly newsletter Automotive Facts ee reports and. interprets 
trends in the auto sales and the auto finance industry for a national 
cireulation of automobile finance agencies. 

When I use the term “finance agencies” in this statement, I intend 
it to mean auto finance companies and those banks that discount the 
retail sales contracts of automobile dealers. 

It is my belief that the current depressed demand for new passenger 
cars is the cumulative effect of automobile sales and credit excesses 
of the past several years which have reacted to the national economic 
recession with a suddenness that emphasizes their severity. 

There are of course many factors which affect automobile sales. 
There are times when one combination of these factors is what deter- 
mines future developments. 

There are times when it is another combination which becomes of 
key importance. Perhaps the best way to indicate which of these com- 
binations of factors becomes important at particular times, at least 
as I have seen it, is to quote a few passages from previous issues of 
Automotive Facts, which with your permission I shall do in the 
course of my statement. 

Let us first consider the automobile manufacturer and his product. 

The automaker is in the paradoxical position of producing a durable 
good with an estimated life of 13 years and then having to depend 
upon his ability to attract the buyer back into the market in from 
lto5 years. 

The primary demand for the automobile is, of course, to fill the 
need for transportation, and because of the unused mileage in the 
hands of millions of car owners, the mass buyer can satisfy his need 
for transportation in any given year by simply driving his old car or 
by trading it in on another used car. 

The demand for new passenger cars is a replacement demand and 
even the comparatively small number of buyers who enter the market 
for the first time each year could, in any given year, purchase used 
cars to fulfill their need for transportation. 

Unused mileage in the hands of the customer and the availability 
of used cars are just two of the factors which make it impossible to 
stabilize the demand for new passenger cars. 

The factors that influence new car demand are many and complex 
but the carmakers, during the past several years, by being unrespon- 
sive to the requirements and the wants of the mass buyer, have further 
complicated an admittedly complex problem. 

The manufacturers can present elaborate statistical foundations to 
support their cost-price calculations. They will compare the increase 
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in the price of new cars to the increase in the price for eggs, white 
bread, and house furnishings, and prove, with their charts, that the 
increase in price of their lowest cost sedan is lower than the increased 
cost of any of the items they have selected for comparison. 

They have another chart which indicates that their customers get 
more dollar-for-dollar value today than they ever have before. 

This chart will compare a 20- or 30-year-old car with a 1958 model 
and will reveal increased weight, horsepower, speed, wheelbase, number 
of cylinders, et cetera. 

But if you ask the car makers why the increased productivity of 
recent years has not resulted in counteracting the effect of increased 
material and labor costs, they will tell you that these savings have 
been absorbed by improvements in the product which, they say, their 
customers have indicated they want. 

The fact is that today’s new car buyer not only has to pay more for 
his new car, both relatively and absolutely, than ever before but he 
also has to pay higher operating and maintenance costs to support the 
increased horsepower and greater weight that the car makers tell you 
he demands. 

The new car, at today’s prices, with few exceptions, does not repre- 
sent sound value. When you consider the increased price the mass 
buyer pays for a new car today and consider the high rate of first year 
depreciation he suffers, and add these costs to the costs of insuring 
and financing his purchase over a longer period, and in greater 
amounts, than ever bafors in history, you have some idea of the cost 
of new car ownership today. 

Even if we were willing to accept the manufacturers’ cost-price 
arithmetic, on the basis of an inability to understand the complexities 
of their pricing system, we would be unwilling to accept their state- 
ment that the customer has demanded the extremes in horsepower, 
gadgetry, and styling which are being offered today. 

The increase in the demand for economical foreign cars, and the 
increasing demand for the comparatively low-priced and economical 
American Motors Rambler in the face of decreasing demand for higher 
priced makes indicates that new car prices have finally met with firm 
customer resistance. 

The Big Three automobile manufactarers have deserted the low- 
priced field and it is sincerely hoped that they will not misinterpret 
the current buyer’s resistance and mistakenly assume that he simply 
wants a cheap car. 

What the American buyer wants is sound value in whatever price 
class he chooses to buy. If Detroit tries to serve the American buyer 
a cheapened product that offers minimum value to the buyer and 
maximum profits to the manufacturer it will be making another costly 
mistake. 

The buyer would like to be able once again to choose a standard 
model of the make of his choice and be able to decide for himself 
how many, and what type, accessories it shall have. 

Having been associated with the automobile industry for the past 
23 years we are not selling Detroit short. The auto makers are capable 
of evaluating their markets and of doing a much better job than they 
have done in the recent past. 

Overpricing was coupled with overproduction in several recent 
years and we are at a loss to understand how the manufacturers esti- 
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mated today’s market. It should have been apparent several years 
ago that one day the retail buyer would finally say, “No thanks.” 

In our May 1948 issue of Automotive Facts we made the observation 
that : 


* * * over the longer term we feel the market once will again be subject 
to wide cyclical fluctuations and the industry will later have to face the problem 
of overcapacity which has been intensified by wartime and postwar additions 
to facilities. Unless, of course, new markets are found at lower price levels 
by virtue of this increased production. 


We all know what happened. Increased production did not re- 
sult in lower prices but rather in a race for sales leadership. In our 
July 1948 issue we warned of a production race between Ford and 
General Motors, as follows: 


Forget for the moment the labor and material scarcity and look ahead to the 
day when we will see the return of competitive selling. The return to a free 
market will bring with it the keenest fight, in automobile sales history, for 
leadership in the low-priced field. Extensive preparations are now being made 
by Ford and Chevrolet; both equally determined to dominate the sales picture. 


The dealers enjoyed an unparalleled period of prosperity during 
the sellers’ market following World War II, and the manufacturers 
began their excessive pricing policies during this period. 

Ve reported in the April 1952 issue of Automotive Facts, as 
follows: 


The abnormal postwar demand for new cars prompted auto manufacturers 
to try for as big a dollar slice of the market as the traffic would bear. When 
materials were in short supply the makers concentrated on the costliest models 
and shipped them with every available accessory. The helpless dealer, glad to 
get the cars at any price, and the eager and prosperous customer, winked at or, 
at any rate, tolerated, the deception. 

Continuing the trend in spite of the absence of a reckless demand the makers 
are building higher-priced models and, of course, shipping them to their dealers 
and in many cases, with the expectation that the dealers will lower the price 
by overallowing for the trade-in. 

The continuing trend toward more luxury at higher prices in the newest 
models does not, as nonindustry observers report, indicate a confidence on the 
part of the manufacturers in a long-term prosperity but rather is an indication 
of their confidence in the strong capital position of their dealers who they now 
expect to absorb the latest price increases. 


During the high production years of the 1950’s nonindustry ob- 
servers assumed that the economics of the automobile industry were 
in order when they noted the manufacturers’ production figures. 

What they failed to realize was that this volume of production was 
not being sold to the retail buyer without a sacrifice of profits on the 
part of the dealer and then only with the aid of unsound credit terms. 

In 1954 we anticipated that the factories would not adjust supply 
to demand in these words which are quoted from our November 1954 
issue : 

Last month we posed the question: Will the manufacturers adjust supply to 
demand in 1955? The answer to this question is an unequivocal “No.” The 


clue to this can be found in the advertising and promotional plans of the car 
makers for 1955. 

Mountains of training films, sales literature, contests, and other aids are being 
readied by the manufacturers for distribution to their dealers. General 
Motors wants to retain its share of the market. Ford plans to capture a larger 
share. Chrysler Corporation is determined to regain its historical percentage. 
And the poor independents have to sell more than they did in 1954. Will this 
make for production schedules based on realistic demand factors? 
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To sum up we can say that the production excesses and the price 
poor engaged in by the manufacturers are, at least, partly to 
lame for the current demand situation. 

Now, what excesses or abuses did the automobile dealers engage in 
that have contributed to the current situation? It is only fair to note 
that the automobile dealer in many instances, has been forced into 
unsound and unethical sales practices by the necessity of having to 
move a record volume of cars at record prices. 

It should also be noted that the few dealers in each geographical 
area who have engaged in unconscionable practices are the ones who 
have succeeded in causing whatever loss of public confidence the 
automobile dealer has suffered. 

Perhaps the greatest damage to demand that has been done by the 
dealers is the almost universal practice of packing the retail list price 
of the new car to such a degree that the buying public has lost confi- 
dence in the auto dealer. 

And, gentlemen, the factories have made no serious effort to dis- 
courage this practice which was beginning to undermine buyers’ con- 
fidence nearly 10 years ago. 

In our May 1949 issue of Automotive Facts we stated that : 

A return to f. o. b. Detroit pricing by car manufacturers would give the 
buying public more confidence in the integrity of the industry’s price structure, 

Of course, the practice of packing the retail price of the new car is 
probably as old as automobile retailing and was originally intended 
to enable the dealer to give the retail buyer as much for his trade-in 
as he expected. 

It is a truism of automobile retailing that the average customer 
would rather be charged more for the car he is buying than be charged 
less and given less for his trade-in. 

But, the automobile dealers inflated the list price of the new car to 
such a degree and without any regard to the relationship of the real 
list price of the car that the buyer had no way to compare the relative 
value of different makes nor, in many instances, to readily determine 
how much the factory suggested he should pay for its product. 

Senator Keravuver. Do you mind an interruption right there, Mr. 
Lino? 

Mr. Lino. No, sir. 

Senator Kreravver. I take it from that you would strongly approve 
this proposal now before Congress to have a listed price affixed to the 
sar by the manufacturer ? 

Mr. Lino. I would prefer to see a return to the f. 0. b. pricing prac- 
tices by the manufacturers. 

I believe that there is a wide area 

Senator Keravuver. What is the difference? Isn’t that just about 
what Senator Monroney’s bill proposes ? 

Mr. Lino. Well, I believe, I have not read the bill thoroughly but 
I believe it provides for the dealers to publish the local prices and to 
post them in a conspicuous place on the car or in the dealership. 

It would take a lot of romance out of automobile trading to do that. 
But it is a trading business. There are no two used cars that are 
exactly alike. 

I do not believe you can standardize automobile trading by setting 
rigid price structures, but the customer at least ought to be able to 
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have the advantage or have the opportunity to know what the factory 
suggests he pay for this car, and then let the buyer beware. 

Leave it up to the ability of the buyer and the seller to come to terms 
on the price they will arrive at. 

The difference, there is always—most of the automobile deals in- 
volve a trade so you have a money difference involved, and while no 
two used cars would be evaluated exactly alike, you cannot, I do not 
believe, legislate—you would also have to legislate used-car prices to 
make any legislation of new car price effective. 

Senator Keravuver. There is no attempt to pass legislation as to 
price. It is just an effort to have attached to the car the suggested 
retail price. 

Mr. Lino. I think that would be very good. I would be very much 
in favor of that. 

Senator Keravuver. I believe that the bill provides this is to be done 
by the manufacturer. 

Mr. Lino. The bill provides that to be done by the manufacturer, 
of course you have the difference in freight variation but I do not know 
what provision the bill makes for that. The most practical way of 
handhng it would be to post the f. 0. b. Detroit price on the car and 
then it would be up to the customer to take it from there. 

Senator Kerauver. That is what you favor and you think that would 
restore confidence in the automobile dealer and in the automobile 
economy ¢ 

Mr. Lino. Absolutely. I have noticed a trend lately, in the indus- 
try, to advertise price. The dealers seem to have done an about face 
in the face of economic conditions, and are advertising their lowest 
priced models in an effort to attract the price buyer. 

That is just a personal observation. I do not know how general 
it is, but in the areas where I—that I have traveled in recently I have 
noticed that to be true. 

—s Keracver. All right, sir. 

Mr. Lino. Factories provided their dealers with so many different 
factory-installed equipment items, and with so many different models 
of the same make car, that finance agencies in the 1950’s had to discon- 
tinue the historic practice of basing the amount eligible for financing 
on a percentage of the dealers’ sales price, and instead used the fac- 
tories’ price to the dealer as a basis for their calculations. 

This also served as a measure of protection for the finance agency 
against the price pack. We reported this trend in an article headed 
“What's the Price of a New Car?” in the March 1955 issue of Auto- 
motive Facts, which will give you an idea of the price confusion that 
even existed within the industry during that time. 

The article said, in part: 

A factory official stated recently in a speech that the new car has no price. 


He said the price of a new car depends on the trading ability of the dealer and 
buyer and that the price is set by the seller and the buyer through the process of 
trading. 

This, of course, is true but the new car does have a very definite and unelastic 
price. The factory price to the new-car dealer is not subject to any process of 
trading or bargaining and it remains the same regardless of whether he ae 
in lots of 10 or 1,000. If it were not for this fact the finance agency would be ¢ 
a loss to correctly estimate how much they could safely advance on a new car 
retail contract. 
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During this period of packed new-car prices experienced auto finance operators 
are disregarding the purchase price as given on the purchaser’s statement as a 
basis for figuring the amount of the advance. Recent experience shows that a 
sound method of determining value in relation to customer equity in the time 
deal is to base the amount eligible for financing on the dealer’s cost rather than 
on the dealer’s sales price. 


For instance, it is a fact that the cheapest models of the new cars are being 
purchased by many buyers who are being oversold. Consequently these deals 
must receive the most careful evaluation as latest information available reveals 
that more first- and second-payment defaults are experienced on purchasers of 
the cheaper model new cars than on de luxe equipped models of the same make, 

As a result of this trend knowledgeable finance operators are advancing (at 
retail) amounts equal to about $200 under dealer’s factory cost. On fully equipped 
de luxe models of the same makes finance operators are willing to advance amounts 
equal to $50 or $100 under dealer’s factory cost. 

At this particular time it is necessary for finance men to make an immediate 
study of which makes and models of the new cars are readily marketable in their 
areas and to base retail advances on a determined percentage of factory prices, 

It is, of course, difficult to determine or to accurately measure the 
effects of the public’s attitude toward the new car dealer. But dealer 
ethics have received much unfavorable plblicity during the recent 
best which was perhaps climaxed by an article printed in the widely 

istributed Reader’s Digest in November 1957, which was titled : “The 
Art of Buying a New Car,” and which generally discredited the new 
car dealer. 

The inability of the automobile industry to provide a stimulus to 
the general economy in 1958 can be partly blamed on the abuse of time 
sales financing which reached a climax during 1955 when the overpro- 
duction of the automobile factories resulted in dealers pens their 
finance sources to accept new-car sales contracts with lower downpay- 
ments and longer maturities than had ever been available to the new- 
car buyer in the entire history of automobile financing. 

Keep in mind, gentlemen, that the competitive practices of automo- 
bile finance agencies are built around the automobile dealer rather than 
the retai] buyer and they are very vulnerable to the demands of their 
dealers. Ae 

Senator Kearavver. Mr. Lino, illustrating the point which you have 
just made about what happened in 1955, about dealers being pressured 
to sell as many cars as possible, and about the auto companies having in- 
fluenced the finance companies to accept sales contracts with lower 
downpayments and longer maturities—that situation is illustrated on 
a chart with which I know you are familiar and which I will make a 

art of the record. It is called chart B, Four Largest Automobile 

inancing Companies. 

Dr. Blair, will you explain the chart? 

(The chart is as follows :) 


3. 


2. 


7 AT OOo Soden orn & aeere mS Ya eS aa SS, 


ADMINISTERED PRICES 3097 


GHART B 


FOUR LARGEST AUTOMOBILE FINANCING COMPANIES 
DOLLAR VOLUME OF NEW AUTOMOBILE FINANGING, 1936-40 AND 1948-57 
DOLLAR VOLUME FINANCED FOR OVER 24 MONTHS, 1948-1957** 
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Dr. Buarr. This chart is based upon data obtained directly. by the 
subcommittee from the four principal automotive finance companies; 
General Motors Acceptance Corp., Universal CIT, Commercial Credit 
Corporation, and Associates Investment. The top line shows the total 
amount of automobile financing by years done by these 4 finance com- 
— from 1936 to 1940, then skipping the war years, from 1948 to 
1957. 

Senator Keravver. That is through 1957; is it not? 

Dr. Buatr. Yes, sir; through 1957. The bottom line which did not 
appear in the earlier years 1936-40, because there apparently was no 
financing of that type engaged in during that period, begins to ap- 
pear slightly in 1948 and 1949, and thereafter shows a spectacular in- 
crease in 1955. 

This lower line is the amount of automobile financing that con- 
sisted of automobiles financed in maturity period of over 24 months, 
This, in other words, represents the contracts where the maturity 
period enabled the buyer to make his payments in 24 monthly in- 
stallments or more. It will be seen that beginning from an extremely 
low level in 1951 and 1952, the trend moved slightly upward in 1953, 
moved more sharply in 1954 and then from a level of just above $1.0 
billion in 1954, it shot up to nearly $3.0 billion in 1955. Thereafter, in 
1956 and 1957, the amount of the longer maturity period paper more 
or less flattened out, showed no further increase, and there was indeed 
something of a decline in the total amount of automobile finance paper 
handled by these companies. 

Senator Keravuver. At the beginning of 1957, where the lines end, 
is that the 

Dr. Buarr. These are yearly figures, Senator, and for the year 1957, 
the total amount of automobile finance paper acquired by these 4 
companies was somewhere about $3.8 billion. Of that, the amount that 
consisted of paper with maturity periods of over 24 months was over 
$3 billion. Or, over three-fourths of the total amount of auto finance 
paper consisted of contracts with maturity periods of over 24 months. 
Whereas in 1951, for example, out of a total amount of paper handled 
of somewhat under $114 billion, the contracts with maturity periods 
of over 24 months were practically zero. 

Senator Keravver. All right. Thank you very much, Dr. Blair. 
That is an interesting chart. 

Does that chart correspond with your figures and calculations, 
Mr. Lino? Of course, this only represents four of the large finance 
companies. 

Mr. Lino. Yes, sir; that would. 

Senator Kreravuver. This isa general trend ? 

Mr. Lino. Certainly the general trend; yes, sir. 

Dr. Buatr. I might add there, Senator, that these companies, ac- 
cording to a Federal Reserve Board study, account for approximately 
80 percent of the total automobile financing done by finance companies. 

Senator Kerauver. That does not include the banks: does it? 

Dr. Buatr. No, sir; this is handled by finance companies. 

Senator Keravver. All right. 

‘Will you proceed, Mr. Lino? 

Mr. Drxon. Mr. Chairman, before Mr. Lino leaves that point, may 
T ask him a question or two? 
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Senator Kerauver. Yes. 

Mr. Dixon. By looking at chart B, it is obvious something happened 
in 1955 or thereabouts. 

When the more liberal finance terms were offered by the automotive 
industry, did that make available to the industry for new car pur- 
chases a completely new group of citizens? 

Mr. Lino. Yes, sir. It upgraded what would be the late model used 
car buyer, and made it possible for him to buy a new car on easier 
terms. 

I bring that up later in my statement. 

Mr. Dixon. Go ahead, sir. 

Mr. Lino. One of the byproducts of unsound credit terms is an 
increase in repossessions, and recent reports from our subscribers indi- 

cate that 1958 will be a record year both from the standpoint of the 
number of cars repossessed and from the standpoint of the amount 
of dollar loss suffered per car repossessed. 

A repossession almost always represents a loss for the buyer, the 
dealer, and the finance agency. 

There is a popular misc onception that often the finance agencies 
profit on repossessions and I would like to quote from a 1954 bulletin 
issued by the Wisconsin Association of Finance Companies which was 
headed “Nobody wants a failure,” and which said “Next to ignorance 
about things they should know there is nothing so dangerous to 
people’s welfare as the things they know but that are not true.” 

Now to continue with my prepared statement. For instance you 
could talk to 500 people at random about the attitude of sales finance 
companies toward the cars they finance, and most of these people would 
say very positively that the companies are eager to repossess a car, 
that they sell repossessed ‘ars at big profits and that the insiders can 
pick up big bargains by buying a repossessed auto. 

Every one of these points is far from the truth. In fact, the 
average person would be amazed at the lengths a finance company 
will go to prevent having to take a car away. 

This is true for two good reasons: First, these companies do not 
want to hurt or antagonize people because that is not good for any 
business, and repossessed cars represent big losses to everybody con- 
cerned—this means to the finance company, the dealer who sold the 
car, and the customer. 

The finance company is not in the automobile business. It cannot 
compete with the dealers it does business with so when it does have 
to take a car it would only repair and refinish it and then offer it for 
sale on the auction market. 

This takes time, manpower, and money and the auction price is 
almost always below the amount still due on the car when it was 
repossessed. 

The finance company is always ready to do everything it can to 
avoid having to repossess a car. 

Second, it should not offer credit to a man who will have trouble 
making the payments. That is why it makes such careful credit in- 
vestigations. 

If, after buying the car, the customer has trouble making a payment 
the company ‘will have one of its experts work on a new budget for 
him advising him on his entire financial situation. 
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Frequently it will arrange to reduce the payments by refinancing 
the car for him. 

It is only when all else fails that the car will be reluctantly re- 
possessed. This is a fact for every American who ever buys on credit, 

A repossession is a sign of failure by everybody concerned. The 
dealer who made the sale, the finance company that extended the 
credit, and the buyer who was unable to fulfill his commitment to 
pay for it. 

Failure is something Americans hate to see. Everyone should 
always do his best to avoid it. 

What are the effects of unsound credit terms on the customer? 

Senator Krravuver. Before you continue, I think it would be of 
interest to place in the record some information furnished by General 
Motors Acceptance Corporation and C. I. T. as to the trend of repos- 
Sessions in recent years. 

Do you have those figures, Dr. Blair? 

Dr. Buar. Yes, sir. 

These two companies furnished us with statistical data showing 
the number of cars repossessed under contracts that they held. The 
figure for General Motors Acceptance Corporation rose from 8,118 
in 1953 to 15,764 in 1954; for 1955 it went up to 21,128; for 1956, 
41,314; and 1957, it went up to 50,652. In other words, that is an 
increase from 1954 to 1957 of more than threefold. 

For Universal C. I. T. during the same period the increase was, 
beginning with 1953, from 7,421 to 14,917, to 17,860, to 27,126, and for 
1957 to 28,105, or an increase from 1954 of roughly twofold from 
14,917 to 28,105. 

Senator Kerauver. All right. 

What is your expectation in 1958 relative to repossessions? What 
is the trend now ? 

Mr. Lino. The trend is definitely upward, both in volume and in 
the dollar loss per repossession suffered by the finance agency or the 
dealer, or both. 

Senator Keravuver. Did you say you attributed this situation to 
excessive credit in 1955, when this big push was on? Or what did you 
attribute it to? 

Mr. Lino. What do I attribute the increased repossessions to? 

Senator Kreravuver. Yes. 

Mr. Lino. The extension of loose credit terms principally, and the 
decrease in the value of used cars, which makes the customer’s equity 
worth less than the amount owed on the car. 

Senator Keravver. All right, sir. s 

Senator Wier. Mr. Chairman, I am sorry I was not here earlier. 
Thad to be at the Foreign Relations Committee. 

This is a very interesting problem to me. I want to ask a few 
questions. As I heard a philosopher once say, “You have to get the 
whole picture before you judge.” 

I presume that what is unsound credit depends, of course, first, upon 
the character of the fellow who buys; second, upon his earning ¢a- 
pacity. Someone said, “I would rather have the word of an honest 
man than the bond of a crook.” So those are factors, I think, we can 
all agree on. 
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But, when the dollar was worth a hundred cents and now it is worth, 
say, 50 cents, when you extend credit of a thousand dollars to buy a 
car, you are really extending only $500 credit from the standpoint of 
the purchasing ability of the thousand dollars; are you not? 

r. Lino. Well, in relative terms, yes, sir, that is true. 

Senator Wier. That being so, and in view of the fact that when I 
came down here some 19 years ago we had a national income then of 
only about $60 billion, and it is some $300-odd billion, all those items 
have got to be taken into consideration—the national income and the 
income of the individual, the income particularly of the community 
where the deal is made, whether a man can keep on working or not— 
all those are factors which enter into whether or not it is a sound 
credit risk. Am I correct in that? 

Mr. Lino. Yes, sir, you are correct in that. This is the first test 
these lengthy terms have had in a period of recession. These terms, 
86 and over terms, have not been subject to the test of a recession 
up until now. 

In automobile financing, you depend more upon collateralization, 
the relationship of the amount owed to the value of the collateral, 
than you do on an unsecured commercial loan where, of course, char- 
acter would be of primary importance, not that character is not a very 
big factor in extending automobile credit. 

ut you have the collateralization factor in automobile financing 
which [ would say would be perhaps the most important factor, the 
relationship of the amount owed to the value of the collateral at every 
period of the contract. 

And, you see, if the car depreciates more rapidly than the customer’s 
equity accumulates, you have a point in that contract where the eus- 
tomer will lose a willingness to pay, and that is accentuated in periods 
of economic recession, the customer’s willingness to return a car to a 
oer because the balance owed is more than the value of the auto- 
mobile. 

Senator Wixtry. Another factor, as I understand it, is, for instance, 
the increased earnings of the fellow who buys the car, the increased 
wages that he has seen accelerated through a term of years. 

I presume national income is a factor, too, which particularly at- 
tracts the automobile salesman. We see advertised now in the Wash- 
ington papers and over the radio that you just have to pay $36 down 
and take your car out, something like that, and pay so much a month. 

Of course, that simply means they look at the fellow and he has a 
pretty good salary, and it is probably permanent so far as they can see, 
and so they sell the car on that basis. 

That, to me, is another factor which goes to the question of sound 
credit, that plus a moral responsibility. 

Mr. Lino. That is right. 

Senator Wixey. And the fact that you have a recession here and 
there in this country affects, of course, a lot of people who bought 
ears and do not have anv reserves. Do you know how many cars 
are being repossessed now ? 

r. Lino. Dr. Blair just read some figures which showed the in- 
crease by years for two national companies. 

Senator Witey. Will you tell me what those are? 

Senator Keravver. The latest figures show that General Motors 
Acceptance Corp. in 1957 repossessed 50,652 cars. 
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Senator Wirey. Out of how many? 
Senator Keravuver. I do not know, but that compares with a little 
less than 16,000 in 1954. 

CIT repossessed 28,000, compared with 14,000 in 1954. 

Senator Wier. Do they list the localities where most repossessions 
are taking place ? 

Senator Keravver. I do not believe so. 

Senator Wier. I wonder whether you have any information, sir, 
as to whether—particularly in places like Detroit where so many folks 
are out of work—it is due to sporadic situations like that which have 
occurred even in the past. 

Mr. Lino. Of course, there are several causes for repossessions. You 
can have bad credit judgment to begin with on the part of the credit 
man. But mostly a trend like this would indicate that the customer’s 
equity has suffered abnormally, and that the value of his collateral 
has declined, and that, consequently, great numbers—of course, we 
have got to consider, too, that always in a recession repossessions tend 
to increase, because when you have bought the contract, you have not 
been able to anticipate all the economic ups and downs which will 
happen to that particular customer, and as the term lengthens, the 
probabilities increase as to what can affect that contract. 

When you have a loss of overtime and other income, you have 
trouble. A lot of people have bought cars and have signed up for 
long payments and high payments with the idea in mind that they 
would have a second income in their family continually. Their wife, 
for instance, would be working, and in many instances the wife has 
been laid off or for some reason does not continue to contribute to the 
family income, so that affects their paying ability. 

You have the loss of overtime. Of course, it can vary by areas. 
Every area is not hit, of course, as you know, at the same time by the 
same economic factors. 

You can have relative prosperity in some areas during a time of 
national depression, just like you can have the reverse in geographical 
areas. 

Senator Witey. Do you know how that compares with the sale of 
these houses on very small downpayments ? 

Mr. Lino. Well, no, sir. I have not made a comparison of house 
sales to—you mean taking back homes, foreclosing mortgages related 
to repossessions? You mean how it relates to—— 

Senator Witey. Small downpayments with somuch a month. They 
are selling thousands of houses that way. 

Mr. Lino. Yes, sir; but you have 

Senator Witey. I was wondering how many of those houses have 
been lost, or whether you have any information or statistics on it. 

Mr. Lino. There are, I imagine, valid statistics on it, but I don’t 
have them, sir. 

Senator Witey. That isall, Mr. Chairman. 

Senator Keravver. One thing you have pointed out which should 
be stressed again, and that is, with the extension of the time period up 
to 36 months, which was done in 1955, that does not leave any room for 
extending the time any longer; does it? 

Mr. Lino. No; certainly not. No, sir. 
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Senator Kerauver. So that in 1955, the extensions were a one-shot 
operation. Now in 1958 we are up against a 36-month wall; is that 
not true ? 

Mr. Lino. That is true. We are up against a 36-month wall. We 
have reached the maximum in lengthening maturities. We have 
reached the maximum point. 

Of course, you have always got to relate the maturities to the 
amount of the downpayment, and the percentage of the cost that is 
being financed. Long maturities per se are not bad if the customer 
has a valid equity. 

The main thing is to relate the customer’s equity to the length of 
the contract, and to try to determine if at every point in the contract 
he will have a valid equity in the collateral. 

Senator Kreravuver. So that generally we cannot look for any relief 
in the situation by the extension of these 36-month contracts. 

Mr. Lino. No, sir. Credit cannot be used to stimulate sales any 
further. You cannot look to credit to stimulate sales in 1958. 

Senator Keravver. Allright, Mr. Lino. 

Senator Wirry. Just one other question, Mr. Chairman, if you do 
not mind. 

I would like to get your reaction to what is called supersalesman- 
ship. We heard this morning that probably about 21 million cars, 
Studing secondhand cars, were sold in 1955, and probably a million 
or so less in 1956, and so on. 

You have this tremendous pressure upon folks to buy cars, and 
they are now given practically any terms they ask. If they have 
an old car, they can trade it in. You could not trade it for a chicken, 
but you can get a whole turkey for it when you trade it on another 
car. 

I would like to get your reaction to this salesmanship, because 
the sales pressure has a lot to do with disposing not only of cars, but 
of houses and everything else, quite often, to people who should 
not buy them. 

Mr. Lino. Well, sir, my reaction is that the pressure builds up from 
the top. The manufacturer by excessive production will, of course, 
force the cars on the dealer, and the finance companies whose com- 
petitive practices are built around the dealers are in turn forced to 
accept the lengthy maturities and the unsound credit terms. 

But in periods of continued prosperity, finance companies are in- 
clined to go along with the dealer’s request, but the unfortunate point 
here or the unfortunate situation here is that in 1958 where credit 
may be used to move automobiles, you will have a restrictive reac- 
tion on the part of the finance agencies. 

They may tend to be overrestrictive in their credit because of the 
fact that you have a recession, and resultant uncertainties. 

_ However, most finance companies are rightfully restrictive in hold- 
Ing terms to 36 months on new passenger cars. 

What are the effects of unsound credit terms on the customer? 
First of all, they result in increased cost. The customer with a greater 
amount to finance on lengthy terms, of course, pays more for the credit 
purchase than does the conservative time buyer with substantial 
equity in a contract with a sensible maturity. 
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Second, lengthy terms delay the impact of increasing car prices 
on the time buyer who, of course, represents the mass market. 

In our December 1957 issue of Automotive Facts, we forecast the 
1958 decline in demand and we wrote: 


You can prepare for another high pressure sales year which may see a re 
turn of the credit excesses of 1955. The increase in 1958 model prices and 
falling used-car values (which is always a byproduct of a general economic 
decline) coupled with high living costs which will not rapidly adjust to the 
downturn in business will, we feel, disenchant the dealers and finance men 
who make their 1958 plans on the basis of forecasts from industry observers 
who base their optimism on customer equity in 1955 model automobiles, and 
who confidently expect these owners to supply the effective demand for the 
1958 product. 

Because of the factors mentioned above, many 1955 owners will not enter 
the market in 1958. They will need a breathing spell from car payments to 
cushion the loss of overtime in many instances, or to make up for the increased 
costs of their other obligations. Don’t forget there are miles and miles of 
unused transportation in the hands of the 1955 owners. They don’t have to 
enter the market in 1958 and to confidently expect them to is a form of op- 
timism that ignores reality and borders on criminal negligence. 

A decline in the estimated demand for 1958 models is a probability. And 
this decline will be largely caused by the advance in car prices, which have 
consistently outpaced the average of other consumer prices, and which will not 
bave had their full impact on customers until this current period. 

The explanation is that the automobile industry, with 60 to 70 percent of 
its production being sold on an installment plan, is dependent upon the time 
buyer. The terms extended time buyers can distort or cushion the impact of 
price changes * * * and this has been the case for the past several years, 
Buyers are now more interested in how much they will get for their trade-in 
and how much their monthly payments will be than they are in the price of 
the new car. Now that downpayments can’t be lowered nor maturities length- 
ened any further it is reasonable to assume that the 1958 prices will have full 
impact upon the volume customer * * * the time buyer. 


Senator Kerauver. Mr. Lino, you wrote that in November 1957! 
Mr. Lino. In November of 1957; yes sir; that is right. 
Senator Keravuver. At that time you were rather a voice crying in 
the wilderness; were you not? 
Mr. Lino. Well, yes, I was, because I remember reading at that 
eee time that a representative of an automobile manufacturer 
ad spoken here in Washington at a convention of sales finance com- 
panies, and he was very optimistic about 1958 production, and even 
as recently as January of 1958 at the NADA convention in Miami 
Beach, the president of one of the major finance companies referred 
to the current recession as a gold-plated recession, and expressed con- 
fidence in the 1958 market on the basis that the 1955 buyers would 
return to the market in volume. 
So in November of 1957, we were rather alone as far as forecasting 
is concerned. 
Senator Keravuver. The forecast you made has certainly come true. 
You predicted it correctly. 
Mr. Lino. We, of course, are sorry. We would rather have been 
wrong than right in this instance. 
Senator Keravver. I understand that, and I wish you had been 
wrong, but you were not. 
All right, sir, you may proceed. 
Mr. Lino. When we released the above in November 1957, we felt 
so keenly that most observers were too optimistic about auto sales 
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prospects for 1958 that we accompanied the newsletter with a com- 
munication which said in part: 

The enclosed copy of Automotive Facts may well be the most important fore- 
east of probable conditions we have ever made if its advice is heeded by dealers 
and finance men. 

As we go farther into 1958 it becomes apparent that the manufac- 
turers have overestimated their market by about 2 million passenger- 
car units, or more. I have read in trade papers that some factory 
oe are urging even more liberal credit terms as stimulus to new 
car sales. 

This isnot the answer. The credit excesses of 1955 and 1956 proved 
that low downpayments and extended terms simply result in time 
buyers being unable to achieve an ownership equity which will enable 
them to reenter the market in sufficient numbers and within a period of 
time that would support new car production at anywhere near plant 
capacity. 

One of the reasons credit terms cannot currently act as a stimulus 
to sales is that we have reached the point in length of contract maturi- 
ties namely, 36 months, beyond which it is unprofitable to go. 

The first principle of sound installment financing is that the value 
of the collateral should at no time during the contract ever be less than 
the amount owed. Lengthy maturities, coupled with low downpay- 
ments, violates this basic concept. 

Recent experience with lengthy contract maturities has also re- 
vealed that they are not only unsound for the finance agency but that 
they adversely affect new passenger-car demand by depressing the 
jate-model used-car market. 

The ability of a buyer to purchase a new car with monthly pay- 
ments which are eatia’ €6 the amount he would pay on a late model 
used car, financed over a shorter term, enables the dealer to upgrade 
used car prospects with a resultant lessening of demand for late model 
used cars. 

Because of a weakened demand for late-model used cars, the owners 
of these cars suffer abnormal depreciation losses; and their ability 
to reenter the new car market is often delayed. 

Owners of late-model used cars represent a large segment of the 
new car market. When the difference between their trade-in allow- 
ance and the price of the new car increases, they continue to drive their 
old cars. 

Unsound credit terms are bad for the dealer, the finance agency, and 
the customer. The price increases on 1958 models and the depreciated 

uities of the time buyers of 1955 and 1956 model automobiles is one 
of the causes of the current new car demand situation. 

To evaluate the health of the automobile industry at any given time 
you must consider whether any particular year’s volume is reaching 
the retail customer at the expense of the Nation’s dealers, and you 
must also consider whether or not that volume, in the mass, is being 
purchased on sound retail finance terms. 

Volume production, which is moved to the buyer through the me- 
dium of unsound time sales practices, only borrows sales from future 
years. 

The uninitiated, looking at the total new passenger car production 
figure of nearly 8 million units for 1955, would assume that ail was 
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well with that giant industry. However, in an analysis of new car 
purchases for the years 1954 and 1955 made by the Board of Governors 
of the Federal Reserve System, it was found that 1955 was a ve 


unusual year in that demand was sharply stimulated by an extension 
of maturity periods. 


As I have indicated above, any further significant extension is not 
only undesirable but impossible. 


In closing, I would like to have included here at the end of my state. 
ment a few excerpts from the report of the Federal Reserve Board, 


Liberalization of installment credit terms on new car purchases, which had 
accelerated during 1954, continued in 1955. The countrywide availability of in. 
stalment credit on easier terms stimulated new car purchases. More new cars 
were purchased in 1955 than ever before. From 1954 to 1955, credit purchases 
rose almost one-half while cash purchases rose less than one-sixth. Credit buyers 
in 1955 outnumbered cash buyers 2 to 1, and in the middle and lower income 
groups, 3 tol. Promotional efforts on the part of manufacturers and dealers were 
intense during 1955. 

The 1955 new car market differed from the 1954 market in many respects, 
Prices at which car purchases were contracted were higher than in 1954. Since 
overallowances by dealers on trade-ins increased only slightly, the effective 
prices that purchasers paid were higher. 

Liberalization of installment credit terms on new cars was continuous through- 
out the 2-year period. From the first half of 1954 to the second half of 1956, 
terms eased so much that contracts with maturities of 30 months or longer rose 
from one-third to two-thirds of all installment purchases. Moreover, credit 
transactions involving effective downpayments of less than 25 percent of the 
effective price rose from less than one-third to almost one-half of all installment 
contracts. Terms were liberalized in all regions of the country, by all types 
of lenders, and to buyers in all income and net worth groups. By the end of 
1955, many new car contracts had such long maturities and such low down- 
payments that for some time after purchase they provided small margins of col- 
lateral protection to lenders and small equities for the buyers. 

The widely held view that the longer maturities usually go to buyers with 
large equities in their purchases, or to more credit-worthy buyers was not con- 
firmed by survey findings. In the 1954—55 period, on the contrary, relatively 
small downpayments were commonly associated with long maturities ; and buyers 
with lower incomes or in weaker net worth positions, with noteworthy frequency, 
made the smaller downpayments and obtained the longer maturities. 

Liberalization of installment credit terms over 1954-55 added to the risk 
exposure of financing institutions and intermediaries. The equities of buyers in 
their new cars were reduced, the periods over which their equities would remain 
small were extended and the periods over which adverse developments in employ- 
ment or in automobile markets could affect repayments were prolonged. With 
activity in the economy expanding to record levels and employment and incomes 
high, however, no serious problems arose on 1954 and 1955 purchases. 

Relaxation of consumer credit standards in 1955 was accompanied by en- 
larged risk exposure on the part of all types of financing institutions. Not only 
was the margin of collateral protection reduced and the period of collection 
risk extended in many cases, but also, on a fifth of all credit purchases, lenders 
wrote contracts that in effect incorporated several hundred dollars of existing 
debt on the buyers’ old cars. Moreover, over the 2-year period, lenders and 
dealers extended the more liberal of their easier terms to an increasing number 
of buyers in less strong financial positions. 

Developments in 1956 appear to indicate, after the further but much more 
gradual lengthening maturities in that year, that liberalization in credit terms 
may have approached the limits of risk exposure tolerable to lenders. These 
limits can be determined only by experience; installment credit lenders and 
intermediaries need to test over time the greater risk exposure entailed in the 
new structure of credit terms established by competitive forces. 

The stimulus of any further extension of maturities in reducing the amount 
of the monthly payment would diminish as maturities lengthen, partly because 
carrying charges would become an even larger proportion of monthly pay- 
ments. Also, the extension of maturities must tend to lengthen the interval 





ADMINISTERED PRICES 3107 


before buyers trade in cars, with resulting contractive effects on the future new 
car market; otherwise, those with unpaid installment debt on presently owned 
cars must be willing to assume even larger debts when they trade. The number 
of car buyers willing to cumulate debt from one car to another may be expected 
to approach some definite limit, as must the number of contracts involving 
cumulative debt that lenders are willing to finance. 

Senator Krravuver. Mr. Lino, on behalf of the committee I wish 
to thank you for a very illuminating statement based upon great 
experience and prepared most objectively, which I think will be 
quite beneficial. 

Now, Mr. Dixon. 

Mr. Dixon. Mr. Lino, we are aware by the information we receive 
from the automobile manufacturers themselves that between the years 
1955 and 1958 on a given model automobile, the base price was in- 
creased. 

You are aware of that, are you not? 

Mr. Lino. Yes, sir. 

Mr. Drxon. Is it not true also that between the years 1955 and 
1958, the interest rate charged by the various finance companies was 
increased ? 

Mr. Lino. The rate increased, but I don’t believe it increased to 
the point where it would be a factor in lessening demand. 

Mr. Dixon. But it did increase. 

Mr. Lino. It did increase. It had a slight increase. 

Mr. Dixon. Insurance rates went up, also. 

Mr. Lino. Yes, they went up by territory. I haven’t kept statistics 
on the rise in rate or the rise in finance charges, because most of my 
subscribers are localized. They are commercial banks, and they are 
independent finance agencies, and they have local competitive prob- 
lems to meet insofar as rate is concerned. 

Mr. Dixon. If the average purchaser of an automobile in the United 
States pays greater attention to the monthly payment than he does 
to the total price of the automobile, would not the average monthly 
price paid in 1955 have increased by the year 1958 by virtue of the 
fact that the base price had increased ¢ 

Mr. Lino. Yes, sir. He would have a larger amount to finance, and 
there is another point there which would increase the cost to the cus- 
tomer, and that is the lengthening of terms. He is financing a larger 
amount for a longer period of time. So, consequently, he is buying 
a larger finance package than he would be buying ordinarily, or if he 
were held down to, say, 24 months on a new car. 

Mr. Dixon. On a monthly basis, 24 monthly payments would be 
considerably reduced over 36 monthly payments, would they not? 

Mr. Lino. The amount per month would be reduced to the cus- 
tomer as the maturity term lengthened so he wouldn’t feel the impact 
of increased prices. 

Mr. Drxon. So in 1958, if the base had gone up and the package 
generally had gone up, when the 1955 customer finished paying off his 
obligation and he decided to look around for a new automobile, the 36 
months he would be faced with to buy the new automobile would be 
considerably larger in amount than in 1955 ? 

_ Mr. Lixo. Absolutely. That is one of the basic troubles with the 
industry today. The credit terms just cannot keep up with the in- 
crease in prices. They cannot absorb any more price increases of the 
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manufacturers. Credit terms have been extended to the point where 
they are at their maximum. 

Mr. Drxon. The point I was trying to pin down is whether it is not 

also possible that part of the market picked up by extending the pay- 
ments to 36 months in 1955 has again been lost by virtue of the fact 
that the base 36 months’ price has increased. 
_ Mr. Lino. Well, it has delayed the market because the 1955 buyer 
in many instances does not have enough equity, trading equity, in his 
car because he has gone through 2 or 3 price increases since 1955 
and he has financed his car for a maximum length of time. He has 
had a long period of financing and a long period of charges, so now 
he finds his 1955 car does not buy as much in the automobile market as a 
trade-in as a 3-year difference in model would, say, 5 or 6 or 7 or more 
years ago. 


Mr. Drxon. Which was the first finance company to offer the 36 
months financing ? L 

Mr. Lino. I don’t believe, sir, that you could establish that fact. I 
believe that it started on the west coast by the Bank of America, which 
I believe was one of the first. However, I wouldn’t want to say defi- 
nitely they were the first, but the lengthening maturities originally 
began on the west coast and spread eastward. 

Mr. Drxon. Are you familiar with any information to the effect 
that present automobile dealers are reputed to be earning most of 
their profits from the commissions and bonuses they are paid for 
their paper by finance companies ? 

Mr. Lano. I read an industry release in, I believe, Automotive 
News or a NADA release which stated that exact information, and 
I am rather inclined to believe that perhaps 50 percent of the auto- 
mobile new car dealers in the country aren’t making any profits 
unless they are realizing some from their finance reserves or finance 
bonuses. 

Mr. Dixon. Did the price pack that we have heard about at these 
hearings have anything to do with the offering of more liberalized 
credit terms ? 

Mr. Lino. Did the price pack 

Mr. Drxon. I will rephrase the question. 

If a dealer packed the price of the new car by adding, we will 
say, a thousand dollars to his price, and then when the customer 
came in, he gave him a thousand dollar discount by using the thou- 
sand dollar higher base as the price for the car, would that offer him 
a more liberalized credit ? 

Mr. Lano. Well, on paper, if you took a thousand dollars and 
added it to the price of a $2,000 car, made the price of that new car 
$3.000, and you took it down to the trade-in which was worth $500, 
and made that trade-in worth on paper $1,500, you would, again on 
paper, have a customer equity of 50 percent. You have increased 
the $2,000 car to $3,000. vou have given the customer who has a car 
worth $500 a thousand dollars and made him have a 50 percent equity. 

But that practice couldn’t, wouldn’t continue with a knowledge- 
able finance company, because they would, of course, detect that 
arithmetic. But that was one reason why I mentioned in my state- 
ment that there was a tendency on the part of the finance companies 
to predicate their advance on the wholesale price of the new car 
rather than on the dealer’s so-called list price of the car. 
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Mr. Cuumpris. Dr. Lino, I have just two questions. 

Mr. Lino. I don’t have a doctorate. 

Mr. Cuumpris. We will give you an honorary degree. 

Mr. Lino. Thank you very much, sir. 

Mr. Cuumpris. One: What is the circulation of your newsletter? 

Mr. Lino. It varies from—it is at around a thousand subscribers 
represented—it goes strictly to the management personnel of banks 
and finance companies, and it is national. 

Mr. Cuumpris. And the second question: Are you an economist 
by profession ? 

Mr. Lino. No, sir. I am just a “do-it-yourself” economist. 

Mr. Cuumsris. You have gained your experience through years 
with finance companies and working for dealers ? 

Mr. Lino. I have a bachelor of arts degree, but I did not major in 
economics, but most of my knowledge is based on practical ex- 
perience in the industry. 

Mr. Cuumpris. Just one other comment: You were mentioning 
the longer the time it takes to pay for the automobile, the higher the 
charges. That goes for buying of houses. 

Mr. Lino. Buying of anything. 

Mr. Cuumpris. More people are asking for more no-downpayments 
on houses and more would pay it for 30 years instead of 20 years, 
and it would be significant there, too, would it not ? 

Mr. Lino. That is correct. But in automobile financing it is an 
insidious way of increasing the cost to the customer. It has an 
insidious effect on the purchasing power of the customer, because 
it isn’t noticed as vende as it would be if he were making a cash 
purchase. He is too willing to absorb a price increase. 

Mr. Cuumpris. That is all. 

Mr. Drxon. Mr. Lino, we are going to have to break off this ex- 
amination. I want to add my thanks to that of the chairman for 
your testimony and, in accordance with his instructions, we will 
stand adjourned until 10 o’clock in the morning in this same room. 

Mr. Lino. Thank you very much. 

(Whereupon, at 3:50 p. m., the subcommittee adjourned until 10 
a.m., Wednesday, April 30, 1958.) 
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WEDNESDAY, APRIL 30, 1958 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 11 a. m. in the caucus 
room, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter N. Chumbris, minority counsel ; 
Horace L. Flurry, assistant counsel; Theodore T. Peck, counsel to 
Senator Dirksen; Dr. E. Wayles Browne, Jr., economist; Thomas B. 
Collins, staff member, Committee on the Judiciary; and Peter Pos- 
mantur, attorney. 

Senator Krravuver. Our committee will get started now. 

I 6 8 for being late but we had an emergency meeting of the 
whole Judiciary Committee and it was not possible to avoid it. 

The committee is delighted to see Mr. Andre Renard, executive 
director of the Belgium Federation of Labor, official of the Belgian 
National Bank and officer of the European Coal and Steel Community, 
who is interested in our hearings, and Mr. Jacques Yerna, a dis- 
tinguished Belgian economist who is accompanying Mr. Renard. We 
are glad to have you gentlemen here. 

Our first witness today is Dr. George Katona. As I stated yes- 
terday, Dr. Katona is program director of the survey research center 
of the University of Michigan. The survey research center makes 
regular studies of consumer anticipation with regard to their ex- 
agrwee In this work a considerable amount of information has 

n obtained on factors which influence consumer decisions as to 
their purchase of such items as automobiles. 

Before Dr. Katona begins his testimony, I wish to put in the record 
immediately following his statements two sets of charts and tables 
based on data gathered by his organization. 

The first relates to the record of the automobile industry based on 
data obtained by the survey research center for the Ford Motor Co., 
and made available to that company 6 months before they were 
released to the general public. Part of the cost of obtaining this 
information is borne by the Ford Motor Co. which has been kind 
enough to grant us permission to put the charts into the record. 

The second set consists of charts prepared by the Ford Motor 
Co. from publicly available data issued by the Survey Reserach 
Center. These charts show changes in consumer sentiment in prices, 
income and economic conditions in general. 
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I want to take this opportunity to commend the Ford Motor (p, 
for its interest in the support of a work of this type and to express 
my gratitude, and I am sure that of the subcommittee, for its cour. 
tesy in permitting this valuable study to be put into the record, 

(The charts referred to will be found beginning on p. 3129.) 

enator Krrauver. Dr. Katona, you have a written statement which 
will be printed in full in the record. You can read it or refer to it, 
and any parts that you do not read we will include as if read. 

You proceed, siryin your own way, Weare giad to have you here. 

Mr. Karona. If I may start, Senator, with a few words about my- 
self and about the Survey Research Center and then read my statement, 

Senator Keravver. Yes. 


STATEMENT OF GEORGE KATONA, DIRECTOR, ECONOMIC BEHAVIOR 
PROGRAM, SURVEY RESEARCH CENTER, UNIVERSITY oF 
MICHIGAN 


Mr. Katona. Thank you. I am Hungarian by birth, in the United 
States since 1933 and fortunate to be an American citizen since 1939, 

Since 1946 I am connected with the University of Michigan as a 
professor of economics and a professor of psychology. 

The Survey Research Center where I direct studies of economic 
psychology, is the leading social science research organization in the 
country. 

We specialize m surveys. We try to find out what the American 
people do, what they think, and why they do it and why they think 90. 

Survey research has developed very considerably over the past 20 
years. it is based partly on mathematical statistics which permits us 
to draw a relatively small sample of American families, which never- 
theless is representative of the entire universe. There exist very com- 
plex but today rather exact mathematical methods. 

Second, survey research is based on psychology. We interview 
people in person. We try to establish rapport with them to find 
out how they feel. 

This is not connected with polling where simple “Yes” and “No” 
questions are answered at the doorstep. 

These are extensive interviews lasting an hour or two with people 
in very high economic status and with people in low status where 
they are given an opportunity to tell how they feel and why they 
feel so. 

People make errors. We do not care about the facts. We care 
about people’s opinions and try to find out about the changes in 
opinions: How today’s opinions, today’s actions, today’s emotions, 
differ from those which other representative samples have shown 
3 months ago, 6 months ago, 12 months ago. 

The basic consideration of our research is an old one. We believe, 
like many other people, that demand depends on both ability to buy 
and on willingness to buy. 

Its second proposition is of more recent origin: Willingness to buy 
is a function of changes in optimism or pessimism, in confidence or 
uncertainty, in feelings of security or insecurity, and these changes 
are measurable. 

Changes in consumers’ attitudes and expectations can be measured 
through repeated interview surveys with representative samples of 
the American population. Such measurements contribute toward 
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an understanding of fluctuations of discretionary consumer spending, 
jally spending on durable goods. 

“The Survey Research Center of the University of Michigan con- 

ducts several nationwide surveys each year to determine changes in 

attitudes and expectations regarding personal finances and business 

conditions, as well as changes in appraisals of market conditions and 

intentions to buy durable goods. 

Even though many questions are asked about what consumers think 
will happen in the future and what they expect to do, it is not as- 
sumed that consumers can predict future developments. 

Rather, consumer sentiment and consumer inclinations to buy at 
the time of the survey are measured. 

Yet sentiment and inclinations often change earlier than income 
and spending change, so that sentiment and inclinations serve as pre- 
dispositions for later action. 

The predictive value of data on consumer sentiment can, of course, 
be destroyed if, as I shall discuss later, incipient trends are recognized 
early and Government or business takes appropriate countermeasures. 

I shall not tire you with further theoretical statements nor shall 
J present here statistical data about consumer attitudes and their 
relation to consumer expenditures on durable goods. 

The first exhibit, taken from a recent publication of the Survey 
Research Center, shows the fluctuations of an index calculated from 
answers received to several attitudinal questions addressed to suc- 
cessive representative samples of the American people. 

If you will look at that chart, you will see one black line which 
indicates an index of consumer attitude. 

You will see that the index went up very sharply in 1954, already 
in the spring, summer, and fall of 1954, much earlier than the sales 
of durable goods went up which as you well know, started to increase 
only in the fourth quarter of 1954. 

Again you see that in 1957 or in the spring of 1957 this index of 
consumer attitudes dropped and dropped very sharply by December. 

This chart has been prepared early in January 1958—all the other 
exhibits I present are new—it does not show yet the extent of the 
recessicn. 

In J:nuary of 1958, we did not have data about the fourth-quarter 
income and durable goods sales. By now we know from Federal 
statistics that personal disposable income dropped slightly, about 3 
percent. 

_ Durable goods sales, especially automobile sales, dropped already 
in the fourth quarter and very considerably in the first quarter of 
1958. 

This is not shown in this 3 months’ old chart. 

In July 1957 we reported the results of our survey conducted in 
June under the title “Consumer Optimism Weakening.” Among 
the reasons for the decline of consumer confidence, absence of new 
incentives was paramount. Broad groups of people, rich as well as 
poor, thought that business was leveling off rather than continuing 
its advance; confidence in a steady and continuous improvement gave 
way to uneasiness. 

n addition, concern with rising prices created dissatisfaction with 
market conditions. Rising interest rates affected buying of homes 
and also contributed to dampening optimistic views. 
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In the fall of 1957 there was some good news, such as record persona] 
incomes and high level of consumer spending; there was also a good, 
deal of bad news. 

Surveys showed that for most consumers the unfavorable news wag 
salient. By December 1957 a substantial proportion of consumers 
thought that a recession had already developed. Though the same 

eople admitted that they themselves were well off, many of them 
came worried about their jobs and incomes. 

If I may ask you to turn to exhibit 2, you will see that in December 
1957 not fewer than 56 percent of all American families said that we 
are in a recession; many high-income people, an with $7,500 
or more annual family income, were convinced already in December 
1957 that times were bad. 

We also asked questions about worries, and naturally at all times, 
even in very good times, many people say “Yes, we have worries 
about income and about jobs.” But the second part of exhibit 2 shows 
that those who say, “Yes, we worry about economic and financial 
matters,” rose steadily from December 1956 to 1957, and those who 
say, “We have no worries,” declined steadily. 

There was a further factor which contributed to pessimism in the 
fall of 1957. 

I refer to sputniks. For most Americans, Communists achieve- 
ments, armament race, and international conflict have unfavorable 
connotations which are carried over into other areas. 

People worried when they learned as they did that Communists 
had great success in putting the sputniks in the atmosphere. 

his worry is generalized. It is a general psychological finding 
that one kind of uneasiness, one kind of anxiety, 1s often transferred 
to other areas. 

Yet let me emphasize that our data, as gathered in December 1957, 
pointed toward a relatively mild recession in consumer spending yet 
to a protracted one. Consumer confidence has deteriorated greatly 
but ability to buy, incomes, liquid assets, reserves remained substan- 
tial and unchanged. 

_ The debt burden has not deteriorated. 1956-57 were not years 
in which substantial debt has been incurred by the American peo 
Incomes have risen so that the debt burden, if anything, was less 
pressing on the average in December 1957 than a year or two earlier. 

And finally, we find no evidence whatsoever of a decline in consumer 
desires and needs. The recession in consumer spending was due to 
postponement of discretionary purchases, then, rather than to 
saturation. 

In asking a what kind of things would you like to have, tell 
us what kind of things you dream about, people listed a variety of 
goods in December 1957, as many asin December 1955. 

The next question is which of these dreams will you carry out, 
what will you actually buy. That is where the large decline oc- 
curred. That is where many fewer people said “Yes, I will buy,” 
in December 1957 than a year or two earlier. 

I will come back to peoples’ dreams, needs, desires in a few minutes 
but would like to talk to you for a few seconds about inflation. 

Senator Keravver. Dr. Katona, before you do, chart 1 shows dur- 
able goods sales holding up fairly well ? 
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Mr. Katona. Our last figures refer to the third quarter of 1957. 
Since that time, sales dropped very substantially. 

Senator Kerauver. Consumer attitudes in buying are going down. 
Starting in December or starting in the middle of 1956, ftake it-——— 

Mr. Katona. It started early in 1957. 

Senator Kerauver. Early in 1957? 

How do you account for durable goods holding up ? 

Mr. Karona. The durable ade fell afterward. What I would 
like to show, Senator, is that attitudes lead actual behavior. They 
deteriorate earlier than actual sales. It takes sometime; first, one 
feels uneasy but still carries out plans. 

In other words, what all of us are searching for is what technicians 
call leading series—which show us what will come in the future. 

Senator eer Intentions precede by a substantial time the 
actual trend of sales ? 

Mr. Karona. The lag is about 6 or 8 months most often. 

Senator Keravuver. The lag is about 6 to 8 months? 

Mr. Katona. But these studies represent a beginning i 

I would not say it was always so and we will always be so lucky 
tocall the turn as we have in 1954 and 1957. 

Mr. Cuumpris. May I ask a question at this point ? 

Senator Kerauver. Allright. Mr. Chumbris. 

Mr. Cuumperis. Last year, 1957, several governmental agencies and 
economists were concerned with inflation and there were statements 
made to the effect “Do not buy unnecessary things or buy what you 
actually need. Save to curtail inflation.” 

By your statement that attitudes take effect 6 months later, what 
impact would those statements, made in early or middle 1957, have 
to do with the buying of automobiles in 1958, which would be ap- 
proximately 6 rican tates? ; 

Mr. Katona. This is just the question I wanted to answer in my 
statement, because of the great importance of your question. I want- 
ed to turn to a very brief discussion of inflationary sentiment, if I 


tie Keravuver. You mean you discuss it later on in your state- 
ment ? 

Mr. Katona. Right now. That is my next point. 

Senator Krravver. In that connection, while you are discussing the 
next point, I observe—and this has to do with inflation or the effort 
to curb inflation—that exhibit 2 shows personal worries increasing 
from December 1956 to December 1957. 

Do you deal with that in your statement ? 

Mr. Katona. I have not. I just made a very brief remark. We 
know from surveys, if I may add, Senator, that surprisingly many 
people, even in middle income groups, knew about higher interest rates 
and tight money and were disappointed. 

They found it strange that money should become more expensive. 
House buyers were disturbed, and others were too—it contributed to 
dampening optimism, elation, satisfaction on the part of others. 

Senator Kerauver. At the top of page 3 of your statement, you say 
that by December 1957, a substantial proportion of consumers thought 
that a recession was already developing. That was only 1 month after 
the so-called tight money policy had been eased. 
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Mr. Karona. You see, my point is if I may say again—there is not 
one cause to anything. There is an array of factors which came to- 
gether. The relevant factors, if I may list them again, were, first, the 
notion that business is levelling off, that improvement does not con- 
tinue, that, if I may put it very colloquially, trees don’t grow to 
Heaven. Things do not improve now—let’s be cautious and wait and 
see. 
Then came the great dissatisfaction with inflation. Rising prices 
which as I shall show in a moment, in answer to your question, have 
contributed to pessimism. 

Then came sputniks and also came tight money. So tight money is 
one of several factors contributing to this type of thinking or change 
in thinking. 

Senator Keravver. All right, sir. You proceed, Dr. Katona. 

Mr. Katona. I turn now to the problem of inflation. Here again, 
psychlogical studies are indispensable. The old mechanistic theory 
according to which inflation is an automatic result of rising quantity 
of money, or of incomes rising faster than the supply of goods, is un- 
tenable. People’s reactions to inflationary stimuli—past price in- 
creases, news about Government spending, and the like—are im- 
portant. 

These reactions depend on people’s perceptions and attitudes. Re- 
actions to widely perceived inflationary stimuli may differ greatly. 
One possible reaction consists in trying to beat the price increases; to 
buy in advance and in excess of needs before prices go up further. 
This reaction adds fuel to the fire. It has brought about the hyper- 
inflations which have taken place in Germany, France, China, and 
many other countries. 

A second possible reaction to price increases is to reduce discretion- 
ary and postponable purchases. People may consider price increases 
unjustified and resent them. They may become preoccupied with how 
to make ends meet—how they will pay for meat and milk in view of 
rising prices—and postpone purchases of automobiles and of durable 
goont We have observed this type of reaction several times in the 

Jnited States during the past 10 years. Because most of the time 
the first reaction has not prevailed, creeping inflation has not been 
transformed into galloping inflation, over the past 10 years in the 
United States. 

Most people believe that price increases are unfavorable develop- 
ments. 

If I may turn to exhibit 3 you will see that there are always some 
people who say prices go up. Others say prices stay the same, and 
other say that prices go down. 

Following their answer about what will prices do, we asked people 
in all walks of life a very simple-minded question. 

The question reads: “Would you say that this rising price, if you say 
it was rising or this falling price—would you say that these rising 
prices would be to the good or to the bad or what ? 

And you see, in December 1957, 75 percent of people who thought 
that prices are rising said this is bad, this is unfavorable. ; 

On the other hand, the majority of people who thought that prices 
are stable or prices go down said this is a good development. 

What does it mean? 
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It means that very few people identify themselves with the producer 
and consider rising prices good for business. 

Most people take the consumer point of view. In spite of frequent 
cost-of-living increases and, on the whole, favorable personal financial 
developments in times of inflation, people think that price increases 
detract from their well-being. ie 

Wage increases are viewed not as compensation for price increases 
but as rewards for personal accomplishments. 

If I may interpolate, that goes so far that even automobile workers 
in Detroit who get cost-of-living increases, if they are interviewed a 
month or two later about their wage increases, say flatly, “I got higher 
wages because I worked well, because productivity increased, because 
I deserve it.” ; 

They do not attribute the wage increases to inflation. That is 
something which in their opinion is their due. ; 

Therefore, price increases are felt to hurt. Even if accompanied by 
wage increases price increases are to the bad, are something which 
means “I need to spend more of my money for milk and meat and 
rent and can spend less on things I would like to buy.” 

Senator Krravver. I want to point out that I think the psychology 
expressed in that paregren® is of great importance. In spite of wage 
increases, consumers think that price increases are bad, even though 
the wage increases may compensate for them. 

All right, sir. 

Mr. Katona. Unfavorable reactions to price increases were more 
pronounced a few years ago than now. Most people then thought 
prices would advance in the next 12 months but thought that price 
increases would be temporary. 

Even today, however, very many people believe, yes, prices are 
going up, but say 5 years from now or several years from now they 
will not be higher. 

If you turn to the chart, exhibit 4, you see the proportion of people 
who say, “Prices will go up during the next years,” it is the upper line, 
and the proportion who say, “Prices will go up within the next 5 
years.” 

There is a gap between the two lines, which means that even today 
many people believe that what goes up must come down. In other 
words, the notion to which very many economists adhere that we live 
inan inflationary age, in an age where by necessity every year prices 
are higher, 5 years from now are higher than today, 10 years from now 
are higher than 5 years from now, this notion is not yet shared 
generally by the American people. This again is a factor which works 
against inflation. The sanity of the American consumer is an asset 
and makes the inflationary threat less dangerous than it would be 
otherwise. 

Also you see from the previous data that price declines are greeted 
as favorable signs. Especially if price declines are regarded as tem- 
porary. If they are not accompanied by reductions of income, then 
they tend to stimulate demand: This has been observed clearly in 
1949, the only period when most Americans thought that prices are 
going down. 

It has also been observed in 1954. 1954, the first half of 1954, 
brought a very widespread awareness on the part of the American 








































































3118 ADMINISTERED PRICES 


people of discount houses. They heard that there are discount hou 
that there are high trade-in values. That sellers are anxious to sel], 
They concluded, this is a good time to buy. They were elated. This 
feeling about prices, about special deals, about high trade-in values, 
provided the spark to the boom which came somewhat later in auto. 
mobiles and household appliances. 

Changes in this consumer sentiment can also be determined pretty 
directly by asking people at successive points of time whether they 
expect or intend to buy certain specific goods such as automobiles, 

ow we must be careful with these statistics because there are 
people who say, “Yes, I will probably buy a car,” and who do not. 

In addition there are many more who say, “No, we have not been 
er about buying a car,” but within the next few months they 
will buy. 

Siete intentions to buy do not constitute market forecasts, 
But one can use them by comparing how many people say today, 
“Yes, we think of buying a car,” with the number or proportion 
of people who said so 3 months ago, 6 months ago, 12 months ago. 

By using them that way and deriving predictions of sales fluctua- 
tions, our data have had substantial predictive value as for instance 
recent calculations by the Cowles Foundation for Research in Eeo- 
nomics at Yale University have shown. 

I show in exhibit 5 an analysis of these data. You see in the lower 
line the proportion of American families who said at different points 
of time, “Yes, we are thinking of buying a new car.” 

You see the sharp increase in 1954 and you see the very sharp de- 
cline during the entire year 1957 accentuated more recently. The 
last point of this chart is February 1958. 

The upper line, all cars, which include in addition to new cars, in- 
tentions to buy used cars, and intentions on the part of the people 
who say, “Yes, we are thinking of buying a car, I do not know whether 
it will be new or used” likewise has similar fluctuations but less sharp 
ones. 

The intentions to buy used cars have dropped too but not as sharply 
as the intentions to buy new cars. 

Senator Kreravver. Dr. Katona, on chart 5, you apparently guessed 
correctly in 1954 and 1955. How long ago did you secure the data 
on which the chart is based ? 

Mr. Katona. This chart is based on, I believe, 16 surveys con- 
ducted in the years indicated there. The last survey was conducted 
in February 1958, and that is the final point. We are va a new 
survey where interviewing will begin next week, early in May and 
then we will get another point in this chart. 

I cannot predict where this point will be. 

Senator Keravver. All right, sir. 

Mr. Cuumeris. Mr. Chairman, may I ask a question here? 

Senator Keravuver. Mr. Chumbris. 

Mr. Cxuvumenris. In reference to exhibit 5, this chart reflects the peo 
ple who expect to buy new cars, is that correct ? 

Mr. Katona. The answer sir, is 

Mr. Cuumeris. The dotted line relates to people who expect to buy 
new cars! 
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Mr. Katona. We ask the question, “Do you people expect to buy a 
new car within the next 12 months?”—and we calculate everyone who 
gives either of the following three answers. One is “Yes, I will.” 

Two, “It is hard to say, but you see our car is old, we probably 
will.” And third, those who say “Maybe,” and then to the final ques- 
tion say “I would say it is more probable that we will than we will 

” 


not. 

In other words, it is again sort of an attitude. 

It is not like business intentions, something which is in the books 
which has been passed by a board of directors, or where orders have 
been placed. It is a state of mind. 

Mr. Cuumpris. Yes. 

From my viewing the chart, the high point would be the last 3 
months of 1954. Then the line goes down, whereas the record shows 
jn 1955 there were about 7,200,000 new cars purchased in the United 
States. 

Mr. Karona. That is what this chart says. 

Mr. Cuumepris. Therefore, instead of going down, more people 
bought cars? 

r. Katona. No, sir, the question was, Do you expect to buy a 
car during the next 12 months? 

In other words, December 1954 should be the highest point on the 
chart since 1955 was the year of the largest sales. 

The next 12 months from December 24 includes the calendar year 
1955. 

Mr. Cuumpris. That is one point I want to get clear. 

Mr. Katona. These are advance indicators. 

Mr. Cuumpris. Then in 1956 and 1957 we have a record of approxi- 
mately 6 million cars sold per year, which is still higher than the 1953 
or 1954 level. 

Mr. Katona. Right. 

Iam very grateful that you say so. 

I do not believe that these intentions, as we determine them, give 
exact results and exact numbers. 

You can say that there are fluctuations in 1956 and 1957, which are 
not correct or sales fluctuations which are not shown. 

All that I am saying is that really big changes, such as the enormous 
increase in automobile sales in 1955, such as the enormous decline in 
automobile sales right now, these changes are correctly anticipated 
by these attitude questions. 

Mr. Cuumenrtis. Just like you state in your paper some people who 
said they are going to buy cars do not buy them, and some people who 
say they are not going to buy cars do buy them. 

Mr. Katona. If I make a survey today and something very im- 
portant happens in June, for instance, war breaks out, naturally my 
predictions will be off or false. Similarly, if credit is changed or 
prices are changed substantially. The best use of these data, if we 
have unfavorable predictions, is to take action and to make these pre- 
dictions not come true. I do not want to be right. 

I much prefer good economic climate in the United States thn be 
known to have predicted a slump correctly. 

_The best use of the data is to take action if unfavorable indica- 
tions are apparent. 
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Senator Keravuver. So you are hopeful that there will be some 
action to change the prediction 

Mr. Katona. If the prediction is unfavorable, sir. 

Senator Keravuver. Yes. 

All right, sir. 

Mr. Katona. I turn to my last topic, that of automobile prices 
with which I believe this committee is particularly concerned. 

Unfortunately our data are far from complete in this area. We do 
have some information about the proportion of people saying, “This 
is a bad time to buy cars,” which was rising sharply in 1957, as you 
will see from exhibit No. 6. 

This is again a very broad general question, namely, “Do you think 
the next 12 months will be a good time or a bad time to buy a car?” fol- 
lowed with a question, “Why do you say so?” 

You will see that the proportion of those who said, “Good times 
to buy a car,” rose rapidly in 1954 and 1955, then dropped very sharply, 
“Bad times to buy cars,” dropped 1954-55, remained stable then, and 
started to rise in the summer of 1957. 

The two lines have crossed. To the question, “Why do you say so!” 
people gave a variety of answers. I gave on the chart only one of 
the answers. As you see, a very substantial portion of people who 
say, “Now it is a bad time to buy cars,” explains, “Well, prices are 
high.” This is expressed in many different forms. “Prices are higher 
than they were,” “Prices are too high,” “I don’t get enough value for 
the price,” and so on. 

The remainder which is not shown mostly says that times today 
are not good, there is a recession, so I don’t buy. 

But again I want to impress upon you there is a diversity of opin- 
ion. There are people who say today, “Now it is a good time to buy 
a car.” 

There are people who think that now we have good times. This is 
a very big country, various opinions prevail. 

So this factor, the notion of bad times to buy cars and its explana- 
tion, seems to show that what happened to auto prices contributed to 
the decline in auto demand. 

Senator Kreravuver. Dr. Katona, the line on the chart headed “bad 
time to buy cars,” seems to follow substantially the same general pat- 
tern asthe bad time. Is that because of high prices, sir? 

Mr. Katona. Yes, sir, that is the major explanation which made 
it go up. 

Benatar Keravuver. Do you think pricing is the major cause for the 
reaction ? 

Mr. Katona. No. 

You see, we have to look at a number of data. This is one impor- 
tant datum, and I must turn to the next one which does not show it, 

The indications from these surveys often are very consistent. Re- 
garding prices, to my regret, they are not. This one item, exhibit 6, 
seems to indicate yes, prices may play a substantial role. But we also 
have exhibit 7 which shows, yes, most Americans think that car prices 
are going up, and relatively few think that car prices will fall. 

But there was no change in this opinion since 1956. nl of 

The number of people who were impressed by auto prices increases 
in the fall of 1957 is not larger than those who were impressed in 1956. 
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In other words, asking them directly about prices, exhibit 7 did not 
give an indication of the current slump, whereas exhibit 6 did. 

My conclusion is that we cannot be very sure. It is possible that 
the price increases on new cars in the fall of 1957 were a depressive 
factor. It is also porsiple that they were psychologically speaking 
below the threshhold, not really noticed. 

People are not concerned with list prices alone, and therefore this 
increase was a neutral factor. 

I cannot make a clear-cut conclusion regarding the bad effect of 
the price increases in 1957, 

One thing, however, we do know positively : the price situation over 
the last 2 years was not a stimulating factor for auto sales. 

This I believe is worth discussing in a broader context. 

Nothing happened, according to peoples’ opinions and reactions, 
nothing happened in 1957, which would have stimulated peoples’ 
inclinations to buy cars. 

Nothing happened in prices, nothing happened in credit terms, and 
nothing happened in technology or models which would have had an 
impact on peoples’ attitudes. 

n contrast, for instance, in 1954, the price situation, as I said 
before, did have a favorable impact because of widespread knowledge 
of high trade-in values and discounts. 

Secondly, we do know that the changes introduced in the 1955 
models were very favorably received by the American people. 

And, thirdly, people were aware of the substantial lengthening of 
installment credit maturity introduced in 1955 which is there on the 
board. 

I understand you have discussed that yesterday. 

This was a third important stimulus. So all that I am saying is 
that in 1954 and 1955, people were under the impact of three very 
powerful motivational forces to buy cars. 

In 1957-58, however, we are confronted with general pessimism 
about the growth of business and with the absence of any stimulating 
factor concerning automobile demand. 

Whether or not it would have been possible to create a more favor- 
able sentiment toward auto buying or whether it is possible today, 
I cannot say definitely. 

We have not carried out sufficient research. But I wish to em- 
phasize regarding potential auto demand what I said earlier about 
consumer demand in general, namely, that not everything is unfavor 
able. 

First, the inventory and the debt situation are quite favorable. 
There are relatively many potential buyers who do not own recent 
model cars and owe little or no installment debt. 

Avcording to recent calculations early in 1958, less than 19 per 
cent of American families owned late model cars, that is, cars of 1958. 
1957, or 1956 vintage. 

A year ago, early in 1957, when the 1955 models still fell in the 
late model category—we calculate always two and a half model 
years—the same percentage was 23. 

So significantly fewer people today ride really new cars than a 
year or two ago. 

The debt situation has not deteriorated at all on the average for 
American people. It does not mean that there are no people who 
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are in a terrible fix to keep up with their debt payment. But o 
the whole it has not deteriorated, BOW r 


So ability to buy cars exists. 

Senator FAUVER. Doctor, we heard yesterday that in 1955 for the 
first time financing was extended beyond 2 years up to 36 months? 

Mr. Katona. Right. 

Senator Keravuver. Quite frequently and following a general rule, 
people stay with their present cars until they are be for before 
they trade it in for a new one. 

Would not a favorable factor be, as this year goes on, that more and 
more of these 36-month financing arrangements will be expiring? 

Mr. Katona. I can add two more statistical data, Senator. Early 
in 1958, 15 percent of American families had auto debt which was 
due to mature, fully paid off within 12 months. 

Only 8 percent had auto debt which was longer than 12 months’ 
duration. 

These figures are very similar to those of earlier years. 

We can say very flatly the debt situation is not worse than a year 
ago. Ultimately we have, there is only about 10 percent of the people 
who buy new cars every year. The remaining 90 percent are the real 
market, not those who bought last year and not even those who bought 
2 years ago. But the 1955 purchasers should have been in large 
numbers in the market in 1958 and they are not. 

So potential demand is here in one respect, namely, measured by 
income, debts, inventories. 

It is also here regarding desires and needs. 

I spoke before of our attempts to find out what kind of things 
people miss, what they dream about. 

Now there is a very significant favorable fact. There is hardly 
any single commodity more missed by a larger proportion of Ameri- 
can families than the second car. 

One of the most significant movements in American society over 
the last 10 years is the move to suburbia or the move away from 
central cities to what people call nice neighborhoods. 

As you well know, public transportation, streetcars, buses, subways, 
do not exist in most American towns. People have to commute to 
their work, to schools, to grocery shops by car. When, as still is the 
case overwhelmingly, the husband uses the one family car for com- 
muting to work, the wife is stranded in her suburban home. 

When you interview these wives, when you start talking about cars, 
our trouble in interviewing is how to stop talking. 

They speak for 15 and 20 minutes about the misery of being a one- 
car family. : ; 

Yes, we have now close to 7 million American families having 2 cars. 
Tt isa wonderful achievement—7 million having 2 cars. 

The number of those who would like to be a two-car family is still 
larger. Here is a great opportunity to American industry. Here is 
a great factor for future prosperity which, up to now, has been missed. 

Mr. Cucmeris. Mr. Chairman, may I ask a question? 

Senator Keravver. All right, Mr. Chumbris. 

Mr. Cxuumerts. Dr. Katona, Senator Kefauver just brought out 
that 1955 was a time when monthly payments had been increased from 
30 to 36 months from the original low figure of 18 months. 
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Now in 1955 there were 7,200,000 new cars sold, and the calculation 
would be that many of these cars would be paid off in 1958. 

Bringing in your thought of the attitudes of pessimism, a man buys 
a car in 1955, it is paid off fully now and he goes into 1958, then this 
new idea of pessimism hits him, he has a car completely paid for and 
he is thinking “Shall I buy a new car and go in debt again, or shall 
Ihave this car that is completely paid for?” 

What does your survey show along that line of thinking of a pro- 
spective purchaser of a car as to whether he should or should not buy 
a new car ¢ 

Mr. Katona. The word “should” throws me, sir. 

I do not know anything about what people should do. 

I can say again people today feel “We do not buy. We wait.” 

What I tried to stress is that this is not saturation. We do not have 
everything we wish. It is postponement, it is uneasiness, “Let’s 
wait.’ 

The cars are still good enough technologically to take us to our 
work. This is not the time to trade inthe car. This is the sentiment 
which is the root of our auto sales slump. 

What to do? 

The fact is, if I might conclude, that we have no new stimulus. 
Consumers must be stimulated in order to transform their desires 
and needs into demand. 

To achieve this goal, I believe the Government must act, for in- 
stance, through tax reductions. And business must act through intro- 
ducing technological changes, through introducing new marketing 
practices or through reducing prices. 

Finally, I would like to take the liberty to mention one more thing 
which is necessary. 

I have tried to describe to you what we know of consumer senti- 
ment. 

Senator Carroti. Mr. Chairman, I wonder if I could interrupt at 
this point. 

Senator Kerauver. Dr. Katona, Senator Carroll would like to ask a 
question. 

Senator Carrotu. In your statement that the consumers must be 
stimulated in order to transform their desires and needs into demand, 
what is your opinion about their savings? Do you think the con- 
sumers have money today? Have you made a study of that? 

Mr. Katona. Yes, sir. Savings have not changed. 

There are still—they are the same as a year ago, many consumers 
who have savings, though they have not increased their savings sub- 
stantially. There are some liquid reserves but, as you very well 
know, Senator, most cars, about two-thirds of the cars, are bought 
on installments. . 

What has dropped is the willingness to buy on installment. The 
willingness to incur installment debt, and that requires incentives 
and stimulation. 

Senator Carroty. In other words, you think that the public works 
program or a tax reduction program would be a psychological stimu- 
lus. Isthat your idea ? 

Mr. Karona. No, I believe that Government action and antireces- 
sion measures must have two goals: One is, to use the terminology of 
economists, to generate income, to inject new income into the economy. 
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The second is to generate confidence. 
The facts are that over the last 10 years very many Americans in 

all walks of life, fortunately forgot the depression of the thirties and 

became convinced that. depressions are just no longer in the cards, 

We asked them, ‘ ‘Why do you think so?” and the most common 
answer was, “Oh, yes, we have learned how to cope with depressions.” 

Who is “we”? People think the Government will act. The Govern- 
ment will not permit leaen unemployment. The Government will not 
permit depressions. There is now a distinct danger that this very 
favorable thinking on the part of American people will be destroyed 
if and when the Government does not act. A tax measure which 
shows that the Government will take action, would have, I am con- 
vinced, stimulating effects, 

Senator Carrout. Mr. Chairman, if I may be permitted to make an 
observation: Dr. Katona, when I returned to Colorado last September 
and then took a trip into California, I found that the headlines in the 
paper said thousands of people were being thrown out of work in 
California. This is a part of the defense cutback and the stretchout 
program, and then following that the launching of the sputnik in 
October, all of these together. I found even though where people had 
money, as you had indicated, there was a freezing up, there was sort 
of a psychological freeze. Then I talked to the automobile dealers 
around Denver in connection with that and I found that there wasa 
general feeling that the prices were too high for the models. I have 
forgotten just what the facts are but they are before our committee. 
There was an increase of $100, $152 in some instances, as high as $500 
per car, and all these working together, as I read your testimony, can 
be attributed to the situation in which we find ourselves today. 

Mr. Karona. You put it very correctly, Senator. 

There are a number of factors which all worked together. 

One is this general uneasiness, the other is the high prices in autos. 
And another is the fact that the auto buyer is not stimulated by new 
models. He does not find an assortment. 

Every car is alike in hisopinion. There are no choices. 

No department stores would dream of showing a housewife one 
single dress, here it is, buy it or leave it. 

This is the situation which today most auto buyers find themselves 
in, no assortment. 

IT read with very great pleasure the statements by Senator Ke- 
fauver and the quotes from E. B. White and you can say that. according 
to our surveys every word about this discussion of assortment is felt 
by very many people in America. 

We cannot speak of every American wanting the same thing. This 
is a country of great diversity, of greate individual differences. 

An industry must market goods for different kinds of buyers. 

I do believe that there is a room and there is demand for very long 
cars and for fins and for chromium. There is also need for other 
cars. 

Senator Carroti. Would you say then that the legislative move- 
ment so far for public works and the effort of some of us to reduce 
excise taxes especially on automobiles because we though that might 
stimulate buying, do you think that is a proper psychological 
approach ? 
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Mr. Katona. I am a little bit doubtful about public works. They 
work slowly, and do not catch the imagination. 

I believe in reduction of excise taxes. Unfortunately up to now the 
effect was bad. There are buyers, potential buyers of cars who say, 
“Oh, I wait until the excise taxes are reduced.” 

So I believe excise taxes should be reduced fast or alternatively the 
Senate should make a resolution that the excise taxes will not be 
reduced this year because otherwise people are waiting for the reduc- 
tion of the excise taxes. 

The best stimulus for the whole depression, the best incentive for 
people showing that the Government really acts is a change in tax 
rates. I am thoroughly convinced of this, together with most econo- 
mists. In this respect I have a special notion which has been pub- 
lished in various papers. I believe that a reduction 

Senator Krravuver. This is a letter you wrote to Business Week 
magazine ? 

Senator Carroti. Do you have your own ideas about taxes? 

Mr. Katona. I do. 

Senator Carrotu. Would you be willing to state them ? 

Mr. Karona. If I may, Senator. It should have a psychological 
effect. 

Now suppose you reduce tax rates now, a little bit or substantially, 
that means for most people that withholding taxes are reduced by 
$1, $2, $3 a week. 

That is asmall amount. Psychologically it does not amount to much 
for the people. 

Therefore I believe in one-time large refunds. 

The refunds should be based on 1957 tax rates not on 1958 rates. 

The unemployed today would not benefit by a tax reduction at 
all. They do not pay any taxes today. They did pay in 1957. They 
should benefit, too. 

If a refund check is given to every individual taxpayer based on 
his tax return of April 15, 1958, this refund check wend be substan- 
tial for every family. It may be 10 percent of the total tax payments 
which he made for 1957. 

This would show him that the Government really means business, 
and would give him a substantial check, and the chances are very 
high that they would be used for unusual large purchases. Whether 
it is a car or building a new porch or adding another bathroom or 
buying a refrigerator, I do not care, but it would work where it really 
counts. 

Senator Carrott. Would you limit that to a particular income 
group ¢? Do you have any idea what that would cost the Govern- 
ment ¢ 

Mr. Katona. You see it is a question of how much you want it to 
cost. My understanding is that the total personal income tax re- 
= ts for the 12 months up to April 15 amount to slightly over $40 

illion. 

If you make a 10 percent refund it is $4 billion. If you make a 
higher refund it is more. 

think 10 percent would be enough. ) 

As to the question of how to apply the tax reduction. There are 
great differences of opinion. My personal notion, and it is not a 
scientific notion, is that I would make the tax refund across the board, 
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a given percentage apoboshie toall. Politically perhaps it is hard to 
refund thousands of dollars to a millionaire, but economically it is 
not important. 

We do not have so many millionaires. A flat percentage which 
everyone would know, even before he gets the check which takes time. 

As soon as the Congress passed the law you know what you will 
get. All of us know, how much our tax return was on April 15 for 
the whole year. If you know, you get back 10 percent, then you 
can spend it. Then you can incur new installment debt. 

Senator Carrott. Thank you very much, Doctor. 

Senator Keravver. Doctor, in Business Week was your proposal 
set out in more detail ? 

Mr. Katona. It was, in the issue of April 26, 1958. 

Senator Kerauver. We will make this a part of the record and 
ask the staff to secure it. 

(The article referred to follows :) 


[Business Week, April 26, 1958] 


Tax Cut 


Director, EconoMic BEHAVIOR PROGRAM, 
Survey Research Center, Ann Arbor, Mich. 


Dear Sm: How should taxes be reduced? Tax reduction would do the most 
good if the money were spent on large discretionary purchases, for instance, 
for downpayments on durable goods. Moreover, the tax cut should make a 
strong impression on consumers. 

The 1957 income taxes, rather than the 1958 taxes, should be cut. All tax- 
payers would then receive a sizable refund at once, instead of finding their 
take-home pay go up by a few dollars a week or a month. The receipt of a 
refund check may serve to dramatize the Federal antirecession program. The 
refund should be calculated in a simple manner from the tax returns filed by 
April 15 so that people would know even before the arrival of their check how 
much they would receive. 

It is not too late to do this, even though we have paid our 1957 taxes. Though 
Congress cannot make a retroactive change in taxes, it can approve a tax 
refund based on 1957 returns. The revenue service could calculate this when 
processing the April 15 returns and mail the checks without further ado. 

The alternative plan, namely, to reduce the 1958 income taxes, would dis- 
criminate against those who suffer most under the recession: Those who have 
worked in 1957 and are unemployed in 1958 would obtain tax relief under the 
proposal made here, but not under any other proposal. Finally, the proposal 
solves the question of how to raise taxes again; it is clearly a one-time measure 
which applies to past tax rates only. 

GrorGe Katona. 


Senator Keravver. You talked about the fact that discussion about 
a reduction or elimination of excise taxes might retard kt te I 
agree with you, and I think any discussion ought to be on the basis 
that any reduction or elimination would be made retroactive so that it 
would not deter anyone from buying now. 

Don’t you think that is correct ? 

Mr. Katona. That is correct. 

But some people may not be sure that this is the final form of the 
law, and therefore they wait until it is passed and signed. 

Senator Krravver. I do agree with you that a quick decision one 
way or the other is much in the public interest. 
Mr. Katona. Yes, sir. 
Mr. Cuumerts. On this point may I ask a question? 
Senator Keravver. Very well. 
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Mr. Cuvumpris. Does your survey indicate what impact this talk 
about reducing or eliminating the excise tax has had on the failure to 
buy new cars in the past 3 months? 

Mr. Katona. No; I am sorry. We have not made these detailed 
surveys since December 1957. 

The next survey, as I said before, starts next week. Then we will 
try to get such information. 

What I said about excise taxes was incidental information and per- 
sonal notion, not scientific data. 

Senator Kerauver. I was interested also in your statement to the 
effect that a small number of companies brought about uniformity 
of design and price and less opportunity of selection by the purchaser 
of the type or price of automobile that he might want. You do feel 
that is one of the important questions; don’t you, Doctor? 

Mr. Katona. With one exception. I don’t know at all about the 
small number of companies. I don’t see why General Motors must 
make Pontiac, Oldsmobile, and Buick all alike. One large company, 
like General Motors, could have plenty of an assortment alone. 

So I only spoke of the assortment as seen by the buyer and not of 
the number of companies about which I have no personal opinion. 

Mr. Cuumpris. Yes. The testimony shows that what we thought of 
as little cars—the Chevrolets, Fords, and Plymouths—now are heavier 
cars with motors as big as the Cadillac motor of 3 years ago. That 
is the reason they are more expensive to operate since they have big- 
ger bodies. 

You mentioned the fact that in suburbia, 7 million people have 2 
family cars and many more millions would like to have 2 family cars. 
Do you not see in that trend that perhaps they would like to have 1 
large car and 1 smaller car to run around the neighborhood ? 

Mr. Karona. I very strongly agree. 

The notion that any American family wants to show off with two 
big cars is psychologically utterly improbable. 

ne large car, used for traveling, vacation trips, one large car to 
compete with the Jones’, is enough. 

The second car should be a utility car. 

Most frequently at present, of course, the second car is a used car, 
er purchased as a used car, but still it is too big, too expensive, too 

owy. 

Mr. Cuumpris. If they can have one large car to keep out in front 
of the house, they are perfectly willing to have a small but? a good 
car back in the alley ? 

Mr. Karona. Iam convinced of that, sir. [Laughter. ] 

Mr. CHumeprts. All right, sir. 

Mr. Katona. If I may just make one final remark. 

I have described here what we know of consumer sentiment. I 
would like to say that our knowledge is not sufficient. In the interest 
of economic stability we need to know much more about consumer 
psychology. 

This goal can be achieved through more research. More money must 
be spent for research on consumer behavior. The amounts needed are 
insignificant in comparison with the cost of antirecession measures. 
They are also insignificant in comparison with recent expenditures, 
and increases in expenditures, for research in the natural sciences and 
technology. 
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Relatively small Government expenditures for research on the be- 
havior of consumers will contribute, I believe, to our ability to fight 
unemployment and inflation. 

At present, Federal funds given to the National Science Foundation 
for social science research are very small. I sincerely hope that Con- 
gress will increase these funds and make it clear that research on 
consumer psychology and behavior falls among the areas which are 
to be considered appropriate for support. 

I may add, sir, that the current budget provides $38 million grants 
by the National Science Foundation for nature sciences and biology 
and $850,000 grants for social science research. These $850,000, ac- 
cording to past experience are spent primarily for mathematical 
research in social sciences closely resembling natural science research, 
Economic research, psychological research in consumer behavior, have 
not been supported by the Federal Government and are not being sup- 
ported right now. 

Senator Keravver. I agree with you, sir, that these research pro- 
= ought to be better supported, and that some of them ought to 

arger. 

We congratulate you fora very illuminating statement. 

The charts prepared by the Ford Motor Co. referred to October 
1955, November 1956, and June 1957. Were they based on your 
figures and your calculations? 

Mr. Katona. All the charts so far as I know they have sent are our 
calculations. Some have been prepared, as you said, in your initial 
statement, for the Ford Motor Co. 

Others are in our public report available to everyone. We have 
printed it in tabular form, and the research staff of the Ford division 
made charts of it, but it is public property as the Senator well knows. 

(The charts attached to Dr. Katona’s statement are as follows:) 
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EXuHisit 2.—Recent changes in awareness of business recession and in personal 
worries 


(Percentage distribution of all families or of families in income groups] 
I. SPONTANEOUS REFERENCES TO RECESSION 





December June 1957 December 
1956 1957 








iain whos hnb nw drt bad eS dhtilede nme ceavee 19 37 


56 

Among families with incomes: 
ir lS 8 Ts ie Si bbecbi 23 34 46 
i i 20 42 58 
SRN CORT AND... da ccesaceccscss cess cctoscsanctccseczecc 15 41 62 
IO ite Rinse a ceniing Rae se Seincoctipiiadeso~ 15 27 60 





Il. PERSONAL WORRIES 

















[Percent] 
December June 1957 December 
1956 1957 

id Eo koe ts enna aamuwagll 42 47 55 

Concerning: 
LS ns ee ae 9 15 22 
Income, making ends meet 15 13 17 
High prices, inflation 5 7 & 
Have no worries.._......__- 53 47 39 
i Eg seen enews 5 6 6 
eo a eS lon aboebise 100 100 10 





I. Following questions about personal and general economic expectations, re- 
spondents were asked, “Why do you think so?’ Spontaneous references to 
decline in business activity, which had already taken place, were tabulated. 
Duplications were eliminated, that is, respondents mentioning recession several 
times were counted only once. 

II. The questions were: “Do you think people around here have any worries 
about how they’ll get along in the next year or so? I’m speaking of people like 
yourself and your friends. What kind of things do they worry about?” 


ExuHisit 3.—Attitudes associated with different price expectations 
[Percentage distribution of families expressing different price expectations] 


Prices during next 12 months will— 


Attitude toward price developments Go up Stay same Go down 





| May December | May | December | May | December 











1956 1957 1956 1957 1956 1957 
‘nee On Cen meed = 55>... ..-....... 21 11 68 63 7 69 
Pro-con; depends---____...--.---- BA ae 22 12 15 14 ll 12 
ns oc viennmaihh coon 55 75 10 7 13 17 
Been Meee... .... 2.2.2 Sh... 2 2 7 6 2 2 
Weiehi.....<..s...-.....---b6naen 100 100 | 100 | 106 100 | 100 





The questions were: “What do you expect prices of household items and 
clothing will do during the next year or so—stay where they are, go up, or g0 
down? Would you say that these rising prices (falling prices, unchanged 
prices) would be to the good, or to the bad, or what?’ 


PERCENT OF PEOPLE EXPECTING PRICE RISE: 


| sese s | 


a 


55 
2 
17 
8 
39 
6 
100 
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Exuisit 4.—Trend of short-rum and long-run price expectations, 1952-57 
{Percentage of families expecting prices to go up during the next year and during the 
next 5 years] 


One Year Price 
Expectations 


, 


a af Five Year Price 
nw Expectations 


PERCENT OF PEOPLE EXPECTING PRICE RISE: 


1952 1953 1954 1955 1956 1957 


The questions were: “What do you expect prices of household items and 
clothing will do during the next year or so—stay where they are, go up, or go 
down? Looking further ahead, do you expect that, say 5 years from now, 
prices of the things you buy will be higher than they are at present, lower, or 
just about the same?” 
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Exutisir 5.—Trend of expressed intentions to buy automobiles within the neat 
12 months 


[Percentage of families who say they will, ew will, or might buy (@) a new car, = 
and (0) a new car, a used car, or a car whic 


may be either new or used] fa 
20% 





PERCENT OF PEOPLE GIVING EVALUATION: 


PERCENT OF PEOPLE PLANNING TO BUY: 


1954 1955 1956 1957 1958 doy 


The questions were: “Do you people expect to buy a car during the next 12 
months or so? Does anyone else in the family expect to buy a car during the 
next 12 months?” (If “Yes” to either question) “Will it be a new or a used 
car?” 
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" ExHIsIT 6.—E valuation of buying conditions for automobiles 


(Percentage of families saying “This is a good time” and saying ‘This is a bad time” to 
puy a car; the 2 el a do not add to 100 because families having no clear opinion 
r, are not shown. he third line shows just one of the reasons given—the percentage of 
families expressing the opinion that “prices are too high’ in explaining why this is a 
bad time to buy a car] 


60% 










g 


3 


PERCENT OF PEOPLE GIVING EVALUATION: 


1953 1954 1955 1956 1957 


The questions were: “Thinking now of the automobile market, do you think 
the next 12 months or so will be a good time or a bad time to buy a car? Why 
do you say so?” 


Eee 
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{Percentage of families aaprerng 
u 


PERCENT OF PEOPLE EXPECTING PRICE CHANGES 


ExuHiBit 7.—Trend of expectations about automobile prices 
automobile prices (@) to go up and (b) to go down 
ring next 12 months] 


60% 


50% 


Car Prices 
Will Rise 


30% 


20% : 
Car Prices 

Will Fall 
\ a@ 

10% a 





0% 


1954 1955 1956 1957 


The question was: “Now about auto prices, what do you expect they will do 
in the next 12 months or so?” 
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(The charts prepared by and for the Ford Motor Co. are as follows 
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Consumers report more concern about employment and depression 


[Percent] 


November- | May-June November- 
December 1957 | December 
1956 1957 


Kind of worry: ! 
Employment, depression 


moO 
am 


Housing arrangements, rent 
International situation 





CONAH PR Cron 
Cowra: 6800-1 


~ 
~ 


aSS 
oS 





= 





1 Sum of kinds of worries exceeds total because some respondents reported several types. 
The question was: Do you think people around here have any worries about how they'll get along in the 
next year or so? In speaking of people like yourself and your friends. 


Source: Interim survey by survey research center. 


EXPECTATIONS OF RISING CAR PRICES PREDOMINATE 


EXPECT CAR PRICES 
TO RISE DURING YEAR 


CAR PRICES 
TO FALL, DURING YEAR 


ocT. JUNE ocT. MAY AUG. DEC. JUNE 
1954 1955 1955 1956 1956 1956 1957 
SOURCE: SRC INTERIM SURVEY 
THE QUESTION WAS: “NOW ABOUT AUTO PRICES, WHAT 00 YOU EXPECT THEY WILL 00 IN 
THE NEXT TWELVE MONTHS OF SO?” 
FORDOIVISION 1/20/58 


PROGRAMMING ECONOMIC STUDIES 
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High prices, economic situation become more important in unfavorable view of 
auto markets 


[Percent] 
ce 
, | Novem- 
Reasons for view of auto market ber-De- June 1957 
cember 
1956 


Favorable: 

High trade-ins and discounts 

EE SD EI i visin's onicinstcinncity aaa siren 

Prices are lower 

Prices are reasonable 

Good employment conditions 
Unfavorable: 

Prices too high 

Expect prices to fall 

Economic uncertainty 

Current situation bad economically 


_ 


Pee -— 
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Note.—Not all persons advanced reasons for their view of the market. 
Source: Interim survey by Survey Research Center, 


CONSUMERS VIEWS OF CAR MARKETS LEAST FAVORABLE IN FOUR YEARS 
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INTERIM SURVEY BY SURVEY RESEARCH CENTER 
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ECONOMIC STUDIES 
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Percent planning to buy 


New Used Uncertain, 





new or used 
ae ee ee 9.9 6.5 0.9 
PAA coulbecass<cctnudnetakoeband¥eats ol bdbestinn atone 10.9 8.3 L1 
DN nee ne eee eens ae 9.0 6.7 2.3 
Pl a scininsbabanbid«sbiiddddedtécieaadunicbh te abeebabinstd 8.9 6.9 2.8 
RR iddncsneedGaduecolebwolagsuessaltinn dbaladetdpeburie 8.3 7.4 1.7 
Tact ni aks digaeab iin wpb otis wccewialn ats aibidieateaanaieaaelane 8.5 6.3 1.8 
on... ic cene comin agaeeepwenean eden 9.2 4.8 2.4 
May-J BNE A iat ac th Slrseiesantens even peamiannliiotedeieaineeeantl 8.5 9.1 3.1 
SPORES -EIQDIMRDOE <<. cicaccctéccbscotocaseduneacusha 8.1 7.4 2.0 





Source: Survey Research Center (SRC) interim surveys. 


Expected method of financing by purchase plans 








Financing plans: December 1957 
a kcal lt 43 
NE eesti nla rencecemnaneehuae nee abienmahiagehuats desea 11 
pnrpemrmnee Ru, Gi sa a at ae 2 
Sy i ee 36 
In I i kd Seesllneleee 4 
I a we enelnnaleel 4 

Pied OSS ee ee aw dbe ike 100 
Number of cases, 257. 

Financing plans: July 1957 
IN iss hago esha esncn'eneereggsieniacnancgiteenrnsingeeednea ea vma wi canepemap ti aelalligsea ag tel 45 
aorrey man Oar WF ei a ne a el 5 
morrow: 3, A. PBR icc den easiness eo ee 3 
ci a lected 37 
UPI <INPUT, CUDITEUIIAEID «5: sc csecstsdscoepmyensgien-ustligimarateasansieiicimlautedniiniesnarieeedeaininlie ivan 4 
mene OBOBTURIMOd TARE ne ee ebb 6 
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Number of cases, 288. 


Senator Keravver. I think the important thing about this chart 
was that it shows the number of people who felt that prices were too 
high, jumped from 11 percent in October 1955 to 23 percent in Novem- 
ber and December 1957. 

Mr. Karona. I have that in my chart, too; yes, that is correct. 

Mr. Dixon. Mr. Chairman, before Dr. Katona leaves, may I ask 
him this one question ? 

Senator Kerauver. Very well, Mr. Dixon. 

Mr. Drxon. Dr. Katona, you made mention on page 7 of your state- 
ment of two means by which the consumer might be stimulated. One 
was that the Government might take some action and the other was 
that business might take some action. 

With reference to what business might do, you said that they 
could act through some technological change or new marketing prac- 
tice or reduced price. 

Heretofore, and yesterday particularly, we heard a witness, Mr. 
Lino, describe that 1n 1955 when credit terms were extended up to 36 
months, that seems to be about the point of no return, that you cannot 
go beyond that point. So I would assume that new marketing prac- 
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mere limited because there is no way to extend credit terms much 
rther. 

Mr. Katona. No, I disagree with you. You are right, credit terms 
cannot be extended but American business should show some ingenuity, 

Our surveys show that many people are worried about automobile 
insurance which has been rising. My understanding is that today a 
family having 2 cars pays twice as much as insurance as a family hay- 
ing 1 car. I do not think that the risk is twice as large. If the auto- 
mobile industry induces the insurance companies or goes into the 
insurance business itself and gives a package insurance for 2 cars, 
which costs only, say 66 percent more than for 1 car, that is a new 
marketing procedure which would catch the imagination of the people. 

There is lots of room to exercise ingenuity. 

Sitting back and saying “We cannot think of anything” is not the 
way to create prosperity and to stimulate the American economy. 
There are undoubtedly other experts, other wonderful people in the 
auto industry and elsewhere who can think of new stimuli. I just 
inentioned one. 

Mr. Drxon. We are also aware, Dr. Katona, that it is a general 
practice in financing a car to require credit life insurance which is 
another additional charge. Figures that have come to my attention 
show a very low risk rate there. There is little or no risk on the credit 
life insurance that a person who finances a car must buy today. 

With reference to technological changes, of course American in- 
dustry should never be underestimated as to what they might come 
up with next. But certainly the modern automobile contains many 
new technological improvements. 

What would be the greatest stimulus that the business community 
itself might do? Would it be to reduce the price? 

Mr. Katona. In my opinion, since the American people vary, they 
differ, several stimuli need to be introduced. 

Now, one is a utility car, smaller, less conspicuous, especially for the 
second-car market. 

I want the big current cars too, a greater assortment, I discussed 
that. That is one point. 

The second point concerns certain marketing practices. I under- 
stand that some legislation is underway of announcing list prices. 
I think it would have a beneficial effect. People want to know how 
much they save when they are offered discounts. 

I was offered a great discount by my dealer. I have an uneasy 
feeling. Is it a discount? From what list price? I don’t know. If 
people know that this is a unique opportunity to buy, this would 
help. Here is the price in print—you get it a hundred dollars cheaper 
because I like you, says the dealer. That is a stimulus. There are 
lots of such possibilities. 

All of us want good deals, better than our neighbors, not to regret 
it 2 months from now and say, “Oh, if I had waited, now I see there 
are big sales, I could have done better.” j 

There are lots of ways. Salesmanship is a wonderful American 
quality, which has not been exercised sufficiently in the auto market 
over the last 2 years. 

Mr. Drxon. We need a stimulus now, do we not, Doctor ? 
Mr. Katona. Right away, sir. 
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Mr. Drxon. The most immediate way to stimulate buying in 
America usually is to lower prices, is it not ! 

Mr. Karona. I am for price reductions, yet I am not an expert. I 
do not know whether they are financially feasible. They would help. 

Mr. Drxon. That is all. 

Senator Keravver. Is there anything else before we hear from 
Mr. Latham ? 

Thank you vere much, Doctor. 

Mr. Katona. Thank you, sir. 

Senator Kerauver. Mr. Latham, we are glad to have you here. 

Mr. Richard Latham is an industrial designer, and is a founder of 
the firm of Latham, Tyler, Jensen in Chicago which handles accounts 
for a number of companies making consumer goods. In the past Mr. 
Latham has handled the accounts of one of the automobile manu- 
facturing concerns. He is vice president of the Chicago Chapter of 
the American Society of Industrial Designers. 

We appreciate very much your cooperation and your presence here 
to give us your expert opinion, Mr. Latham. Your statement will be 
printed in full. You can handle it any way you wish. 


STATEMENT OF RICHARD S. LATHAM, INDUSTRIAL DESIGNER, 
LATHAM, TYLER, JENSEN, CHICAGO, ILL. 


Mr. Laraam. Thank you, Mr. Chairman. 

I would like just to preface my remarks by saying if I appear 
nervous, it is not because of this gathering particularly. I found 
generally when people find out I am a designer, I turn into a target, 


pretty much the same as a shooting gallery. 

Senator Keravuver. See that does not happen to you on the Senate 
side. It occurs on the House side sometimes. 

Mr. Laruam. I would just like to add I am not connected with the 
design of any automobiles at this time. And that I had nothing to do 
with the sack look. 

Senator Kerauver. We can’t charge you with the 13 lights on some 
automobiles ? 

Mr. Laruam. That is correct. I will not read any prepared state- 
ment entirely. I would like to say this: that the statement is prepared 
drawing pretty much from what I have said, both on the air or written 
in various editorial matter. And that I hope to clarify certain points 
here today as to the processes of the design profession. 

In order to do that, I must say there is a line to be drawn between 
the esthetic judgment of a product as a matter of fact 

Senator Kerauver. Mr. Latham, I have here your article in the Feb- 
ruary 1958 issue of Industrial Design entitled “Is This Change Neces- 
oy, This is one of your writings that you refer to in your statement, 
and from which you will draw upon for your discussion here, so we will 
place this in the record as an exhibit to your testimony, and have it 
printed without objection. 

Mr. Larnam. Thank you. 

(The article entitled “Is This Change Necessary” follows :) 


Is TH1Is CHANGE NECESSARY? 


We've been having some fun in our office lately speculating on a subject near 
and dear to America’s heart: it is the topic usually referred to as “The Annual 











3146 ADMINISTERED PRICES 


Model Change.” I suppose there’s nothing unusual about designers talking 
about it, since that’s what they do most of the time, at least in popular fiction, 
But ours is a new and somewhat subversive kind of speculation, along the lineg 
of “What if we didn’t have one?” 

It is hard to disclose this publicly ; since even we make a living because there 
is such a thing, it seems a bit ungrateful, not to mention unpromising, to take 
such an un-American tack. But somehow, even when we try hard to toss the 
idea aside and get through the day with the same cheerful outlook that some 
of our colleagues manage, we just can’t stop having little one-man dialogs, in 
which an inner voice asks embarrassing questions and an outer one gives em- 
barrassing answers: 

What is the annual change for? To help designers? To help progress? No, 
because in America everything changes each year, and that’s what people want 
and wait for. Refrigerators, the irrepressible voice pipes back, get changed 
every year, yet statistics show that people want a new one every 12 years. Ig 
that the American kind of wanting and waiting? Well, after all, bills are col- 
lected every month. We get a new calendar every year. The leaves fall, 
Couldn’t have a used-car market without a model change. Couldn’t you? Every- 
one knows a car wears out; maybe not as fast as they say, but eventually it 
rusts, and if you put it next to a new one it looks old. But that has to do 
with use, not the calendar. Suppose you couldn’t tell differences in age by 
style, and had to price a car according to the service left in it? Everyone would 
get confused. What about Volkswagen? ‘That’s different. What about Rolls 
Royce? That’s different too. Oh. 

And besides, people get tired of selling the same thing, and need something 
new to get excited about. But—how about shoe salesmen? That’s different. 
Oh. And besides, if you didn’t change, stylists wouldn’t have a chance to do 
this year’s style, which is always supernew and shows progress. You mean 
last year’ wasn’t really good enough—or they changed their minds? People 
expect it. They won’t buy a new one if it isn’t changed. What if they don’t 
need a new one? Well, now—wait a minute. Detroit’s got to keep going, you 
know. You don’t want to blow up our economy, do you? No, but I don’t 
understand why, when people say they want things to last longer and be cheaper, 
Detroit says, “We have learned that the public demands change—so we have 
changed this year’s model and it has cost $2 million—which will, unfortunately, 
have to be reflected in the selling price.” I always thought people were afraid 
of things that were too radical—like the airflow. Well, they are. That’s 
why we change every year—just a little bit. You’re sure? Absolutely. But 
didn’t Buick say they found they hadn’t changed enough last year, so this year 
they were really going to change? That’s different. Oh. But what about 
furniture? How do you create his year’s model of Early American? Well, we 
change the pulls. Radically? No, we just put new ones on. How do people 
know they are different? We tell ’em. Oh. But are they better? Certainly. 
Really? What about the piece I bought a little while back, on December 15? 
You probably got a year-end reduction. Oh, because it sat around for a year? 
No; it was probably just made. Really? Yes, but with new models coming 
out, it’s worth less. Less than what? What it cost in October, you dope. 
Oh, I see—a product doesn’t work as well in December as it did in October? 
Of course not, everyone understands this. It isn’t that it doesn’t work as well— 
it’s an old model. Two weeks old? No—last year’s model—you’re confused. 
Iam? You certainly are. 

I see; everybody waits until December 15 to get the same product cheaper; 
is that what they mean by better things cheaper through the American way? 
No, of course not, nobody waits—what they wait for is the new model. That’s 
why they mark down the old one, because everyone’s waiting. Waiting for 
what? Next year’s model, because it’s new. If the old one was just made, 
isn’t it new? Yes, but not new like the next new one—I mean the new one 
will be newer. Got that? Yes, but I thought sometimes you just changed the 
nameplate. That’s right. And that’s a new model too? Of course. And better? 
Well—it’s a new nameplate, isn’t it? I see. 

Now, thinking it over, is all this changing necessary? Do people really buy 
things because of the annual model change? Of course they do, everybody knows 
that. You have to change—that’s America, that’s what’s made our standard of 
living so high: change every year—everybody buys one. It’s simple as pie. Do 
they all believe that? Certainly. Do you? I certainly do—everybody who is 
successful does it. So you wait and buy the new model every year? Well—no. 
No? No—I buy it when I need it. Even in December? Well—sometimes. I see. 
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The trouble is, we actually do fall into conversations like this and then one 
thing bothers us strongly. The fellow doing the explaining is obviously a de- 
signer, and the one who keeps saying “Oh” sounds and looks as if he might know 
the score better than any of us. It’s hard to explain that look, but we've seen it 
several times on the faces of financial vice presidents who have just approved $1 
million for new tools. 

THE REAL MOTIVATION 


Still, there is no question that change is part and parcel of American industry. 
It is tightly locked up with a way of life. We have come to believe that new 
things are good things, and this philosophy is itself new. Previous cultures have 
not felt this way; in fact the reverse has been true. The usual pattern has 
been to revere the old. It is hard to say when this attitude of new-good got a 
foothold, but surely the increase of propaganda and communications have helped 
to make it a permanent part of the buying public’s outlook. 

Along with the new-good equation has come another interesting concept, hav- 
ing to do with size. It springs from the idea that things must grow to live, 
and that a company must expand to survive. You hear it said that in business 
“to stand still is to go backward.” 

Growth-for-survival and change-is-good seem to be the real motivation behind 
the annual model change, and all paths seem to lead back to these two sources. 

Now this means that there are two underlying reasons for American industry 
to pursue a pattern of change; one theirs, one the public’s. This produces some 
interesting contradictions. 

When you begin to look into the plumbing of modern industry, you find many 
powers militating for change, demanding and pressuring for it. Yet the fact is 
that in mass production the basis of monetary success (not profit) is often in 
conflict with change. For the sake of efficiency, the internal organs of mass 
production need to turn out the same things for continuous periods of time. 
They need to refine operations to show real gains and become efficient. Constant 
change in the “thing” to be produced works against efficiency and creates prob- 
lems everywhere and particularly with such complex modern appurtenances as 
cars, appliances, tools, the products themselves need prolonged use to be perfected. 

Until recently it could be said that one of the most inefficient aspects of 
product change was its cost in new tools. But now it seems quite possible 
to reverse the argument. Recently a major appliance executive pointed out 
in a speech that production tooling actually wears out on a cyclical basis; why, 
then shouldn’t it be replaced with tools that produce a different product, if the 
new one seems to offer more? And why not introduce refinements and innova- 
tions at these times? 

In other words, there are cycles of production that are completely natural to 
certain industries, and there is a cycle of refinement and improvement that is 
also natural. Just what this cycle is depends on both the nature of the industry 
and the demand for its products. In some industries, sales are such that a 
natural retooling cycle is now close to 1 year. 

But technologically, the cycle is changing. If we examine the introduction 
of innovation and technological refinement into useful products, we find a curve 
starting just before 1900 and rising continually until today. The arc repre- 
sents the incidence of discoveries resulting in new materials, techniques, and 
products—the kind of “change” that is on the upswing. This sudden invention 
has been traced by some to the invention of the new language of mathematics. 
There has been one major “brake” on its effectiveness: the time and brain power 
needed to run out all possible solutions to any formula, in order to find the 
most likely one. The computer represents a major breakthrough that could 
eliminate this brake. So apparently we look forward to an even sharper rise in 
scientific knowledge—one that should make our present curve of technological 
innovation rise like a rocket. 

THE HUMAN LAG 


But this ability to innovate is by no means matched by human ability to as- 
similate. Unlike inanimate objects, as social scientists know, people change 
slowly and assimilate new forms and ideas at their own pace, which is often 
far from the pace of modern machinery. This is not to disparage the enormous 
amount of change people have been able to assimilate in the last half century— 
more than in any other period of human history, when you consider modes, 
travel, work, dress, etc. But the pattern of acceptance is uneven—sometimes 
taking a radical step like air travel in its stride, while suffering major up- 
heavals over an esthetic innovation, such as modern furniture. And, too, the 
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somewhat passive acceptance of the individual is usually not matched by that 
of organized groups, which have demonstrated much slower shifts to active 
patterns of creating and thinking ahead to keep up with change. It hag been 
possible for industry to produce a motorcar capable of amazing speeds, but the 
culture finds it impossible to utilize the vehicle. This lag is not because the 
speeds are unacceptable, or even because know-how is lacking, but because civic 
bodies cannot make the mental shift needed to coordinate the resources for pro. 
ducing the required new kind of highways. Jet passenger transportation ig q 
technological possibility, yet runways and public facilities necessary to bring 
the service into being are far behind the fact of the aircraft. 

This demonstrates one kind of evidence that helped conyince the developers 
of our economy that technological innovation was not, in itself, enough to insure 
market acceptance. Slowly techniques were refined to promote maximum 
customer acceptance—and to induce customers to pay money for a given product, 
This was called merchandising. It was bordered on the left by pricing, packag- 
ing, and promotion, and on the right with display, advertising, and communica- 
tion of all kinds. Eventually the cart began to drag the horse: merchandising 
ceased to be an aid to acceptance, and became an aggressive sales weapon with 
“newness” as its chief ammunition. Lately, to this collection of merchandising 
techniques has been added styling—the introduction of some new visual element 
to make a whole product appear new, usually without the kind of basic change 
that requires major adjustments by the consumer. 


WHAT’S WRONG WITH STYLING? 


Now there is nothing, to our mind, inherently wrong with the idea of style 
change per se, provided it is applied where it belongs. It works quite success- 
fully in soft goods and women’s clothing, for instance, where it is recognized 
that people like change when it is optional, inexpensive, or just plain fun. And 
certainly style itself—as a reflection of a cultural outlook—does inherently 
change, and technology makes it possible for the look of things to change in 
both substantial and superficial ways. It seems only logical that a society should 
keep evolving to look like what it is, or can be. 

The designer gets into trouble because of the very fact that styling trends, 
assumed to operate on a short-term basis, are relatively easy to measure and 
predict ; therefore they are considered safe to rely on without any heavy commit- 
ments. Genuine innovation, even in appearance, is less measurable because it 
is difficult to determine whether people will accept or reject it until their decision 
is made in a real situation. Furthermore, innovation is thought to be a good 
deal more expensive kind of gamble—in most cases requiring long-range planning 
just to bring it into being. (This idea is obsolete as we shall presently see, but 
it persists. ) 

So short-term style change is the usual road to newness. But, in using it, 
the stylist cannot depart too radically from the overall characteristics of the 
object, be it hat, dress, or automobile. It took literally years to eliminate 
fenders, and the symbol of the radiator cap and temperature gage is still with 
us, even though the instrument itself long ago went to the dashboard. The fact 
is that the stylist has a very limited palette. If the calendar of change is 
speeded up, he begins to run short of acceptable variations. Then, little by little 
he is pushed into creating ridiculous changes. When people realize this at a 
mass level, however slowly, then styling ceases to motivate people to buy. 

There is another way out discovered by the designers who use style and fune- 
tion in almost equal quantities. Because it is based in the main on real prog- 
ress, new looks and forms can generally be generated by functions that are new. 
But this approach never really works unless there is genuinely new technology 
behind it. When the designer attempts to instill a sense of newness into some 
thing which is in fact no different, the consumer is seldom taken in for long. 

This premise leads to the central question for the manufacturer and designer: 
What is the optimum point, between a natural cycle of change and styled obsoles- 
cence, for changing any product? 


PATTERNS TO FIT THE PRODUCTS 


We can see many patterns fitted to different product types. The telephone 
shows a very gradual, carefully spaced change, with appearance directly geared 
to—and in fact, always paced by—technological change. Most recently, there 
was 20 years between new models. One reason this works is that the telephone 
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equipment is paid for by the company, not the consumer. It is only a symbol of 
gervice, which is what the customer is actually buying. 

We see the same sort of conservativeness about change, of course, in products 
that represent a large investment to their owners—i. e., producer goods, where 
change must pay its own way. However, the closer you get to areas where goods 
are discretionary rather than essential, the closer you get to an emphasis on 
new looks and the harder it gets to distinguish meaningful from superficial change. 
In pots and pans and kitchen tools there is brisk trade in semiannual new 
looks, Several factors defend this practice. 

1. Rarely do these looks interfere with the working of the product. 

2, Since tooling is often minimal in this industry, there are no economic forces 
legislating against change if it can be made. 

8. Materials themselves often make the difference in appearance as they im- 
prove function (as with copper-bottom pans or enameled steel pans), and new 
materials and techniques literally produce new looks. 

4. No one expects one new style to obsolete all that has gone before. The 
housewares industry offers a vast range of quality and choice in nearly all 
products, so that the cost of achieving a more fashionable product is borne only 
by the consumer who wants it. 

The individual major appliances that compose a kitchen have enjoyed a more 
gradual evolution of form. In recent years these products have begun to take 
on a more integrated appearance, the esthetic goals being related to an under- 
standing that the individual parts make up a whole that is architectural in qual- 
ity. There has long been yearly publicity about “new” models, but the changes 
were so minor in character and so gradual that the old and the new could live 
side by side for the useful life of any single product. And the changes boasted 
by the exterior appearance were, in the main, coupled with genuine improvements 
in functioning of the machines. 

But even the smooth pattern of this industry is subject to the upset of radical 
innovation. Occasionally a new product (the wall oven, for instance) has been 
produced by a firm so convinced of an idea that it was willing to risk a broad 
step ahead. What they found was that it wasn’t a risk at all. For almost with- 
out exception, the companies willing to undertake new evaluations of need, with 
such products as built-ins or the 30-inch range, have had the field literally to 
themselves before the competition caught up. The standard argument of com- 
petitors has been that “pioneering is for those who like risks; if and when con- 
sumer demand is proven, or created we'll follow the trail too.” Sound as this 
may appear, the facts of marketing today negate it; the 2-year lapse before poten- 
tial sales can be accurately calculated, and the 3-year lapse before an appliance 
ean reach the public, add up to 5 years of unrestricted market for the pioneer. 
If the innovation has any merit at all, 5 years of free market is like being 
handed the key to the candy shop. Who can afford not to take that kind of risk? 

As a matter of fact, this realization is causing some fascinating upheavals 
in the appliance industry today. A number of manufacturers are flying in the 
face of pressure for the annual model change. They are trying a new approach; 
they will design and engineer a line of appliances to be sold over a period of 
several years, and make model changes only when genuine innovation warrants 
it. They will not, of course, leave innovation to chance, but will rather be in a 
position, after each introduction, to devote their full creative energies to de 
signing really new products to fit projected needs. This could add up to a success- 
ful way to introduce and merchandise all “considered-purchase” products. 

There are still other alternatives in, say, the home furnishings industry, where 
completely new style lines are ushered in as many as four times a year and— 
representing minor investment and development time—ushered out again if they 
do not sell. Or in the example of publishing, which promotes completely new 
titles twice a year, but retains each year’s best as part of a staple list that sells 
year in and year out, and provides the backbone of any publishing house. 


BLIND ALLEYS FOR DETROIT 


And then there is Detroit—the symbol and source of the annual model change. 
The automotive industry, without question, faces the most difficult problems of 
allin this area. For one thing, Detroit is already in the midst of a cycle based 
on a completely retooled line of products every 2 years, with a face lift on 
alternate years (which, based on costs, very closely approximates a clean slate) 
and desperate attempts to give the illusion of complete change in any event. 
One firm is now claiming all-new models every year. With the emphasis, as it is, 
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on styling and gimmicks first and functional improvements second—and with 
the really vast number of individual models that each firm must produce each 
year—this is a prodigious demand for elephants to dance on the head of a 

Detroit’s pattern of change is not one that suits most industries—nor is it, to 
our mind, one that suits America’s most critical consumer industry either 
Styled obsolescence, as we have indicated, sufficies in some industries, but it 
cannot be depended on to perform the monumental miracles that Detroit asks 
of it—and indeed needs of it. For styled obsolescence is not planned obsolescen 
since styling is a piecemeal (short term) rather than goal-oriented (long term) 
activity. Too often, such goals as exist in the industry have to do with the next 
product on the agenda, not with a purposeful course toward the future. Styled 
obsolescence cannot help getting itself up blind alleys where it must wait, often 
desperately, for some technological miracle to show it the way out. 


THE SHORT-TERM FALLACY 


In the confusion of Detroit, we see dramatically how the security of short. 
term styling breaks down. Auto stylists continue to work on the assumption 
that new models worked out year by year mean less of a commitment, hence legs 
of a risk. What they overlook is that the only risk worth taking, at this scale, 
is one based on a firm commitment. For styling as Detroit must do it requires 
long-term commitments, and these become enormous gambles unless backed by 
long-term planning. The all-new models of 1958 were committed to paper in 
1955, and to metal in 1956. The Edsel, a wholly new product said to have cost 
$250 million to develop, is the result of 4 years’ research into “what the con- 
sumer really wanted in a middle-bracket car.” The conclusion that one cannot 
fail to reach, from its apparent and proven lack of success, is that it was 
indeed research into what people wanted—4 years ago. For during its pro- 
longed period of gestation, its little sister Ford grew up and filled the need for 
a middle-bracket car. At this rate, with planning lacking at several levels, 
a new car family becomes just as much of a gamble as a totally new car type. 

What is planning in this context? It is, generally, a manner of thinking. It 
is the willingness to push out and beyond the immediate environment for a new 
answer, and then to plot the steps necessary to its achievement. Planning syn- 
thesizes fact and feelings of probable lines of future growth. Planning does not 
wait for research to come to the rescue with a new technique; it feeds problems 
to research in order to get answers it hopes may meet the needs it already antici- 
pates. 

Planning has admittedly been employed by the auto industry. It produced 
the pickup truck and the station wagon, two valuable products that have, unfor- 
tunately, been almost styled out of usefulness. But by and large the word 
“planning” has, in our opinion, so far been misunderstood in Detroit. This was 
pointed up when we were recently asked by an acquaintance if we thought the 
Volkswagen would replace the Chevrolet. The idea startled us because we have 
assumed for some time that the Volkswagen has replaced the Chevrolet—as it 
was, not as it is. It seems to be a fact that the American “small” car is 80 
busy replacing the big car that it has left a neat vacuum, and little imported cars 
are literally being invited to fill this space as fast as they can move in. Another 
question seems much more critical in Detroit: Has the Chevrolet replaced the 
Buick—and can changing advertising agencies reverse a trend that can only be 
blamed on lack of basic planning? 

But perhaps the most important feature in a definition of planning, and of 
the design that takes place within its orbit, is this: planning acknowledges that 
a product must relate to its next larger context. In the case of a refrigerator, 
it is in the kitchen; in the case of the automobile, what? The city, the road- 
seape. When anything as domineering as the car finally reaches the point of 
violating the next larger context, it cannot get away with being just a bother: it 
becomes the object of ridicule, and ultimately of civic action. It hardly seems 
necessary for the mayor of a large city to point out to car manufacturers that 
their product will no longer work in the existing community, for it is here that 
planning should begin. And yet it was necessary. Mayor Wagner of New York 
may be annoyed because a Cadillac takes up two parking meter spaces, but his 
protest simply backs up, with the weight of civic authority, the unheeded cries 
of the American consumer, who for years has been unable to get his car into 
a standard garage. 

For the millions of dollars that it cost to launch the Edsel, it seems possible 
to envision any number of experiments that would give the industry a grip @ 
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the future and less skittish relationship to its next larger context. We'd be will- 
ing to bet that it would pay for all the research and development necessary to 
eliminate every single car from the streets of downtown Dallas, and to equip 
the city with a small, light electric vehicle that would answer the problem of 
congestion in big cities. Considering all the crowded cities in the United States 


(not to mention Paris), that could offer a considerable market for a product 
planned to meet it. 


Dr. Jacob Bronowski once said thoughtfully that there are two things people 
can be induced to consume because it makes them happy: food and dope. Both 
stimulate the mind and body, but in the long run only one provides the 
nourishment to keep the person alive. Because our economic system as well 
as our digestive system needs nourishment, this seems like a good question for 
manufacturer and designer—in their own self-interest—to ask themselves: Is 
this change food for the system, or is it a drug? 

Mr. Laruam. I would like to say that the particular references I 
made in my prepared statement were only to point out that amon 
designers there is a recognition of the fact that there are severa 
processes for arriving at the appearance design of a mass produced 
product. 

In particular I would refer you to the transcript of a radio pro- 

am that I appeared on sponsored by Northwestern University in 
hicago in which I discussed this difference with Mr. George Walker 

who is an executive responsible for styling in the Ford Motor Co. 

We did come to a verbal conclusion that there was this difference, 
that styling was in fact one pursuit, and design was a little different 

ursuit. 

What I have written on that difference, in particular, what is the 
rocess which composes that difference is the thing which I would 
ike to talk to you about today, and I think if I may I will refer to 

some particular points that I made in the article. 

I am not going to read it totally, but I would just like to refer 
tosome of the things that I said in that article. 

One of the first things that I discussed in the article had to do with 
the fact that there is a cultural lag in our country between our 
technology in terms of being able to produce new things, and the 
willingness of people to accept them. 

Senator Kerauver. You mean the lag comes from the unwillingness 
of the people to accept them. Is that what you say? 

Mr. Laruam. Exactly. 

This is apparently due to the fact that people are not willing to 
accept a brand new object that they have not had an opportunity to 
test or try and determine if it is good for them immediately. They 
need time to get used to it. There does not seem to be any evidence 
to the contrary that when this particular device is good for them and 
works well for them that they will ultimately accept it and it will come 
into common usage. 

However, this lag does exist, and industry, free enterprise in our 
country, has had to find ways of introducing new products to people. 
They have found many ways that work very well, and they are gen- 
erally grouped under the heading of merchandising, that is once a 
product has been designed and it is ready to be introduced to the 
public, they do a number of things in terms of the way it is packaged 
and displayed and advertised in order to get the general public 
to come to an understanding of exactly what this product is and what 
it is for and how it can be used. 
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I say in fact, in the article, 


slowly these techniques were refined to promote maximum customer acceptance 
and to induce customers to pay money for a given product. This was called 
merchandising. It was bordered on the left by pricing packaging promotion and 
on the right by display advertising and communications of all kinds. 

Eventually the cart began to drag the horse. 

Merchandising ceased to be an aid to acceptance and became an aggressive 
sales weapon with newness as its chief ammunition, lately to this collection of 
merchandising techniques has been added styling, the addition of some new 
visual element to make the whole car appear new without the basic change that 
requires basic adjustments by the consumer. 


I just wanted to point that out. That styling is in fact a very useful 
process that is used by industry. My own firm does it. I elaborate in 
this article to this extent by pointing out that styling is a relatively 
short term activity, and I say: 


so short term style change is the usual road to newness but in using it the style 
cannot depart too radically from the overall characteristic of the object, be it a 
hat, dress or automobile. 

It took years to eliminate fenders, and the symbol of the radiator cap and 
temperature gage is still with us even though the instrument itself long ago 
went to the dashboard. The fact is that the stylist has a very limited palette, 
If the calendar of change is speeded up he begins to run short of acceptable 
variations and then little by little he is pushed into creating ridiculous changes, 

When people realize this at a mass level, however slowly, then styling ceases 
to motivate people to buy. 


And I refer to several examples in this article, for instance the op- 
posite of rapid change and rapid styling innovation might be the 
telephone, which in fact has changed very slowly and gradually over 
many years. 

The telephone is designed by a designer with very careful attention 
em to its appearance and use function. However, I think if you 

ook at the history of the telephone it has changed very slowly. 

Senator Kreravuver. I do not know, sir. All of us can remember 
when you had to stand up and you had a big box and turned the 
crank. 

Mr. Larnam. That is correct. 

Senator Keravuver. Some of us around here, not all of us but most 
of us, have lived in the country so I think that would be quite a change 
from the telephone of today. 

Mr. Laruam. It is quite a change, I grant you. But it is not onan 
annual basis. 

Senator Keravver. But it has been very slow, I grant you that. 

Mr. Larnam. That is right. I use that only as an example. 

Senator Keravver. Yes, sir. 

Mr. Laruam. I also refer to the fact that industries in this country 
that produce consumer goods use many different ways of introducing 
change. My work is in general concerned with the problem of intro- 
ducing change successfully. I say in this article in particular: 

In pots and pans and kitchen tools there is a brisk trade in semiannual new 


looks. Several factors defend this practice. (1) Rarely do these looks inter- 
fere with the working of the product. 


(2) Since tooling is often minimal in this industry, there are no. economic 
forces legislating against change if it can be made. 

(3) Materials themselves often make the difference in appearance as they 
improve function (as with copperbottom pans or enameled steel pans), and 
new materials and techniques literally produce new looks. 
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(4) No one expects one new style to obsolete all that has gone before. The 
housewares industries offers a vast range of quality and choice in nearly all 
roducts, so that the cost of achieving a more fashionable product is borne only 
by the consumer who wants it. 


There are many different beliefs in this particular area. Also I 
talked briefly about the problem of introducing new products and in- 
novation and I make this point: 


But even the smooth pattern of this industry is subject to the upset of radical 
innovation. Occasionally a new product (the wall oven, for instance) has been 
produced by a firm so convinced of an idea that it was willing to risk a broad 
step ahead. What they found was that it was not a risk at all. For almost 
without exception, the companies willing to undertake new evaluations of need, 
with such products as built-ins or the 30-inch range, have had the field literally 
to themselves before the competition caught up. 


I would like to explain here that I am again talking about a process, 
an understanding, on the part of the people in my profession about 
how you go about doing these things. 

Isay: 

As a matter of fact, this realization is causing some fascinating upheavals in 
the appliance industry today. A number of manufacturers are flying in the 
face of pressure for the annual model change. They are trying a new approach ; 
they will design and engineer a line of appliances to be sold over a period of 
several years, and make model changes only when genuine innovation warrants 
it. They will not, of course, leave innovation to chance, but will rather be in 
a position, after each introduction, to devote their full creative energies to 
designing really new products to fit projected needs. This could add up to a 
successful way to introduce and merchandise all “considered-purchase” products. 

Senator Carrotyt. Mr. Chairman, may I ask a question of Mr. 
Latham at this time ? 

I would like to have your comments on an article by one of the very 
distinguished journalists of our day, Sylvia Porter, which discussed 
planned obsolescence on the part of the automotive industry. I re- 
membered the theme of her article which was that they planned an en- 
tirely new model every year or two. 

Mr. Chairman, it seems to me it would be a very good point to place 
this in the record. Then Mr. Latham may be kind enough to make 
an observation about planned obsolescence, if he knows about it, with 
reference to the automotive industry. 

Senator Keravuver. Very well. It will be made a part of the record. 

(The article is as follows:) 


[Washington Evening Star, April 16, 1958] 
Your Money’s Worth, by Sylvia Porter 
PLANNED OBSOLESCENCE 


Are you, the American consumer, really rebelling against turning in your car 
or appliance every few years for a new one—just because a different, more ad- 
vanced model of the car or appliance is placed on the market and the one you 
own seems old fashioned, obsolete? 

Are you really turning your back on the industries which deliberately em- 
brace a policy of “planned obsolescence”—warning the leaders of these indus- 
tries that while your car or appliance works fairly well, you'll keep it, and un- 
less the industries offer you a machine which functions much better as well as 
looks different, you’re not interested? 

Are you putting a period to the entire postwar era of the “yearly model change 
in the auto industry,” repudiating the whole theory of “marketing by planned 
obsolescence” ? 
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PROBLEM IS STUDIED 


Are your attitudes and actions today, in short, foreshadowing a new cycle of 
production, designing and marketing? 

These questions are being studied by worried auto producers and appliance 
makers. They are wondering whether in these questions lies a key answer to 
the sluggish sales of cars and appliances since 1955. 

President Eisenhower moved into the debate a short while ago when he re 
marked that Americans want to buy today on the “basis of the worth of the 
product that is offered to them”—an indirect but pointed jab at the product 
which is advertised as all new, but which actually is new only in style. 

And now the Nation’s industrial designers are diving headlong into the argy. 
ment, taking sides for and against. 

Violently against the doctrine of planned obsolescence, for instance, is Walter 
D. Teague, a pioneer in the field of industrial design and recognized as one of the 
profession’s greats. 

Says Mr. Teague: 

“One of the causes of the recession is the refusal of our people to be seduced 
any longer by planned obsolescence. The design sensibilities of the public haye 
been offended by the phony glitter and gingerbread that is being palmed off on 
them, and they have no desire to spend their money on a lot of nothingness, 
Legitimate improvements, yes, but this Roman orgy of obsolescence merchandis. 
ing must come to an end. * * *” 


SHARP CRITICISM 


Also sharply critical of their own profession for “neglecting the function of 
the motor for the slick chrome around the outside,” are Walter P. Margulies and 
J. Gordon Lippincott, heads of the design firm bearing their names. 

Just as outspoken on the other side is Brooks Stevens, one of the original fel- 
lows of the Society of Industrial Designers, whose Milwaukee firm is credited 
with wholly or partially designing products with sales of over $1 billion a year, 
Mr. Stevens says: 

“Our whole economy is based on planned obsolescence, and everybody who can 
read without moving his lips should know it by now. We make good products, 
we induce people to buy them, and then next year we deliberately introduce 
something that will make those products old fashioned, out of date, obsolete. 
Planned obsolescence is the desire to own something a little newer and a little 
better a little sooner than is necessary. It isn’t organized waste. It’s a sound 
contribution to the American economy * * *.” 

I don’t know the answers; you will provide them in the last analysis. I 
hope, though, that I’m probing vital areas by at least asking the right questions, 

Mr. Laruam. Well, I do not know exactly how I can answer that. 
Maybe it is a matter of semantics. I assume she is referring to the 
concept that you try to develop and produce new products which, 
through their use, function and performance, are in fact_better 
products, and therefore will obsolete products which came before. 

Senator Carroti. May I interrupt to read this? The title of the 
column is “Your Money’s Worth.” Miss Porter asks the question: 

Are you, the American consumer, really rebelling against turning in your car 
or appliance every few years for a new one—just because a different, more ad- 
vanced model of the car or appliance is placed on the market and the one you 
own seems old-fashioned, obsolete? Are you really turning your back on the 
industries which deliberately embrace a policy of “planned obsolescence”— 
warning the leaders of these industries that while your car or appliance works 
fairly well, you'll keep it, and unless the industries offer you a machine which 
functions much better as well as looks different, you are not interested? 

Both of these are questions that are asked, and then this further 
statement follows: 


Are you putting a period to the entire postwar era of the “yearly model change 
in the auto industry,” repudiating the whole theory of “marketing by planned 
obsolescence”’? 
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The last question is: 


Are your attitudes and actions today, in short, foreshadowing a new cycle of 
production, design and marketing? 

These are the four questions. I do not know how Sylvia Porter 
knows so much about everything but she is one of my favorite writers 
and she has a great advocate in me. I follow most of what she says 
and she is responsible for some of my better votes, so I would like to 
have your comment on it. 

Mr. Larnam. Well, I cannot answer the question obviously but I 
believe I can throw a little light on some words. 

In part of my prepared script I referred to the difference between 
design and styling and that difference is drawn out through the words 
of Mr. Walker and myself in the radio program, and so I can only 
add that when you speak of planned obsolescence in terms of a great 
deal of American industry it is one thing of one kind, and that is the 
process of trying to produce a better product functionally which 
actually performs a new or different or better function, and when you 
speak of the automobile industry, to some extent when you are talking, 
the reference is to style obsolescence. 

Senator Carro.u. Sylvia Porter says the questions in her article are 
being studied by worried auto producers and appliance makers. They 
are wondering whether in these questions lies a key answer to the slug- 
gish sales of cars and appliances since 1955. 

That takes us now into the question of designing and planning and 
this planned obsolescence. This is a field in which you are an expert. 

Mr. Larnam. Thank you. 

May I read then from this article a part which has something to 
do with that article: 


Then there is Detroit, the symbol and source of the annual model change. The 
automotive industry, without question, faces the most difficult problems of all 
in this area. For one thing, Detroit is already in the midst of a cycle based on 
a completely retooled line of products every two years, with a face lift on alter- 
nate years—(which, based on costs, very closely approximates a clean slate) 
and desperate attempts to give the illustion of complete change in any event. 
One firm is now claiming all-new models every year. With the emphasis, as 
it is, on styling and gimmicks first and functional improvements second—and 
with the really vast number of individual models that each firm must produce 
each year—this is a prodigious demand for elephants to dance on the head 
of a pin. 

Detroit’s pattern of change is not one that suits most industries—nor is it, 
to our mind, ene that suits America’s most critical consumer industry either. 
Styled obsolescence, as we have indicated, suffices in some industries, but it 
cannot be depended on to perform the monumental miracles that Detroit asks 
of it—and indeed needs of it. For styled obsolescence is not planned obsoles- 
cence, since styling is a piecemeal (short term) rather than goal-oriented (long- 
term) activity. Too often, such “goals” as exist in the industry have to do with 
the next product on the agenda, not with a purposeful course toward the future. 
Styled obsolescence cannot help getting itself up blind alleys where it must wait, 
often desperately, for some technological miracle to show it the way out. 


I hope that will clear up the difference between the two. There is 
very definitely a difference in attitude and process between planned 
obsolescence and style obsolescence. 

Style obsolescence to a great extent depends on appearance, sensory 
perception alone, to create the illusion of newness. 

Planned obsolescence stems out of actual innovation in the machine 
as such. 
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Senator Carrot. The larger question, at least: for myself, is not the 

distinction between styling and planned obsolescence, as you have de. 
scribed, but whether or not the automotive industry follows the prag. 
tice of creating this illusion of newness and trying to change their 
models every two years or so for the consumer to keep abreast of the 
new models that would be in keeping with the times, as it were. Jp 
other words, is there a planned styling change? 

Mr. Laruam. There most certainly is, sir. It is a part of the bugi- 
ness, it is a very large part of the business. 

There are a good many men in the industry who spend all of their 
time concerned with nothing but the style of the automobile in terms 
of changing it on a planned basis. 

I might point out that the defenders of planned style change haye 
some basis to talk on, too. And that is that their feeling is that a 
radical change is always difficult to introduce in a mass market. 

So, therefore, very gradual change over a period of years, which jg 
a process, I believe, Detroit uses as a more stable method of being 
sure that your product will be acceptable. 

Senator Carrott. May I interrupt to ask, do you know Mr. Walter 
Teague ? 

Mr. Latuam. I certainly do. 

Senator Carroti. Miss Porter says he is a pioneer in the field of 
industrial design and is recognized as one of the profession’s greats, 

Mr. Laroam. Exactly. 

Senator Carrotu. This is his statement, according to Sylvia Porter, 

Says Mr. Teague: 

“One of the causes of the recession is the refusal of our people to be seduced any 
longer by planned obsolescence. The design sensibilities of the public have been 
offended by the phony glitter and gingerbread that is being palmed off on them, 
and they have no desire to spend their money on a lot of nothingness. Legitimate 
improvements, yes, but this Roman orgy of obsolescence merchandising must 
come to an end.” 

Do you have any comment on that observation by Mr. Teague? 

Mr. Latruam. I would not put it in words that strong but I am 
afraid I agree with him. 

Senator Carrot. So really they are talking there about a planned 
styling obsolescence ? 

Mr. Latuam. That is the point, the distinction I want to make, I 
believe that if Mr. Teague had the opportunity to talk here, he, I 
hope, would make the same difference that I am making. Planned 
obsolescence is that process that an industry goes through in order 
to produce a better product, one which, in fact, functions better for 
the consumer. 

There is a measurable difference between products in planned 
obsolescence in terms of the job that it does. With styled obsolescence 
on the other hand, the measurable difference has to do with its 
appearance. 

nator Kerauver. Then you would agree with what Senator Car- 
roll has read about the use of the words “planned style obsolescence”? 

Mr. Latuam. I certainly would. 

Senator Carroti. On the other hand, Mr. Chairman, if I may con- 
tinue along this line, this is the other side of the story as told by 
Brooks Stevens, one of the original fellows of the Society of Industrial 
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Designers—as he is described by Sylvia Porter—whose Milwaukee 
frm is credited with wholly or partially designing products with 
gles of over $1 billion a year. 

Mr. Stevens is quoted as saying: 

Our whole economy is based on planned obsolescence, and everybody who 
an read without moving his lips should know it by now. We make good prod- 
acts, we induce people to buy them, and then next year we deliberately intro- 
duce something that will make those products old fashioned, out of date, ob- 
slete. Planned obsolescence is the desire to own something a little newer and 
alittle better a little sooner than is necessary. It isn’t organized waste. It’s 
asound contribution to the American economy. 

Do you have any observation to make about that? 

Mr. Laruam. Ido not agree with Mr. Stevens. I sit on the same 
board of directors as he does and it is in the United States of America 
that we can have differences of opinions. 

I believe Mr. Stevens again is referring to style obsolescence. It 
has been my experience that in order to introduce a genuinely new 
jmnovation on a machine, something that works better and can be 
measured, it is difficult, if not impossible to do it on an annual basis. 

We apparently are incapable of creating new inventions that rap- 
idly. The annual model change therefore to some extent has to de- 
pend on style obsolescence. We can change the appearance of the 
product but it is not as easy to change its working parts in terms 
of making them better. 

Senator Carrouu. It is quite one thing, is it not, to improve the 
function of a motor? Or to improve the power steering or brakes 
or what we might call basic improvement rather than, to use some 
of the expressions here, the “phony glitter” of gimmicks and of fins 
and so on, which, I suspect, it could be improvement, in a sense, is 
styling for some. 

That raises the basic question put here by Sylvia Porter of whether 
or not this is a part of buyer resistance that may be manifesting itself 
today in the buyer’s market. 

Mr. Laruam. Well, I would just like to amplify what we are talk- 
ig about here for a moment to try again to make this distinction, 
because there are differences in this process and I believe it would 
bea mistake to confuse these differences. 

Senator Keravuver. All right; you proceed, sir. 

Mr, Latwam. I would like to refer back again to this article, if I 
may, to your point. 

nator CarroLu. Surely. 
Mr. LarHam (reading :) 


In the confusion of Detroit, we see dramatically how the security of “short 
term styling” breaks down. Auto stylists continue to work on the assumption 
that new models worked out year by year mean less of a commitment, hence 
less of a risk. What they overlook is that the only risk worth taking, at this 
sale, is one based on a firm commitment. 

For styling as Detroit must do it requires long-term commitments, and these 

me enormous gambles unless backed by long-term planning. The all-new 
models of 1958 were committed to paper in 1955 and to metal in 1956. The 
Edsel, a wholly new product said to have cost $250 million to develop, is the 
Tesult of 4 years research into “what the consumer really wanted in a middle- 
bracket car.” 

The conclusion that one cannot fail to reach, from its apparent and proven 
lack of success, is that it was indeed research into what people wanted—4 years 
go. For during its prolonged period of gestation, its little sister Ford grew up 
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and filled the need for a middle-bracket car. At this rate, with planning lack. 
ing at several levels, a new-car family becomes just as much of a gamble as a 
totally new car type. 

What is planning in this context? It is, generally, a manner of thinking, [ft 
is the willingness to push out and beyond the immediate environment for a new 
answer, and then to plot the steps necessary to its achievement, Pilg 
synthesizes fact and feelings of probable lines of future growth. Planning does 
not wait for research to come to the rescue with a new technique; it feeds 
problems to research in order to get answers it hopes may meet the needs it 
already anticipates. 

Planning has admittedly been employed by the auto industry. It produceg 
the pickup truck and the station wagon, two valuable products that have, 
unfortunately, been almost styled out of usefulness. But by and large the 
word “planning” has, in our opinion, so far been misunderstood in Detroit. 

This was pointed up when we were recently asked by an acquaintance if we 
thought the Volkswagen would replace the Chevrolet. The idea startled us 
because we have assumed for some time that the Volkswagen has replaced the 
Chevrolet—as it was, not as it is. It seems to be a fact that the American 
small car is so busy replacing the big car that it has left a neat vacuum, and 
little imported cars are literally being invited to fill this space as fast as they 
can move in. Another question seems much more critical to Detroit: Has 
the Chevrolet replaced the Buick—and can changing advertising agencies re- 
verse a trend that can only be blamed on lack of basic planning? 

But perhaps the most important feature in a definition of planning, and of 
the design that takes place within its orbit, is this: Planning acknowledges that 
a product must relate to its next larger context. In the case of a refrigerator, 
it is the kitchen; in the case of the automobile, what? The city, the roadscape, 
When anything as domineering as the car finally reaches the point of violating 
the next larger context, it cannot get away with being just a bother; it becomes 
the object of ridicule, and ultimately of civic action. 

It hardly seems necessary for the mayor of a large city to point out to car 
manufacturers that their product will no longer work in the existing community, 
for it is here that planning should begin. And yet it was necessary. 

Mayor Wagner of New York may be annoyed because a Cadillac takes up two 
parking meter spaces, but his protest simply backs up, with the weight of civic 
authority, the unheeded cries of the American consumer, who for years has 
been unable to get his car into a standard garage. 


I think—I read that because I think in a way I am answering the 
uestions posed in that article. And that is that as an industrial 
esigner, my concerns have to do with what people’s real needs are. 

It has not been my experience that our clients or our businesses, 
large and small, want to depend on as Mrs. Porter says, phony glitter. 
There is too much at stake. 

One of their main concerns has to do with the real problem of intro- 
ducing innovation into new products. I cannot think—we have some 
20 or more clients in the various industries we work for today. I 
cannot think of more than 1 or 2 who used new styling as a method to 
insure use of their product. 

One, as is obvious, is the furniture industry. The furniture in- 
dustry changes styles four times a year but I might add that the costs 
of changing styles are negligible. They just simply set the same 
tools up a little differently, and I might also add that they do not, in 
fact, change the styles available to the consuming public. 

They only add new styles, new looks. Those styles after they are 
rejected are shortly dropped. 

Senator Keravuver. One big difference, I think it is well to point 
out, is that so mony furniture manufacturers have changed their 
styling. If one changes his styling because it does not work, it means 
people can still get other styles. 

Mr. LatrHam. That is correct. 
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Senator Kerauver. But where we have substantial uniformity on 
the part of the few big automobile companies, if the leader makes a 
mistake, others follow the leader, then it is a tragedy for the company 
and the country too, is it not? 

Mr. Laruam. In the case of a mistake, it could be, yes. 

I brought with me something that I wanted to read, which has been 
the source of some amusement in our own office to show you how de- 
signers’ minds work. To point out what I am trying to say that there 
gre definitely different attitudes about styling as a means to ob- 
solescence and this happens to be a full page ad run by the Rolls 
Royce people recently and I only comment on two points they make and 
they number each point. 


Point No. 5: The famous Rolls Royce radiator has never been changed except 
that when Sir Henry Royce died in 1983 the monogram “RR” was changed from 
red to black. 


Point No. 19: The Bentley is made by Rolls Royce except for the radiators. 


They are identical motorcars manufactured by the same engineers in the same 
works. 


The Bentley costs $300 less because its radiator is simpler to make. People who 
feel diffident about driving a Rolls Royce can buy a Bentley. 
So there are differences of opinion. 


I would like to go on record as saying I believe that planned ob- 
solescence when it has to do with genuinely new good products which 

rform a work job better, by bringing technology to the consumer, 
Rappen to believe is a good way for American industry to keep going 
inour present free enterprise system. 


I do not believe, as Mr. Teague pointed out, that styled obsolescence 
isa long-term objective for American industry. 


Senator Keravver. All right. Any questions of Mr. Latham ? 
Senator Carroll ? 


Senator Carroty. You have been very helpful to me, Mr. Latham. 
Mr. Larnam. Thank you. 


Senator Keravver. Mr. Dixon? 

Mr. Drxon. No, sir. 

Senator Kerauver. Mr. Chumbris. 

Mr. Cuumertis. I have just one comment. I would like to refer to 
Mr. Colbert, president of Chevalier: in a colloquy with you, Mr. Chair- 


man, regarding why they change styling and engineering of a car. 
Senator Kefauver asks: 


Mr. Colbert, would you reconcile that in your statement at page 8? At the 
bottom of the page you said in 1954 our share slipped to 13.1 percent. 

Mr. Corznert. Yes. 

Senator Kerauver. Your competitive response to this challenge was to bring 
out your 1955 models? 

Mr. Cotzert. Yes. 

Senator Kerauver. Would that indicate 1955, when you saw your business 
slipping, you got out a new model? But here you say it takes to 10 years to 
make a new model. 

Mr. Corzert. That is correct. The statements are perfectly consistent. 

Tn 1954 I would tell you a little bit how we got into trouble there. We were 
trying to bring out a smaller car. Our management in 1949 had made a decision 
that it was time to start thinking about a smaller car in this country, and we 
went to work, our stylists and our engineers, to bring out a smaller car. Our 
198 cars were of shorter wheelbase, smaller cars than we had been building in 
Previous years. 

AsI say, we made that decision in 1949. We thought we had made a wonderful 
step in progress and were going to swamp the industry with the smaller car. 
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The reason I bring that out is that those people who are managing 
that particular corporation have to make those decisions. 
Mr. Laruam. That is right. 

Mr. Cuumemris. They have to foresee into the future what the 
think the public will buy. They are entrusted with operating that 
peetonlas corporation for the interests of themselves, their stock. 

olders and the general public, and the automobile business. The 
are the ones who have to make that decision. We can sit here a 
discuss what we think is good styling of a car or a good model, a big 
car or small car, because all these questions were asked of the wit. 
nesses of the Big Four companies—Chrysler, Ford, General Motors, 
and American Motors. 

So they still have that decision to make as to what they think the 
public wants. If they guess wrong, they have to pay for it. For 
instance, I read just the other day Chrysler made a change in some 
of their higher staff of officers because of the terrific slump in their 
sale of cars for the last 3 months. 

Mr. Laruam. That certainly is correct and that is a very large 
responsibility they have. 

Senator Keravuver. Mr. Peck, any questions? 

Mr. Peck. No, thank you, Mr. Chairman. 

Senator Carroti. Mr. Chairman, if I may comment on this point. 
Of course the issue is, as I conceive it to be from these questions, 
whether or not because of a planned styling obsolescence, a buyer's 
resistance is being produced. 

When we had some of the auto executives before this committee, 
including Mr. Curtice of General Motors, I asked Mr. Curtice the 
question whether or not they felt that they had priced themselves out 
of the market and the answer generally was “No.” 

There is a cumulative type of evidence that there is a continued 
buyer’s resistance and pricewise it is out of the market. This comes 
from dealers and other sources so we come back to the question, it 
seems to me, of whether by this constant change in styling the tre- 
mendous expense which is borne by the consumer, and the tremendous 
cost of advertising over radio and television which is borne in 4 
sense by the Government as an operating expense, whether or not this 
is in the public interest, whether or not it is, let’s say, in the buyer's 
interest. 

In any event, we are not selling automobiles. That was the pur- 
pose of my putting these questions, not contesting their decisions be- 
cause they have to make their decisions. But I suspect the real pur- 
pose of all this testimony is to determine if we can discover what 1s 
holding back buyers or creating buyers resistance. I suspect that that 
was at least the purpose of Sylvia Porter’s four questions. And, 
also, really what to do about it. 

Senator Kerauver. Do you wish to make any comment, Mr. 
Latham? 

Mr. Larnam. I do not know how to respond. I am on the record 
as saying I believe in long-range planning and product planning. 

Senator Krravver. I think Senator Carroll stated some of the im- 
portant problems and issues. 

As I understand the main burden of your presentation, Mr. Latham, 
and it has been very interesting, it is that whenever style planning 
gets away from functional improvement or some real improvement 
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jn the sense of an invention or the useability of a product, whether 
itisan automobile or something else, then there is liable to be trouble. 
Mr. Larnam. That is correct. 


Senator Keravuver. You think that does happen in automobiles and 
ithas been so in recent years? 


Mr. Larnam. I have said so on the air and in writing. 

Senator Krravver. I do not know what next year’s cars will finally 
Jook like, but here is an article of April 21, 1958, by Douglas Larsen, 
from Detroit. The headline says: 


1959 cars will have more fins and gadgets, more engine economy. 
' Imight read the first few paragraphs: 


A more basic automobile, mechanically, but decked in flashy costume jewelry, 
is what Detroit hopes will be next year’s answer to this year’s bust in the car 
business. 

In the low-price range more six-cylinder cars will be built with little or no 
automatic and power equipment. But these models will be dressed up with 
such things as higher fins, headlight, and taillight gadgets and multicolored 
aluminum trim. 

The same treatment is planned for the medium and higher price lines. Extra 
mechanical equipment will be kept to a minimum, with the outward appearances 
and styling considerably jazzed up. 

Suffering auto industry executives are gambling that the American car buyer 
wants to make this compromise in the cars he is going to buy in 1959. 


It is an interesting bit of advance news. 

(The article may be found in the appendix on p. 3993.) 

Senator Keravuver. Mr. Latham’s statement will be included in the 
record at this point. 

(The statement is as follows :) 


STATEMENT OF RicHARD S. LATHAM, INDUSTRIAL DesiIcneR, CHICAGO, ILL. 


As a partner in a firm concerned with the practice of industrial design, I am 
constantly working with the appearance and use function design of mass-manu- 
factured products. As a consultant to industries making consumer goods, we 
are called upon to work in the areas of styling, design, and product planning. 
It is to our own best interests and the best interests of our clients, who are cor- 
porations using these three areas in connection with the production of their 
products, to know as much as possible about what each area stands for and 
how it applies in a free-enterprise system devoted to the manufacture and sales 
of products. 

We are constantly working with and learning more about each area. We do 
not know all there is to know about each one and we are continually learning 
more and changing our ideas and attitudes as to their purpose and application. 
There have been a great many words spoken and written on styling, design, 
product planning, and the annual model change in the United States. There seem 
to be as many opinions as there are people to express them. The opinions I 
éxpress can only be personal and do not necessarily represent any client I may 
work for or any group I may belong to, such as-the American Society of Indus- 
trial Designers. My personal opinions are based on actually working with all 
of those things as a part of the industrial system in this country. I have spoken, 
in person and on the radio, and I have written about these subjects. I have only 
one attitude, and that is, we all must learn more about them and their use in 
our system in order to insure a continuation of the system in an atmosphere of 
prosperity. 

It seems to me that the system works well, and if there is doubt and confusion, 
it stems directly from not understanding the fundamentals of the system itself 
and how they must work in order to be good for people in general and to survive. 
Ican only refer to previous opinions I have expressed in an attempt to lessen 
the confusion by creating a better understanding of the pieces that do compose 
itand their intelligent use. 
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On May 12, 1957, I participated in a radio program, the Northwestern Uni. 
versity Reviewing Stand. The specific idea behind this program was to give 
public knowledge to the fact that industries in this country use two approaches to 
the appearance of a product, styling and design. I believe the points were made 
clear by the panel. The show was taped and later reprinted verbatim by Motor 
Life magazine. I refer you to that article in its entirety, and I quote: 

“Mr. McBurney. Now we’re talking about styling and design. Mr. Latham, 
what’s the difference? 

“Mr. LatHam. This concerns me because there’s a definite difference between 
the two. My own definition is sort of confused because I think that designers 
and stylists, on occasion, are just as confused as the public. It goes something 
like this: Styling has to do with trends and fashion. It seems to have a legiti. 
mate purpose in life and that purpose seems to be to create an appearance or g 
character or a form that is the most appropriate at the moment. I kind of 
think this ties up with the so-called annual model change that you hear a great 
deal about in the publicity from Detroit.” 

Design, by dictionary definition, at any rate, has another purpose in life, It 
seems to be that when you design a product or things, what you're trying to do 
is find the most appropriate possible, or the rightest possible look or quality 
for that product. The hope is to keep it looking as good as long as possible, 
Now these are two different objectives, I believe. 

Mr. McBurney. If we may take this distinction, Mr. Walker, are you then con- 
cerned primarily with styling in the automobile business? 

Mr. WALKER. Styling, of course, definitely. But we have to know the func 
tionalism of the product. And we can’t disregard, at any time, good manufac. 
turing, which again is engineering. And engineering is so vital, as far as we 
are concerned, that they go hand in hand in an article. If it does not have 
good functionalism, it should never be on the market just for good styling. We 
don’t separate the two and say that just for beauty it will win. It won’t win, 

Of any two articles of equal utility, however, the public will always veer to- 
ward the more attractive if they also know, or are quite sure, it has a good en- 
gineering job for its functional role. 

If the public knows that all the cars are put together well and are engi- 
neered correctly, with good engines, good style is what they’ll buy. 

If we’d look back again at the cars of 1920, I’m sure that we could not gell 
that car to the public. There would be no one, I’m quite sure, who would buy 
an automobile that looks like a car of the 1920’s. It’s the tempo of the times. 

Mr. LatrHam. I can’t help agree that the public will give up something—ob- 
viously they’ve given up a great deal to get some of the style trends that they're 
so willing to accept, and not just in automobiles. How comfortable is the suit 
you are wearing, Mr. Folds? 

However, it seems to me that when Mr. Walker talks he describes an activity 
of design or styling which is quite a little different from the kind of activity that 
I’m generally concerned with. Most of the products we deal with have to be 
designed, not only as I said hopefully, to look as good as long as possible—be- 
cause they’re going to be around for quite a while—but they have to fit rather 
gracefully or look appropriate in their surroundings. 

For instance, china has to look good on a table with the silver that goes with 
it. Furniture has to go into the living room and fit well with the drapery and 
floor coverings. Major appliances compose a kitchen, a major appliance is 
not a kitchen. So there has to be a great deal of thought given to how well these 
things work with each other in terms of appearance, design, and use function. 

The thought that occurs to me is that apparently you are not too concerned, 
Mr. Walker, about the fact that an automobile fits its next larger context, which 
is the country, the street, and the city. Is that unfair? 

Mr. WaLkKeER. I think you are definitely right about the chinaware and silver- 
ware. Itistradition. A great thing. They keep them for years. 

But a majority of other things, the products for the kitchen as well as the 
automobile, are outmoded. When we do an automobile, we make it better if 
we can so that functionalism and style go hand in hand with good engineering 
and manufacturing. 

Mr. LatHam. Let me see if I can reexamine what we are saying to each other. 
What I am trying to say, and probably rather badly, is that we don’t try to 
outstyle ourselves by the annual model change in general. We change the name 
plate on a refrigerator from year to year, probably more than any other re@ 
son so it can be identified as to which year’s model it is. 
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However, as innovation comes along and the use function of an appliance, or 
the materials which make up or compose these products change, we change. 
It is because a new use function or new innovation allows you to produce a 
completely new product which does a better job. 

It seems to me what I’m trying to express is that this is where we get our 

: and that’s the use function; innovation and invention. What you’re 
saying is that your changes are based to a great extent on appearance, character 
and/or styling, as you call it. 

In the February issue of Industrial Design magazine I wrote an editorial 
called, Is This Change Necessary? The content of this article was devoted 
to exploring the annual model change as a concept for the sales of consumer 

It was my intention to lay out in one article the various attitudes and 
ches that American industry have today on this subject. I refer you to 
this article in its entirety, and I quote: 

“In other words, there are cycles of production that are completely natural 
to certain industries, and there is a cycle of refinement and improvement that 
isalsonatural. Just what this cycle is depends on both the nature of the industry 
and the demand for its products. In some industries, sales are such that a 
natural retooling cycle is now close to 1 year. 

‘Detroit's pattern of change is not one that suits most industries—nor is it, 
to our mind, one that suits America’s most critical consumer industry either. 
Styled obsolescence, as we have indicated, suffices in some industries, but it 
cannot be depended on to perform the monumental miracles that Detroit asks 
of it—and indeed needs of it. For styled obsolescence is not planned obsolescence, 
since styling is a piecemeal (short term) rather than goal-oriented (long term) 
activity. Too often such ‘goals’ as exists in the industry have to do with the 
next product on the agenda, not with a purposeful course toward the future. 
Styled obsolescence cannot help getting itself up blind alleys where it must wait, 
often desperately, for some technological miracle to show it the way out.” 

In the October 1956 issue of Industrial Design, I wrote an editorial concerned 
with product planning as a new and better way to relate all the various activities 
which compose the origin of new products. I refer you to that article and I 

uote : 

. “One thing is clear: no individual can invent enough new products to maintain 
alarge company today. Most manufacturers recognize this fact. The significant 
thing is that they don’t know what to do about it.” 

The American manufacturing economy is a very complex affair, so complex 
that it can only be maintained by the application of certain workable patterns— 
call them formulas. This process of assimilating large and complex problems 
by reducing them to known, understandable formulas is a very valuable human 
invention. It works so well that our culture has been able to build up and 
maintain a problem called industry that is so huge and complex that no one man 
is capable of understanding all of it or even any large part of it; it is understood 
and maintained by men using formulas. 

The trouble with formulas is that once you find them and they work, you do 
not want change. The trouble with success is that once you have it, a change 
in the patterns that produced it is not rational. This is the exact position in- 
dustry finds itself in today; it has formulas and it has success, therefore it is 
reticent to change. Yet industry is beginning to perceive that some kind of 
change is necessary. The question is, What kind of change and where? 

One of industry’s jobs is to produce products which answer a human need 
and then to sell them. The pattern for doing this has been established: design, 
merchandising, and advertising. Each of these has been reduced to a formula. 
Bach works, and when applied with continuity the product sells and is successful, 
orso the story goes. Many men are convinced that it is true. 

We are not convinced. Products which are well designed, thoroughly merch- 
andised, and completely advertised are failing. Companies which make products 
and apply all of these formulas in the most modern and complete sense are 
failing. Men with a long and successful management record, men with all the 
know-how of advertising, marketing, styling, and the hard sell, are failing. 
Whole industries are disappearing; obviously something more is needed. 

The unbelievable duplication of products and the widely accepted “fact” that 
asmall company finds it impossible to survive in the face of “size” also point to 
aneed. The continued mergers which are explained as “Diversification” point 
toa need. How do these three unrelated facts correlate? They all have to 
do with useful products that satisfy a need, and the buying public’s attitude 
toward them. 
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The fact is that the familiar formulas for design and merchandising are yp 
longer good enough. Something new has to be found. We believe that this 
something new has to do with the process of product planning. We belieye there 
is a need for a whole new approach to this problem of getting new and usefy 
products, and that is what we'd like to talk about. 

Mr. Dixon. Mr. Chairman, in line with just what you have pointed 
out from that article by Douglas Larsen, in this week’s U. S. News & 
World Report, May 2, 1958 issue, the front cover headline is “What's 
Next in Autos?” 

On pages 36 through 45, is an article dealing with what is next 
in autos. Briefly it points out they are to be bigger, just as powerfl 
and cheaper to operate. The views that are set forth on these pages 
came from interviews with the leaders of the automobile industry 
themselves. 

On page 44 and 45 are four very short statements from the automo- 
bile company top executives, each of whom appeared before this 
subcommittee. 

There is a statement by Mr. Harlow H. Curtice, the president of 
General Motors; Mr. Theodore Yntema, vice president of finance of 
the Ford Motor Co.; Mr. Lester Colbert, president of Chrysler Corp,; 
and Mr. George Romney, president of American Motors Corp. 

I believe, sir, that since the statements are very short, and because the 
conclusions reached apparently were taken from statements and from 
interviews, it might be well if they were made a part of the record. 

Senator Keravuver. Very well. We will make it part of the record, 

Mr. Cuumeris. We ought to put in the whole article. 

Senator Kerauver. It does not seem to be long. We will put in the 
whole article but we will leave out the photographs. 

(The article referred to may be found in the appendix on p. 4089.) 

Senator Kreravuver. Tomorrow we meet in room 457 at 10 o’clock. 
oh witnesses at that time will be Dr. Daniel B. Suits and Dr. Gregory 

. Chow. 

Mr. Latham, we are very grateful to you for being with us. We 
will recess until tomorrow at 10 o’clock. 

(Whereupon, at 1:05 p. m. the committee was recessed, to reconvene 
at 10 a. m. Thursday, May 1, 1958.) 
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THURSDAY, MAY 1, 1958 


Unirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monoroiy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
457 Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter N. Chumbris, minority counsel; 
Theodore T. Peck, counsel to Senator Dirksen; Peter Posmantur, at- 
toney; Dr. E. Wayles Browne, Jr., economist; and Carlile Bolton- 
§mith, counsel to Senator Wiley. 

Senator Keravver. The committee will come to order. 

Today we will hear from two economists who have made detailed 
studies of the effect of price changes on the sales of automobiles. 

The effective operatior. of free enterprise depends on the effective- 
ness of price to influence demand and the willingness of industry to 
alter its prices in the face of falling demand. At our previous hear- 
ings on the automobile industry, the manufacturers expressed their 
doubt that price reductions would have any significant effect in 
promoting demand. 

In contrast, a panel of dealers brought before our subcommittee 
by the National Automobile Dealers Association and representing 
every part of the country was in unanimous agreement that the rea- 
son for the current decline in automobile sales was simply that the 
automobile manufacturers have priced themselves out of the market. 
The dealers comprise the last stage in the flow of automobiles to the 
consumer, and they should, therefore, have the most immediate 
knowledge of why the consumer is, or more appropriately is not, 


buying. 

Saabarday: Prof. George Katona of the University of Michigan 
lained how complex the reactions of consumers are. Many factors 
uence the demand for automobiles, of which price is only one. 
The problem is to isolate the effects of a price change from changes 
in the other factors which affect automobile demand and then to 
determine with some degree of accuracy exactly how much sales 
would increase if price were reduced by a given percentage. 

Although it may seem to be a hopeless undertaking, we should not 

too pessimistic about the possibility of answering this question. 
Today, we shall hear testimony from two economists who, through 
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the use of complicated mathematical techniques, have endeavored 
to provide an answer. 

t me say their calculations were not made just upon theory. 
are taken from actual experience of what has happened over a long 
period of time. 

We will first hear from Dr. Gregory C. Chow. Dr. Chow is agsist. 
ant professor of statistics at the Massachusetts Institute of Techno] 
and the author of a recently published, thoroughgoing book on fe 
demand for automobiles, Demand for Automobiles in the United 
States. This book was published in 1957. It is a very illuminating 
Seperate analysis. . 

Then we will hear from Dr. Daniel B. Suits. Dr. Suits is associate 
professor of economics at the University of Michigan. Dr. Suits’ study 
of the demand for automobiles was financed by a grant from the Ford 
Motor Co., and is shortly to be published in the Review of Economics 
and Statistics. 

This branch of economics is not an easy field—the questions it seeks 
to answer are difficult ones indeed and the discipline itself is relatively 
young. In view of this fact, we should not be surprised if there is some 
diversity of opinion. Yet, I must ask you to have patience, for we 
have requested the appearance of these witnesses so that we may hear 
their scholarly and unbiased opinions on the problems at hand. Al- 
though I am sure that both Dr. Suits and Dr. Chow will endeavor to 
explain their results to us in as simple terms as possible, I should not 
be surprised if some of their testimony will tax our understanding, 
Yet we should listen carefully, for their conclusions may not only 
help us to answer the question, “What has happened to the demand for 
automobiles?” but may help us in answering the further question, 
“What can we do about it?” 

Dr. Chow, members of the staff of the committee are present. 
Other members will be present later. Your testimony and the testi- 
mony of Dr. Suits will be studied by the members of this committee, 
It will be of great public interest and of lasting value, and of imme- 
diate value to the executives in the automobile industry and to the 
leaders of organized labor, and the United Automobile Workers 
specifically. 

Mr. Dixon, you have something to offer for the record. 

Mr. Drxon. Mr. Chairman, Mr. Chumbris has requested that an 
article entitled “Who Gets the Dollars You Pay for a Car,” which 
appeared in the U. S. News & World Report on April 25, 1958, 
be made a part of the record. It appears to be about two and a half 
pages in length, and I suggest it be made a part of the record. 

r. Chairman, I looked through this article hurriedly, and I note 
that the article depicts a 10-year story of what happened to an auto- 
mobile dollar. For instance, on the second page, it has an average car 
10 years ago, and on the third page an average car of today, and it sup- 
posedly reflects the cost of labor, taxes, materials, and services. 1 
note that it says this is based on basic data provided by the General 
Motors Corp., Automobile Manufacturers Association, the National 
Automobile Dealers Association, and the Internal Revenue Service. 

You will remember we tried to get this information from the auto- 
mobile companies, and they did not give it to us; in fact, they refused 
to give it to us. I think this is very valuable information, if it 38 
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grrect. On the other hand, we could not get the basic data. I wonder 
ghere these people got it and how reliable it is. _ ; 

Senator Keravuver. In any event, the article is a companion article 
ip the ones previously put into the record, and will follow the other 
articles. I agree with you that they apparently contain some items of 
est Which were denied tothe subcommittee. 

Mr, Dixon. What do you think of my writing to United States 
News and World Report, and putting their reply into the record. It 
may be of value, if we can get the basic data. 

Bator Kerravuver. You may write to them. Of course, they may 
have some sources of information they may not wish to reveal. But 
we will see what their answer is. 

Mr. Drxon. Yes. 

(The article referred to may be found in the appendix on p. 4086. 
(Correspondence relating to the reply may be found on page 4154.) 


STATEMENT OF GREGORY CHOW, ASSISTANT PROFESSOR OF STA- 
TISTICS, MASSACHUSETTS INSTITUTE OF TECHNOLOGY 


Senator Kerauver. Dr. Chow, we are going to hear you first. We 
are very glad to have you with us. I have some familiarity with your 
satement. Your statement, together with the charts and diagrams, 
will be printed in the record in full, so you can read your statement 
orexplain it or handle the matter any way you wish. 

If you wish to make any preliminary additional statement as to 
the background and the research involved, and just how you secured 
all of these figures and calculations, we would be very glad if you 
would do so. 

Mr. Cuow. Thank you, Mr. Chairman. 

Senator Keravuver. All right, Dr. Chow. You may proceed, sir. 

Mr. Cuow. I am with the Massachusetts Institute of Technology, 
id this study I am going to report to you today was made while 
Iwas at the University of Chicago. 

I did assemble a fair amount of data, empirical data, to try to 
study the effect of price and the effect of income on automobile con- 
sumption as well as automobile sales. 

Today, L would like to talk 

Senator Keravuver. You based your study on actual experience of 
past years, isthat right? Is that what you did? 

Mr. Cuow. Yes. What I tried to do is to use historical data to 
observe the effects of changes in prices and changes in income on 
the change in automobile sales. 

Senator Keravuver. Over a period of how many years have you 
based your study and conclusions 4 

Mr. Cuow. I studied the automobile sales for a period of thirty- 
sme years, starting from 1921 to 1953, and the results of my study 
vere carried forward to forecast sales for 1954, 1955, 1956, and 1957. 
And the result turned out to be fairly close; and in the year 1955, I 
did underestimate sales somewhat. 

Senator Kerauver. So did everybody else in 1955. There were 
‘ome unusual happenings that year in the way of extension of credit, 
ind so forth. In any case, the calculations you have made based upon 
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the data you have assembled have given results which over the year 
have tended to be accurate ? 

Mr. Cuow. Yes; they have. 

Senator Keravver. Your studies actually go from 1921 on up to the 
present time ? 

Mr. Cuow. Yes. 


_ Senator Keravver. Some of your detailed calculations are contained 
in Demand for Automobiles in the United States, a Study in Consumep 
Durables, by G. C. Chow, published in 1957; is that correct? 

Mr. Crow. Yes. 

Senator Kerauver. We ro as well give your book a recommen. 
dation while we are at it. I do not suppose this has a great sales 
demand a those interested in historical novels or mystery stories, 

Mr. Cuow. I do not think that there will be—the sales for this book 
will not be too high. I think it was written in such technical lan 
that although the subject matter is of interest to a lot of people, the 
language prohibits a number of interested people to read it 

_ Senator Keravver. I would be interested, but some of these equa- 
tions are very bafiling to me. They look like Albert Einstein’s, 

All right, sir, you may proceed. 

Mr. Cuow. What I would like to do would be to apply the effects of 
changes in price and income on automobile sales which I have found 
in the study, to some practical problems. 

_ What are the most important factors affecting sales of automobiles 
in the United States, especially in the year of 1958 ? 

How do these factors operate to affect sales in this current year, and 
how large are their effects quantitatively speaking ? 

If we can answer these questions, ‘aa we will be able to predict 
what the sales in 1958 will be under the assumption that we are not 
doing anything about it. 

We will also be able to know what the effects of different possible 
measures are if we are going to take them. 

It is my estimate that in the year 1958, automobile sales will dro 
from 6 million in the last year to 5 million, assuming that disposable 
income will go down by 1 percent. 

If we assume that disposable income would go down by 8 percent, 
then the drop in automobile sales would be down to 4.6 million rather 
than 5 million. 

What can we do about it? Ifthe price of automobiles were lowered 
by 15 percent, then we will raise the 5 million figure to 6 million. 

If the price were to be decreased by 20 percent, then we will be able 
to raise the 4.6 million figure to 6 million. 

I wonder if I could use the blackboard for this purpose. 

If we equate the 2 predictions I made, and also the 2 measures of 
effectiveness of price policy here, you will remember in 1957 total car 
sales were something like 6 million. Now what happened in 1958! 

As I stated, the sales will be equal to 5 million under the assump- 
tion that disposable income dropped by 1 percent. é 3 

Senator Krrauver. What do you mean by “disposable income”! 

Mr. Cxow. I mean the disposable income in money terms as Te 
ported by the Department of Commerce, income after taxes. 

Senator Kerauver. Income after taxes? 

Mr. Cuow. Yes. 

Senator Kzravver. Proceed. 
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Mr. Cuow. And sales will be down to 4.6 million under the assump- 
tion that the amount of income available to the American people goes 
down by 3 percent. 

As far as the effectiveness of price policy 

Senator Krerauver. Suppose it goes down 5 percent. 

Mr. Cuow. If it goes down 5 percent, then I think sales would drop 
by—drop to around 4.2 million, roughly speaking. 

Concerning the effectiveness of possible actions of price policy, 
how large a decrease in price is necessary in order to raise the 5 mil- 
lion figure to 6 million? And I tried—as I will try to explain later, 
we need a price drop of 15 percent in order to raise this 5 million 
figure to 6 million, and we also will need a price drop of 20 percent in 
order to raise the 4.6 million figure to 6 million. 

These are my main conclusions. I do not think that these predic- 
tions or conclusions should be taken too seriously unless the way by 
which they are derived can be shown to be valid. 

Senator Kerauver. Before you start that, Mr. Chumbris has a 
question. 

Mr. Cuumeris. Are your calculations due to the normal course of 
events in the automobile business? Or do they take into considera- 
tion unusual factors? 

Mr. Cuow. Well, I do not think it will take into consideration the 
kind of, well, the unusual factors such as if we were to have a war 
or something. But it will take into account all the normal events 
that I can anticipate. 

Mr. Cuumpris. For instance, Dr. Katona said yesterday that the 
people have the money, that there are greater savings for the first 3 
months in 1958 over 1957, but he said that there has been a pessimism 
that has set in about the latter part of 1957, and more conclusively by 
the middle of December of 1957, and he attributed that as one of the 
outstanding factors as to why people are not buying cars. Would 
that factor alter your calculation ¢ 

Mr. Cuow. No, I do not think so, so far as I can anticipate. No. 

Mr. Cuumpris. How do you account for the fact that the estimate 
now is that 4.2 million cars are going to be sold in 1958, and the dis- 
posable income, as I understand it, has not dropped 5 percent ? 

Mr. Cuow. No. But, you see, when you look at the factor of ex- 
pectation, it may affect sales in the short run. I mean I would not be 
able to tell you what sales will be in the next month. I think these 
figures are applicable for a period, let’s say for a year. I mean, I 
really don’t believe that people would be pessimistic for no reason, 
and let’s say you assume that the depression is not going to go down 
any more, then I think that people cannot be pessimistic forever. 
So my figures would not apply to monthly sales. I think they would 
sppty to a period, let’s say, of at least for a year. 

r. Drxon. Dr. Chow, in line with what Mr. Chumbris has said, if 
I understood your preliminary remarks, the assumptions you have 
now placed upon the blackboard are predicated upon past experience 
that you have studied; is that correct ? 

Mr. Cuow. Yes. 

Mr. Dixon. Certainly in studying past experience, there have been 
ory when there has been a lack of confidence in good times, haven’t 

ere? 
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Mr. Cuow. Yes. 

Mr. Drxon. So what you have done is to take experience which hag 
actually happened, and using that as a basis, you have made thes 
predictions that you have now moved into 1958. 

Mr. Cuow. Yes. That is exactly what I have done. 

Mr. Drxon. In other words, you are using actual experience to make 
yourassumption. It is based upon actual, factual experience. 

Mr. Cuow. Yes. 

Mr. Cuumerrts. The point I bring out, Dr. Chow, as I understand it, 
the disposable income has dropped 1 percent at this time. 

Mr. Cuow. Yes. 

Mr. Cuumpris. Therefore, on an average of 5 million sales, we 
would have enough sales in the first 4 months—because we are in 
May now—so that, projected for the full year, you would reach 5 
million; and we have only 4.2 million. So, therefore, we would have 
to have almost, for the next 8 months, sales at a rate of about 59 
million to 6 million to bring you to an average of 5 million, if that 
disposable income is maintained at a 1 percent drop. 

Mr. Cuow. I think if the disposable income were to maintain ata 
drop of 1 percent, then I don’t think that the current rate can ¢on- 
tinue, the current monthly sales. I think that—I am looking at the 
annual figure. I don’t think that the current rate of monthly sales or 
quarterly sales could be extended to an annual figure, as you have 
indicated. I think if our disposable income remains at 1 percent 
below the 1957 level, we will be able to—there are other factors in- 
volved, also, but—just looking at the effect of income alone, I think 
that this 1 percent drop in income will decrease automobile sales by 
one million. This is the statement I am making. 

Mr. Cuvmeris. Yes. But the point I am making is that we know 
from the first 4 months of 1958—we have a guide now, we are not just 
guessing—we know the expectancies of sales for 1958. If everything 
maintains the same pattern as it has done for the first 4 months, 
we will have 4.2 million sales of cars. 

Therefore, if we are to reach the 5 million level which you point out, 
we will have to sell anywhere from 5.9 million—because we have 
only 8 months to go—to 6 million to bring it up to an average of 5 
million for the year. 

Dr. Buatr. Dr. Chow, may I just add the comment here that Mr, 
Chumbris is speaking in terms of the change in income alone. Of 
course, he has ignored the effect of the increase in price which did 
occur. 

Mr. Cuvumprtis. I am just using Dr. Chow’s figures. I am not tak- 
ing any other assumption except that one assumption, 

Dr. Buarr. Based upon the increase in price which did occur, and 
the change in income that you anticipate, by how much do you expect 
sales of automobiles in 1958 to be below 1957 ? 

Mr. Cnow. In other words, I think that I will have to make a pre- 
diction as to how deep the depression will go. In other words, what 
would the 1958 level of disposable income be? And this is something 
that I would hesitate to forecast. 

You see, the kind of forecasts I can make is only conditional, condi- 
tional on changes of income and other things that I will be presenting 
later. And in order to make a prediction outright, I will have to 
make assumptions as to the changes in prices and changes in income. 
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So that I think it would be better for me to make a conditional pre- 
diction conditioned on different changes in income that may occur. 

Dr. Buarr. I was just trying to make the point that there did occur 
a price increase on the 1958 models, which must be taken into consid- 
eration in even your conditional forecasts. 

Mr. Cuow. Yes. And I should say that this forecast was made on 
the assumption that income was the only factor which was changing. 

Dr. Buarr. That is right. 

Mr. Cuow. And I suppose that these numbers would be much more 
meaningful if I have a chance to elaborate on them as time goes on. 

Senator Kerauver. All right, you go on, and we will try to with- 
hold our questions. 

Mr. Cuumpris. I have read his paper, and I know what he is going 
tosay. My questions are predicated on what he is saying now and 
what he is going to say through the rest of his statement. 

Senator Kerauver. I know what he is going to say. I read his 

aper. 

. You proceed, Dr. Chow. 

Mr. Cuow. To understand the mechanism governing sales of auto- 
mobiles, first of all we have to understand the mechanism governing 
automobile ownership. ; 

People buy automobiles because they want to use automobiles, and 
their wants are satisfied not only by the new cars that they have just 
bought, but by the total number of automobiles in existence. So 
that the demand for automobile services actually is a demand for 
automobile ownership rather than the demand for purchase. 

The demand for purchase is derived from the demand for auto- 
mobile ownership. 

So, first of all, I would like to present a mechanism as I under- 
stand it, which governs the demand for automobile ownership. 

I have spoken of the word “ownership” without defining it very 
precisely. [et me define what I mean by automobile ownership. 

One measure of automobile ownership would be the number of 
automobiles registered in the country, the total registration. I think 
that this measure is defective in the sense that if we count 1 car as 1 
car, irrespective of age, we will be treating 2 automobiles—1 of the 
current year model and 1 of, let’s say, a 10-year-old model—to be 
the same thing; and 2 persons, 1 owning a current year model auto- 
mobile and the other owning a 10-year-old model, would be considered 
tohave the same level of automobile ownership. But, actually, these 
Zautomobiles are not identical. 

The level of ownership in the one case certainly is higher than in 
the other, and the question is, By how much are these two auto- 
mobiles different in terms of units ? 

Well, we can get some idea of the difference by looking at the rela- 
tive prices. If the current-year model sells for $2,000 and if the 
10-year-old model sells for $200, then I think that 1 is 10 times as 
valuable as the other. If we count the 1 as 1 unit, the new car as 1 
unit, then the 10-year-old car would be a tenth of a unit. 

So that the measure of automobile ownership really depends on 
how much the new car is worth as compared with the used cars, 
and I have observed the relative prices of automobiles of different 
age groups at one point in time. 











3172 ADMINISTERED PRICES 


I have found that historically, approximately 25 percent ig de. 
preciated in a year, roughly speaking, so that if we count a new car ag 
1 unit, we will count a 1-year-old car as one 0.75 unit, and a 2-year-old 
car as 75 percent of 75 percent, or something like a half unit, ete, 

In 1957, there were approximately 50 miffion cars registered on the 
road; but if we use our way of counting, there will be approxi- 
mately an ownership of 24 million. In other words, these 50 million 
cars that we owned in 1957 are equivalent to something like 24 million 
new automobiles, if we use the units that I have just defined. 

What determines automobile ownership? There are a number of 
factors. In fact, there are very many factors. 

One factor, probably by no means the most important, is popula- 
tion. I think we can understand the effect of population more intelli- 
gently if we postpone the effect of population until later and ask 
ourselves the question, What determines the automobile ownership 
per capita or per person ? 

The two major factors which govern automobile ownership per 
person are price and income. I have in my study tried to explain 
the variation in automobile ownership per capita as I have defined 
here by these two factors, price and income, and I have found that 
the variations in ownership can be explained to a very, very large 
extent by these two factors alone. 

So if we look at automobile ownership per capita, the two factors 
are income and price. 

What I mean by “income” is a measure of the purchasing power 
of the people. As people get richer there is a iendanet they would 
are the ability, to consume more of everything, including automo- 

iles. 

So we, in order to explain ownership per capita, want a measure 
of the purchasing power per capita. Disposable income per capita 
in constant dollars is such a measure. 

As far as the factor of price is concerned, what kind of measure 
do we want? 

First of all, we want the price of automobiles as compared with other 
commodities, not just the money price of the automobile alone. If the 
price of automobiles, let’s say, were to increase by 5 percent, and the 
price of other commodities in general increased by 5 percent also, 
then automobiles are not any more expensive relative to other com- 
modities, so that we want a measure of relative price—to what extent 
the automobile is expensive as compared with the other commodities. 

The second point we want to remember here is that we are talking 
about automobile ownership. We are treating automobiles as one 
commodity, as one group of commodities, and the price relevant 1s 
the price of the automobile as a group, is some average of new— 

Senator Keravuver. Just one minute. 

(Off the record. ) 

Senator Keravver. Allright, Dr. Chow. 

Mr. Cuow. I was explaining the factors affecting automobile own- 
ership, as I have defined it, per person in this country. 

These factors are, first, disposable income per person in constant 
dollars; and, second, it is the relative price of automobiles as 4 

roup. 
, What are the quantitative effects of these two factors? For ex- 
ample, if income were to go up by 1 percent, income per capita were 
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to go up by 1 percent, how would this affect people’s desire to own 
automobiles ? 

I have estimated that for every percent increase in per capita in- 
come, automobile ownership would be increased by 114 percent. 

How about the effect of price? I have also estimated that for 
every percent increase in price, there will be 0.6 percent drop in 
gutomobile ownership; it would decrease people’s desire of owner- 
ship by 0.6 percent. 

How are these figures arrived at? How can we observe the effect of 

r capita income on automobile ownership ? 

One way to observe it would be to see how many more automobiles 
the rich people own as compared with the poor. 

We have data gathered at one point in time about the ownership 
pattern of different families. 

If we look at 2 groups of families, 1 group 10 percent richer than 
the other, and we see how many more automobiles the first group 
owns as compared with the second, if the group which is 10 percent 
richer owns 15 percent more automobiles than the other group, then 
we find that for every 10 percent in income there will be a 15 percent 
increase in automobile ownership that corresponds with it. 

Ihave observed the changes in automobile ownership among people 
of different income groups, and I have found that for every 10 percent 
increase in income, there corresponds a 15 percent increase in automo- 
bile ownership. 

Senator Kerauver. That is over the average ? 

Mr. Cuow. That is over an average, and this applies to a wide range 
of income groups that we can talk about. 

Senator Kerauver. In talking about the increase in ownership, you 
are not talking about the increase in sales at this point? 

Mr. Cuow. No. 

Senator Kerauver. You are talking about the total number of cars 
that will be owned. Of course, that might be used cars, it might be 

Mr. Cuow. Yes, maybe used cars. And I have measured the auto- 
mobiles according to the equivalent units. A new car is a unit, and 
a l-year-old used car is .75 of a unit, and that is what I mean by 
ownership. 

Senator Kerauver. The ownership listed on the blackboard is 24 
nillion. 

Mr. Cuow. In the country, rather than 50 million which is the 
registration figure. 

Senator Kerauver. So it is the 24 million figure that you are talking 
about at this point. 

Mr. Cuow. Yes. 

How does one measure the quantitative effect of the price change? 
We can observe the simultaneous variations between price and owner- 
ship through time. 

If you will look at different years and see—let’s say we have 2 years, 
lyear the price is higher than the other. If these 2 years are years 
with the same income, we will see what the difference in automobile 
ownership is corresponding to the difference in prices in these 2 
years. 

So I have observed this historically for a period of some—30 some 
years as I have indicated a while ago and I have found that for an 
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increase in price of 1 percent, automobile ownership would be de. 
creased by something like six-tenths of 1 percent. 

What is the relationship between the demand for automobile own. 
ership and the demand for new purchase ? 

Well, first of all, if we were to make the assumption that people try 
to adjust their ownership level to the so-called desired level accordin 
to prices and income, what happened to the effect of prices and the 
effect of income on automobile sales ? 

Take the year 1957, for example; the automobile ownership is 24 mi. 
lion units. If people, let’s say if income had been 10 percent higher, 
people would be desiring to own 15 percent more automobile units, 

So it is 15 percent of that 24 million units. What happened to 
automobile sales ? 

Well, 15 percent of 24 million uits is about 60 percent of automobile 
sales, because sales in 1957 were 6 million units. 

So that if we want to increase ownership by a certain percent, we 
will increase sales by four times as much in percentage terms. 

Similarly, with the price effect, if any increase in price, that would 
decrease automobile ownership by 10 percent, a decrease in automobile 
ownership by 10 percent would mean a decrease in automobile sales 
by 40 percent, because ownership is approximately 4 times as much 
as sales. 

So that any percentage change in ownership would lead to a per- 
centage change in sales 4 times as large. 

This is what we call the principle of acceleration. 

Now to magnify the price effect and the income effect four times, 
we have made the assumption that people try to adjust their automobile 
ownership to the level they desire right away. 

But this is not so. When people’s income increases, also their desire 
for ownership would be increased, but they do not make this adjust- 
ment, make this increase in automobile ownership right away. And 
I have estimated that in a period of 1 year, people adjusted their de- 
sired ownership only by half as much instead of by 100 percent ina 
period of 1 year. 

So that the price effect and the income effect instead of being mag- 
nified four times as in the case under the assumption of rapid adjust- 
ment, these effects are only magnified twice. 

So that 1 percent change in income would cause a 3 percent increase 
in sales, and a 1 percent increase in price would cause a 1.2 percent 
drop in sales. 

Senator Kerauver. You may proceed, Doctor Chow. 

Mr. Cuvumeris. I would like to ask a question. Dr. Chow, you have 
been getting into some complicated figures, and I think I can under- 
stand your language. I have in front of me a table that is in Dr. 
Suits’ paper, but I would like to refer to it because it gives real dis- 
posable income from 1949 to 1956 and the number of sales of new cars. 
For instance, in 1950, there was $200 billion in disposable income, 
and 6,370,000 new cars were sold. The next year disposable income 
went up, but still we only sold 5.09 million cars. So although the 
disposable income went up, we dropped about a million cars, in new 
car sales. 

Mr. Cuow. What happened to the price in those 2 years? 


Mr. Crumeris. All right, the retail car price index went from 
191 to 201. 
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Mr. Coow. Yes, so that there is an increase in price / 

Mr. Cuumpris. Yes. 

Mr. Cuow. These two factors cooperate, they work together and 
both affect sales. You see, when the income increases, car sales, auto-_ 
mobile sales, do not have to increase if price went up. 

Mr. Cuumeris. You would have to keep the increase in price and 
profit in perspective with disposable income and the loss or gain 
of cars. 

Mr. Cuow. Yes, I do. 

Mr. Cuumpris. Then you go to 1954, you had $221 billion disposable 
income, the new car retail price index was 218 and you sold 5,470,000 
cars. The following year your disposable income went to $236 billion, 
your price went up to 225, but you sold 7,200,000 cars. Then the next 
year your disposable income went up, your price varied only 0.4, but 
your sale of cars dropped to 5,900,000. 

So it seems to me that the fluctuation in disposable income, the price 
of the car, and the retail sales vary from the formula that you have 
there on the board. 

Senator Keravuver. I think it will come out that the price index 
used by Dr. Suits is not the one used by the Bureau of Labor Statistics, 
but comes from some formula he has worked out himself. But perhaps 
Dr. Chow can answer the question. 

Mr. CHow. One can reach different conclusions 

Senator Kerauver. I believe also, Mr. Chumbris, you gave the 
figure 218 for 1954. It is actually 221.6. 

Mr. Crumprts. 218 was the price index, 221.6 was the disposable in- 
come, 218 was the price, and car sales were 5,470,000. 

The only point I am trying to bring out is from year to year there 
may be some conditions that come in that, no matter what type of 
formula you are going to set for what happened in the past, you cannot 
project that into the future. 

Senator Kerauver. You have to have some leeway for error. 

Mr. Cuow. Yes; I would agree with you, in making these forecasts, 
one has to be mindful of possible changes in other factors we have not 
taken into account. That, I agree with you completely. But I would 
disagree with the position that the observations on past effects cannot 
be projected into the future. 

If we believe in that, then there is no reason why we should 
look at things historically. History is history. 

If the response to income and price changes will never be continued, 
then why are we making any study at all? That position I would dis- 
agree with: that the human behavior, the pattern of human behavior 
observed in the past cannot be used to predict their behavior in the 
future. 

Mr. Cruvumpris. One other point: Of course, there are different 
philosophies; your formula may be disagreed with by other people 
Who are in the same field you are in, is that right? There is not one 
school of thought on the formula you are presenting here, is that 
correct ¢ 

Mr. Cuow. I don’t think that there is a school of thought. You are 
referring to Dr. Suits’ data. I don’t think we disagree very much 
on basic concepts. They are essentially the same. 

Mr. Cuumertis. Or Von Szeliski who prepared the previous—— 
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Mr. Cuow. Even Von Szeliski and Charles Roos, their study, I think 
that basically in concept we agree, but we may come to somewhat 
different conclusion as to the quantitative effect of price and income 
because the data we use are somewhat different, and we really have to 
go into a discussion as to which set of data are more appropriate, 

I think the figures you quoted me, I think my figures are not jp 
agreement with Dr. Suits’ figures, but, conceptually, I think we would 
be agreed. 

Senator Kreravver. I note, Dr. Suits, that you seem to be indicating 
your agreement with Dr. Chow’s statement. 

Mr. Surrs. Yes; I think that is a correct statement, sir. 

Mr. Dixon. Mr. Chairman, before we leave one point, in fairness we 
should point out to Dr. Chow—Mr. Chumbris will remember—that it 
was in 1955 when this apparent disparity in the number of sales 
existed. This was the first time in the automobile industry that credit 
terms had been extended to 36 months. The testimony we have pre- 
viously heard here was to the effect that a large new group of Amer- 
icans became eligible to buy new cars with the extension of these credit 
terms, so that was a different factor in 1955. 

Mr. Cuumertis. That is why I said in my original remark that some 
unusual factor can come in and change the formula on which you are 
predicating your remarks. 

Mr. Cuow. Yes. 

Senator Kerrauver. Over the long pull, as I understand it, Dr. 
Chow, you are applying your figures from 1921 up to the present time, 
taking into consideration the difference in credit terms, and so forth, 
everything except some unusual event like a war; isn’t that what you 
said to begin with ? 

Mr. Cuow. In fact, I could even make a stronger statement, that 
I have tried to observe the changes and variations in automobile 
ownership through the war. We still owned automobiles although we 
didn’t produce any during the war. I found that the relationship 
that I have been explaining did explain the level of automobile 
ownership; the relationship was still valid during the war. But I 
mean some people would question that. So that 1, Mr. Chairman, I 
agree with your statement that these responses have been observed 
in the past 30 some years, and shown to be valid. 

Senator Kerauver. All right; you proceed, sir. 

Mr. Cuow. Let us apply the 3-percent-income response and the 
1.2-percent-price response to answer some practical questions; for 
example, to substantiate the numbers I put on the blackboard. 

If disposable income were to drop by 1 percent in money terms for 
the Nation, what happens to per capita automobile sales ? 

Now, the income factor that we use to explain automobile sales 
is income per person and in real terms in constant dollars. 

If we have 1 percent drop in money income, we have, if we look 
at the past trend in general price, in the past 2 years or so, year and a 
half or 2 years, general prices have gone up at the rate of—by some- 
thing over 3 percent a year, no matter which index we look at. 

If we project this price increase for a year, and also if we project 
a change in population, population has been increasing in the last 
few years at the rate of something like 1.8 percent, so that from 
everyone’s—from an average man’s purchasing power, 1 percent 1s 
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taken off by the drop in disposable income, 3.2 percent is taken off 
by the change in price level, and 1.8 percent is taken off by the change 
in population, so that the per capita change in income, in real income, 
would be dropped by 6 percent, which is the sum total of 1 percent 
drop in money income, 1.8 percent drop in increasing population, and 
something like 3.2 percent increase in the price level. | 

So what would the effect of this 6 percent drop in disposable in- 
come be on automobile sales ? 

Well, a 6-percent drop would mean that 6 times 3 or 18 percent 
drop in automobile sales, and 18 percent drop from 6 million would 
beapproximately 5 million, the figures that I have arrived at. 

Now, how does one compensate for this possible drop in sales? 
Well, one measure that we could take would be to decrease automobile 

rices. If the price effect were 2.4 percent, then I think it can easily 

calculated if we decrease the price by 15 percent as I have shown 
in the table, then the automobile sales would go up to 6 million. 

Mr. Cuumprts. The only point there is that you say it brings it to 
18 percent, whereas the record shows so far that actually there is a 
30 percent drop in the market of new car sales, so you are off 12 
percent. 

Mr. Cuow. Well, I refer to the annual figures and I do not think 
that the present trend, the monthly sales that have occurred in the 
last few months, could be projected for the whole year. 

And so far, I have only talked about the effect of income. May- 
be—what has happened to the automobile price? I think this is 
something we are still somewhat uncertain about, because if you look 
at the list price of new automobiles, I think they have gone up some- 
thing like 3 or 4 percent. 

The general price level, I think the annual rate has also been going 
up approximately at the same percentage rate so one viewpoint would 
be to say that automobile price relative to the other commodities has 
not gone up very much. 


This is what we concluded if we used the Bureau of Labor Statistics 
information. 

To what extent this information is valid, I don’t know, so I am not 
commenting on the possible increase in price in the last few months. 

Mr. Cuumeris. Let me ask you this question. 

Mr. Cuow. Yes. 

Mr. Cuumprts. The new price of the car was really set when—was 
it October or November? Did you take that into consideration when 
you made your 1958 forecasts, because the price for the new car was 
set a month and a half or 2 months before the 1958 season? Did you 
take that price into consideration when you made your forecasts? 

Mr. Cuow. ITamsorry, I didn’t get your point. 

Mr. Cuvmepnrts. In other words, we are talking about the increase 
in price of the cars in 1958 over 1957. 

Mr. Cuow. Yes. 

_ Mr. Cuumertis. But the price of the 1958 car, whether it was an 
increase or whatever it may be for each car, was set when—in early 
September or October or November? We had cars on the market 2 
months before we knew what the new price was going to be. Do 
you make your calculations with that in effect ? 

Mr. Cuow. To what extent the models were introduced before the 
beginning of the year, I don’t see why that would make any difference. 
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I am referring to the price of 1958 models. So—— 


Seng 
Mr. Cuumpnis. Right. 


a 
Mr. Cuow. Whether they came in October or came in November, J = ; 
don’t think that it would make any difference. is it? 
Mr. Cuvumeris. I thought you referred to the increase in price. §po Mr. 
there would not necessarily be an increase in price unless it was estab. give & 
lished from here on in. Is that what you are referring to—if ther meom 
should be a further increase from here to the end of the year? 6 perc 
Mr. Cuow. I refer to the 1957 en you see. The 1958 models gell so 
came in before the beginning of this yea Now that—but we look at So | 
the average price of ‘the 1957 models, let? s say, when the model was price 
first introduced and compare that with the price of the 1958 models, Let 
you do find a few percent increase and this is the few percent I am tions | 
talking about. numb 
Dr. Biarr. Doctor Chow, maybe this will clarify Mr. Chumbris’ For 
question. On your table 2, on page 8 of your prepared statement, it quest’ 
will be seen that in the second box from the left and the first box effect 
down, there is a figure of 24 percent. That is the figure to be expected So 
with a 6 percent decrease in income which you have postulated here other 
and a 5 percent increase in price. nifica 
Mr. Cuow. Yes. Bu 
Dr. Buarr. The BLS index shows a percentage increase in price the t 
between 1957 and 1958 of approximately 4 percent, but for reasons past 
which will be developed later, that index appears to understate the Ne 
actual increase that took place in the price of cars from the point of refer 
view of the impact upon demand. Consequently, the 24 percent de- aver 
crease in sales anticipated here is a result of the combination of a 6 tost 
percent decrease in income and at least a 5 percent increase in price Ne 
would not be too far removed from what has actually been occurring— car J 
a decrease of slightly over 30 percent. Isn’t that correct / it de 
Mr. Cuow. I think so. we & 
Senator Kreravuver. All right, Dr. Chow, you may proceed. port 
Mr. Cuow. In table 3 of this paper, I have presented the automo- U 
bile sales in millions under different assumptions of changes in price B 
and income. 10] 
The changes in income are recorded horizontally and we will see muc 
that we have zero percent change in income minus 2, minus 4, minus Vv 
6, and minus 8, and so forth, and vertically I have indicated the pos- the 
sible changes in relative price, and for any given change in income of : 
and given “change in price, the figure that corresponds ‘to those two effe 
changes would be the automobile sales in 1958, under the assumption doe 
that these are the only factors operating. toc 


To what extent is 





use 
Senator Kreravuver. Let’s just take one example on the chart to see ‘ 
if we all understand it well. out 
Mr. Cuow. Yes. pr 
Senator Kerauver. Say a 4 percent decrease in income and no th: 
change in price would mean 5,400,000 automobiles, is that it? est 


Mr. Cuow. Yes, the income figure is per capita income in constant 
dollars. 


Senator Kerauver. Six percent decrease in income and no change 
in price would mean 5 million? 
Mr. Cuow. Yes. 
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Senator Krravver. Five percent increase in price and a 6 percent 
decrease in income would be 4,600,000% The present estimate, I be- 
lieve, is 4.2 million. I don’t mean that is your present estimate, or 
is it? . 

Mr. Cuow. Well, in fact it is difficult for me to say what the—to 
give a best estimate without making an assumption—I think that if 
income, money income, were to drop only by 1 percent, so we have a 
épercent drop in per capita income in constant dollars, I think we can 
sell something like 4.8 million this year. 

So this table summarizes the working of the income effect and the 
price etfect together in the governing of automobile sales. ; 

Let me make a few comments as to the limitations and qualifica- 
tions of this analysis. I think it has been pointed out that there are a 
number of other factors which I have not taken into account. 

For example, I have not taken into account the possibly important 
question of automobile consumers credit, and that may have some 
eflect which is not indicated in the table. 

So that these forecasts are valid only on the assumption that the 
other factors that I have not taken into account do not vary to a sig- 
nificant extent. 

But I would also like to add that the price and income happen to be 
the two major factors affecting sales, as I have found by observing 
past sales in the last 30-some years. __ 

Now another qualification I would like to make is that so far I am 
referring to the automobiles as one group, so that the price I use is an 
average pr ice of automobiles as a group, and how can we use this table 
tostudy the effect of change in new car prices # 

Now this table would be completely valid if for any change in new 
car prices all used car prices would be changed proportionately so that 
itdoes not matter whether we speak of the new car prices or whether 

we speak of the average price, the price of every model changes pro- 
portionately. 

Under that assumption, this table is and remains valid. 

But what would happen, let’s say, if the new car prices dropped by 
10 pore ent and the used car prices do not drop proportionately as 
much ¢ 

Well, let’s say, if the new car price were to drop by 10 percent and 
the used car price were to drop only by 8 percent, well then, the effect 
of a drop of 10 percent in new car price would even have a larger 
effect than what I have shown in the table, because if the used car 
does not decrease in price as much, there would be a tendency for people 
tochange from used cars to new cars, there would be a subsitution from 
used cars to new cars. 

So that to talk about the effect of a change in new cars alone, with- 
out a completely proportional change in used car prices, the effect of 
price changes, as I have shown in table 3, would be even magnified so 
that the effect of price changes I have shown here is re eally an under- 
estimation. 

Another qualification I would like to make is that I have considered 
price and income as two separate factors, and there would be some 
secondary effect 1 in the following sense : 

When prices drop and then sales would be expected to increase, the 
increase in sales have some effect on employment and accordingly on 
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income, so that there would be an indirect effect of price on income 
therefore the effect of price change through its indirect effect on income 
would magnify its importance 

Senator Keravver. I think this is important. In other words, g 
price reduction would have, you think, a positive influence upon income 
which, in turn, is not reflected in your table, so to that extent yoy 
understate the positive effect of the price change ? 

Mr. Cuow. Yes, that is correct. 

Senator Keravver. In other words, if the presently unemployed 
auto workers returned to work, they, and others in related fields, might 
then be in position to start buying automobiles ? 

Mr. Cuow. Yes. 

Senator Keravver. All right, sir. 

Senator Carrot. Mr. Chairman, if you will yield at that point? 

Senator Keravuver. Senator Carroll. 

Senator Carrott. If I may put the question a little differently; 
Suppose the Congress were to repeal the 10 percent excise tax on auto- 
mobiles, on a $2,500 automobile that would be a $250 reduction. What 
would that mean ? 

Mr. Cuow. I think that would mean, as I have indicated in table 3, 
a ten percent drop in price would mean that sales in 1958, looking 
across from minus ten in table 3, and in the third column, correspond- 
ing with a six percent drop in income, that would mean that we will 
be able to sell something like 5.7 million automobiles. 

Senator Carroti. Mr. Chairman, I don’t know whether this is in 
the record: Have you made any estimate of the disposable income 
that is available today ? 

Dr. Bratr. Mr. Chairman, I have just obtained some figures on 
that question. According to the Economic Indicators, per capita dis- 
posable income in 1957 dollars, in the first quarter or 1957, was $1,763, 
and in the first quarter of 1958, $1,697, or a reduction of 3.75 percent 
between the first quarter of 1958 and first quarter of 1957. 

You had, I believe, in your paper assumed a 3.2 percent decrease in 
disposable income per se. 

Mr. Cuow. Yes. 

Dr. Buatr. On which you then added the amount for the increase 
in population and the other variables? 

Senator Carrotz. For the sake of clarifying this in my own mind, 
with these figures and assumptions, if that continued what would be 
your estimate of the total amount of sales in the automotive industry, 

oth new cars and used cars? 

Mr. Cuow. If we assume that, we have to get some better estimate 
of prices, but let’s assume the price does not change, new car prices 
do not change through the year, and I would expect that sales would 
be in the order of magnitude of, from this table, of something in the 
amount of 5 million or somewhat less. 

Senator Carrotu. Five million or somewhat less? 

Mr. Cuow. Let’s say between 4.8 and 5 million. 

Senator Carrott. What was it last year, do you know? 

Mr. Cuow. Last year it was 6 million. 

Senator Carroxu. Let’s go to the next question. Let us assume that 
the Congress would repeal the 10 percent excise tax. 

Mr. Cuow. That would raise sales to something like 5.6 million. 
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Senator Carroty. Let’s assume the automotive industry itself re- 
rices 10 percent. 
ae now. That would be—that would raise sales to something 
like 6.2 or 6.3 million. 

In other words, the total drop of 20 percent. 

Senator Kerauver. It would be what? Uy 

Mr. Cuow. It would be between, let’s say, 6.2 and 6.3 million 

its. 

Restor Carro.u. I don’t want to divert the attention of the witness, 
but I would like to put a question at this time, Mr. Chairman. Have 
studies of this nature ever been submitted to the automotive in- 
dustry by you or any group of economists who are specialists in this 
eld? 

Mr. Cuow. As I understand it, some people in the automobile in- 
dustry are aware of these studies, and, for example, that as far as my 
study is concerned, I think a number of people in the automobile in- 
dustry are aware of it, and you can come up with the same or similar 
reduction if you use the study of Roos and Von Szeliski made in the 
thirties, and that study was made under the sponsorship of General 
Motors. 

Senator Kerauver. Let’s reemphasize the answer to Senator Car- 
roll’s questions. 

Dr. Buarr. May I add just one qualifying — there, Senator Car- 
roll, that the manufacturers’ excise tax is, of course, on the wholesale 
price, so that its complete elimination would not result in a 10 percent 
per se reduction in the retail price. It would be something less than 
10 percent. 

Senator Carroui. I think the record ought to show, however, that 
when this matter was up for debate on the floor of the Senate, when 
some of us voted to remove the excise tax, we had a promise from the 
industry that it would be reflected in the retail price, that it would 
be passed on to the purchaser. So I quite agree with Dr. Blair’s 
observation, But, assuming that the reduction went to the purchaser, 
and with the other assumptions that your estimate of an increase in 
sales to about 6.2 million, assuming a 10 percent cut in both areas, that 
would be a 20 percent total. 

Mr. Cuow. Yes. 

Senator Keravuver. Let’s get this straight: If the 10 percent excess 
profits tax—which is at the manufacturing level, not the retail level 
were eliminated, that would increase sales during 1958 by your cal- 
culations by how much ? 

Mr. CHow. Just a 10 percent drop. 

Senator Kerauver. Which table are you referring to? 

Mr. Cuow. I am referring to table 3. 

If we previously—so far we are assuming that the drop in per 
capita income is something like 3.7 percent, and that is a com- 
parison between the first quarter of 1958 and the first quarter of 1957, 
and I think that if we were to compare 1957 as the year with 1958, 
the entire year, are we willing to make this assumption that it is 
only, 3.7 drop in income for the entire year, I think that I would 
like to get this straight first before I go into the figures. 

Senator Keravver. On the present basis, as Dr. Blair pointed out, 
according to the Economic Indicators of April 1958, per capita dis- 
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posable income for the first quarter of 1958 was 3.75 percent less than 
the first quarter of 1957. Let’s just make the picture a little worse thay 
the first quarter shows and take 4 percent. 

Mr. Cuow. Take 4 percent ? 

Senator Keravuver. Instead of 3.75. 

Mr. Cuow. Yes. So that in table 3, we are operating on the 4 
column and the present time if the price is 5 percent higher than before 
then this income drop alone would give a sales figure of 5 million, 
which is in the second row in the 4 column. 

Now if we dropped 10 percent, we are working on the fourth row 
we would expect that sales would go up to 5.7 million. 

Senator Keravuver. That isa drop of 5 percent? 

Mr. Cuow. Buta drop of 5 percent from the existing figure, but the 
existing figure, if we assume the existing figure is 5 percent higher 
than in 1957, so that the drop would be from the 5 million to 5.7 mil- 
lion—I mean the change would be from the 5 million to 5.7 million. 

Senator Kerauver. Allright. Now, ifthe excise tax is taken off and 
the industry matched it, making a total of 20 percent, then according to 
your calculations what automobile sales in 1958 could we expect? 

Mr. Cuow. According to this table, if we look down to the 2 figures 
below the 5.7, we will find the 6.5 million. But as Dr. Blair has pointed 
out, that the drop in retail price would be less than 20 percent, be- 
cause—so that this would not go as high as 6.5 million. Let’s say 63 
or .4 million. 

Mr. Dixon. Dr. Chow, when you speak of the price of the automo- 
biles in all your charts, aren’t these the wholesale prices you have 
worked with ? 

Mr. Cuow. I work with the retail price. 

Mr. Dixon. The retail price ? 

Mr. Cuow. Yes. I work with the retail price. 

Senator Kerauver. Very well. Senator Carroll, does that fully an- 
swer your question ? 

Senator Carroti. Yes. Thank you very much. 

Mr. Cuumeris. I don’t know whether this is a good time to ask you 
this question, but I have in front of me some figures from the auto- 
motive industry, March 15, 1958, as compared with March 15, 1957. 

For instance, in the Chevrolet, we have 3 different cars—1 increased 
in price 5.3 percent, the other 5.4 percent, and the third 6.6 percent, and 
they only lost 4.4 percent of their market as to 1957. 

If we look at the Mercury, they had a lower increase in price, 2.9 
percent and 1.5 percent, but their sales were 48 percent less in 1958 
over 1957. 

DeSoto, for instance, lost 46 percent of their sales, and their price 
increase was less than the figuresthat I gave you for Chevrolet. It was 
2.8, 1.5, and 4.4. 
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New car registra- 
tions (Polk) Ist Increases in list price ! 
2 months 1958 1958 over 1957 models 
vs. 1957 


Special, 1.5. 
Century, 2.6. 
Super, 3.0. 
Roadmaster, 15.5. 
Cadillac g 2 sedan, 3.6. 
Chevrolet . - —4.4 | Del Ray, 5.3. 
Biscayne, 5.4. 
Be! Air, 6.6. 
Chrysler ‘ Windsor, 1.4. 
DeSoto- 9 | Fire Flite, 2.8. 
Firesweep, 1.5. 
Fire Dome, 4.4. 
Dodge.- Coronet 8, 3.1 
¢ Royal, 3.0. 
Custom Royal, 4.9. 
Ford. - - : —30. Custom, 4.9. 
“500,” 5.0 
Fairlane, 0.5. 
Imperial } Imperial, 2.2. 
Lincoln....- 9.8 | Capri, 4.9. 
Premier, 6.7. 
Monterey, 2.9. 
Montclair, 1.5. 
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Oldsmobile. 99°) 1.4, 


Super “88,’’ 2.8. 
**98,”’ 2.3. 
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Savoy, 4.8. 
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Studebaker... . . - 31. Champion, 10.0 
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President, ¥.6. 


Packard 
Plymouth - - 
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Mr. Cuumerts. How do you explain that, in view of your calcula- 
tions ¢ 

Mr. Cuow. I see. Now, I think that it is much—it is somewhat 
easier to explain the sales of automobiles of different makes as a group. 
It is much more difficult to explain how people shift from one make 
to another. 

You see the figure I refer to when I talk about sales, I mean total 
sales of different automobiles, different companies. 

Senator Kerauver. You mean all of them together ? 

Mr. Cuow. All of them together. So that possibly because of 
model changes and people like one kind of make rather than the other, 
there would be shifts from one make to another. 

This is something, I mean, it is difficult, much more difficult to ex- 
plain. But the price response I am talking about would be the 
response of sales, of total ail of all makes. 

Mr. Cuumpris. Yes. But the point is, this would indicate that 
price in and of itself is not discouraging sales, because Chevrolet, 
which had a higher increase than these other two cars that I men- 
tioned, had a very small drop in sales, whereas the car that had the 
smallest increase in price had a big drop. So price in and of itself 
has to be weighed with other factors. 
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Mr. Cuow. Yes, you do, if you are interested in the distribution of 
sales among different makes. But if you look at the sales of automo. 
biles of all makes, then the response of total sales to price, the effect 
of that can be ascertained. 

Let’s say, if we look at the automobile sales as such, when price, 
let’s say, increased by 10 percent, I would expect that total sales would 
be decreased by 12 percent. 

But there may be an increase for some makes. This is somethin 
that I have not taken into account and I think it is probably influenced 
by factors such as models and styles, and so forth. But I am talking 
about the entire group. 

Mr. Cuumeprts. Dr. Katona said yesterday there is not much vari- 
ation in the cars on the market today. So how would you answer 
that in view of these figures? According to many, there isn’t too 
much choice by the public. 

Mr. Cuow. Well, I think what occurs in people’s minds is very diff- 
cult to make any judgment on. 

As far as Dr. Katona is concerned, maybe the cars have not changed 
very much. Maybe physically they have not changed very much. 
Possibly because of the effect of advertisement or other imponderables 
that people do shift, they do prefer one kind to another. 

I am not expert on the effectiveness of different measures of ad- 
vertisement. The mere fact they physically do not change does not 
mean that people’s tastes for them remain the same. 

Dr. Buatr. Of course, what has to be taken into account also is the 
price from which the percentage increase was computed. What was 
the price of these different models before they were raised by these 
various percentages? Of course, that is very difficult to arrive at be- 
cause of variations in the amount of standard and optional equip- 
ment and the cost thereof. I don’t know exactly just how much om 

arrived at by looking at percentages of different models without 
knowing the price on which they are based. 

Mr. Cuumepris. The only answer to that is when we had the auto- 
mobile companies before us, we were showing how close their prices 
were together. 

Dr. Brarr. In actual dollars they were for comparable models. 

Mr. Cuumpris. Therefore, these increases reflect a level of price 
that was established by the evidence brought out during these auto- 
mobile hearings. 

We know what those prices were in 1957. 

Senator Carrout. If I may interrupt, do you say that the Chevrolet 
isa comparable model to the Mercury ? 

Mr. Cuumpris. No. 

Senator Carroty. So I say, therefore, what we brought out was 
the comparable model concept to show whether or not it was coin- 

cidental. But the fact now is that Mercury is way down, notwith- 
standing a lower price increase. But it would not seem to me to 
prove anything, because Chevrolet is in an entirely different cate- 
gory and at the doctor says, people have different tastes in their 
thoughts about Chevrolet than they do about Mercury. Chevrolet 


has always been a more popular car than Mercury and I think the 
record will show that. 
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Senator Krrauver. W ith prices going up, and with income going 
down, it is only natural that people turn to the lower priced cars. 

Mr. Cuumpris. Of course, Cadillac showed a very small loss and they 
have had the highest price in the GM field. It only showed a loss in 
sales of 9 percent, but their price increase was 3.6 percent, which 
was higher than DeSoto or Mercury. 

Senator Kerauver. People who buy Cadillacs, though, are not as 
sensitive to price changes. 

Mr. Cuow. | would like to elaborate on this remark about the com- 
plexity of the program. 1 think you can always find some casual 
observations, you look at some part of the evidence and you say, look 
at this case, the price has not changed, but the people’s consumption or 
people’ s purchases have changed. 

You can always look at some partial evidence observed, let’s say, 
ina period of 1 year or in a period of a few weeks. 

This kind of human behavior in such short periods and also ob- 
grved partially, this kind of evidence, it seems to me can be used 
tocontradict anything and to prove anything. 

I think that the important thing to do would be to look at the 
response of automobile sales to changes i in price and income through 
a period | of a number of years, and see whether we can find incon- 
sistency in behavior. I am sure you can find some part of behavior, 
something that has occurred to contradict what one says and I think 
that economics has not come to the stage where we can explain every 
little phenomenon that you read in a newspaper. 

Dr. Buarr. May I just take one brief moment to clarify what might 
otherwise be a source of confusion to a person studying the record 
inthe future / 

In answering Senator Carroll’s question propounded just before Mr. 
Chumbris raised his inquiry, your answer was phrased in terms of 
table 3. 

Mr. Cuow. Yes. 

Dr. Buatr. There you had to take into effect the price increase that 
had already occurred on the 1958 models? 

Mr. Cuow. Yes. 

Dr. Biarr. So your percentage reduction in sales resulting from an 
assumed elimination of excise taxes were from an increase in price of 
percent ¢ 

Mr. Cuow. Yes. 

Dr. Buarr. Perhaps a clearer understanding of the significance of 
your work may be obtained if your answer to ‘Senator Carroll’s ques- 
tion was phrased in terms of table 2, where it is not necessary to postu- 
late the 1958 increase that had already occurred. 

Mr. Cuow. I see. 

Dr. Buatr. This is so because table 2 is merely in terms of percentage 
changes. There, in answer to his question, the combined effect of a 15- 
percent reduction in costs to the buyer as a result of an excise-tax elimi- 
nation plus a manufacturers’ price reduction, coupled with the 6 per- 
cent decline in per capita income that you have assumed, would pro- 
duce no change in sales. To the actual change in income, you add 
afactor for the increase in population which you have assumed would 
bring the decrease in income to slightly above 6 percent; am I correct, 


Dr. Chow ? 
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Mr. Cuow. In terms of real income per capita. 

Dr. Buatr. Per capita. 

Mr. Cuow. Yes. 

Dr. Briar. Now, staying with table 2, and using as the applicable 
percentage change in income the 3.75 percent per capita decline in rea] 
income which has thus far taken place, the change in sales would be 
about 6 percent, correct ? 

Mr. Cuow. Yes. 

Dr. Buiatr. To summarize, a 6-percent decrease in income accom- 
panied by a 15-percent decrease in cost to the buyer would produce the 
figure that is shown in the second box from the bottom, and the second 
one over from the left, or zero. 

Mr. Cuow. Yes. 

Dr. Buatrr. In other words. the combination of those two changes 
would restore automobile production to the level that obtained in the 
previous year which in this case was 1957 during which production 
was 6 million cars. And with only a 4 percent decrease in income, 
there would be a 6 percent increase in car sales. 

Mr. Cuow. Yes. 

Senator Kerauver. That is very clear now. We understand it. 
That would be a happy thought. 

All right, Dr. Chow. 

Mr. Cuow. I have completed my statement. 

Senator Keravuver. Senator Carroll, any further questions at this 
point ? 

Senator Carrotu. I thank you, Doctor. You have been very help- 
ful in this study. Just one further question. Do you know Dr, 
Yntema of the Ford Motor Co. ? 

Mr. Cuow. Yes. 

Senator Carroiu. He testified before our committee and seemed to 
me to be a very capable, clearheaded economist. I did not agree with 
all of his conclusions, but he is a very able and sincere man. Does he 
understand that studies such as these are being conducted? Does 
he use them, do you know? 

Mr. Cuow. That I do not have any information on, but I have read 
a statement that he made—I have a copy of it—this is the statement 
by Dr. Yntema before your committee, on February 4 and 5, 1958. 

In this statement on page 34 in the middle here, he was Ciscussing 
the effect of price change on automobile sales, and the percentage 
change in sales in response to 1 percent change in price, he called 
elasticity. Here I quote; he said: 

“These studies,” referring to the studies of automobile demand, 
“these studies indicate a much smaller increase in units sold in response 
to a price reduction. They show that the elasticity of demand for new 
cars produced by the industry probably is between —0.5 to —1.5” 
and my figure —1.2 is somewhere in between this —0.5 and —1.5, s0 
that I think—he seemed to have looked at some of the studies of 
automobile demand that have been made. 

I don’t know whether he has looked at the one that I, in partic- 
ular, made. But on this page 34, he did show that he had looked at 
some of the studies. He did not refer to which study. 
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Senator Carrott. Would you say from that statement that he 
agreed with some of your conclusions ? 

Mr. Cuow. As far as the effect of price changes is concerned, my 
estimate is something like —1.2 and he said that the effect of price is 
something between —0.5 and —1.5 5, so as far as the effect of price is 
concerned, my guess is that, we probably do not disagree very much, 
except that he is less specific, that he put the effect of price change 
in a wider range than I have put it. 

I put it roughly at —1.2, whereas in this statement here, he put it 
between —0.5 and —1.5. 

Senator Carro.u. Doctor, it is very significant when this tax bill, 
introduced by the able Senator from Illinois, Senator Douglas, was 

on the floor of the Senate for debate, as I recall, most of the manu- 
facturers were sending in telegrams recommending that the Congress 
take action to eliminate the excise tax. They promised, as I recall, 
that that reduction would be reflected in retail rates. So that would 
indicate, would it not, to you that this would act as a stimulus to 
sales which in turn would affect production ? 

Mr. Cuow. Yes; I think that this is a main conclusion that I have 
arrived at. 

Senator Carrot. That is really your basic premise, is it not ? 

Mr. Cuow. Yes. 

Senator Carrot. One further question, Mr. Chairman. Have you 
ever submitted studies to the labor economists, specifically, to the auto- 
mobile or steelworkers? Are they familiar with this special field 
of economics ? 

Mr. Cuow. I have read, the only statement I have read from rep- 
resentatives of labor is this statement by Mr. Reuther and also re- 
garding the question of the effectiveness of price change, and this 
statement, the same statement that Mr. Yntema quoted, and I think 
that the effect of price change, as indicated by Mr. Reuther’s state- 
ment, is much larger than the one that I have estimated. 

Senator Carroiy. But does not Mr. Reuther also espouse the 
theory—and it is more than theory with him, it is his deep conviction 
—that if there is a lowering of the price on automobiles, there will be 
a greater movement in the retail market which will stimulate produc- 
tion? That is your same basic theory, is it not 

Mr. Cuow. Yes, I agree with his statement that a lower ing of price 
would have a—would serve as a stimulus for sales. 

But I think that the particular effect, quantitative effect, that Mr. 
Reuther has indicated, probably is an over-estimation of that effect. 

Senator Carrotit. You mean in the number of cars that might be 
sold? 

Mr. Cuow. Yes. I think at one time he made a statement something 
like if you reduced the price by a hundred dollars, we can sell so 
many more million. 

I don’t remember the figure exactly, but I think that that figure that 
he indicated was an overestimation. T agree with him, if you reduce 
the automobile price by a hundred dollars there will be some stimulus, 
- the stimulation is not as large as the one that he seemed to be- 
leve in. 
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Senator Carroit. Have you extended your studies into other fields, 
such as steel and rubber, and other industries which are related to the 
automotive industry ¢ 

Mr. Cuow. No; I have not. 

Senator Carrot. As an economist, do you believe that if you made 
a study of this, if we did reduce prices and thereby stimulated retail 
sales and increased production, would that not have the effect of aiding 
steel and rubber and glass and textiles ? 

Mr. Cuow. I agree with you, Senator, that it would have the effect 
of, indirect effect of increasing the production of steel and rubber, ete, 

sut to what extent, I have not studied the quantitative effect that you 
are interested in. 

Senator Carrotzi. You have observed in Dr. Yntema’s statement be- 
fore our committee that he was advocating a tax reduction ? 

Mr. Cuow. Yes. 

Senator Carrott. Do you recali that in his testimony? This is as 
far back as February. 

Mr. Cuow. I haven’t read the statement that carefully to remember 
that particular point. 

Senator Kerauver. Yes, our record shows he was advocating a tax 
reduction across the board. I don’t think he particularly singled out 
the excise tax, although he undoubtedly did favor it. ; 

Senator Carroii. I thank you very much, Doctor. 

Senator Krravuver. As I understand it, this type of study has been 
done by a very limited number of people. You and Dr. Suits are 
2 of the 4 or 5 outstanding experts iis dealt with this problem. 
We selected you and Dr. Suits because yours were the most recent 
studies. The earliest study was made by C. F. Roos and Victor 
Von Szeliski for General Motors Corp. in 1939. We won’t attempt to 
copy their study in the record, but it will be available in the subeom- 
mittee files as an exhibit. 

They came out with a higher elasticity as a result of price changes 
than you did, is that not true ¢ 

Mr. Cxow. Roos and Von Szeliski came out with a price elasticity 
of —1.5 as compared with mine which is —1.2. Although in arriving 
at their figure, I think they have used a considerable amount of judg- 
ment in addition to the statistical findings. 

So that they, I think, in their study, they are rather uncertain 
as to—thev don’t want to pin down on one exact figure. They said the 
nrice elasticity can go as high as two point something and can go as 
low as minns unitv. 

I don’t think they tried to pinpoint a figure from their statistical 
findings, I think the figure —1.5 that they arrived at is partly a result 
of their judoment. 

Senator Krravver. They said —1.5 would be a reasonable balance? 

Mr. Cuow. Yes; that is what they said. 

Senator Keravver. Would it be a reasonable balance? 

Mr. Crow. Yes. 

Senator Keravver. I think it might be pointed out that generally 
some of the automobile manufacturers seem to have in their minds a 
lower elasticity as a result of price changes—some of them have any- 
way—than these studies would indicate. 
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Have you generally found that they believe price elasticity to be 
lower than these studies suggest ? 

Mr. Cuow. I am not too familiar with what the manufacturers are 
thinking with respect to the response to price changes. 

Senator Kerauver. Mr. Colbert indicated that in his view price 
changes did not make much difference. There is always a demand 
on the part of the dealers and the’ public, too, to reduce prices of auto- 
mobiles on the grounds that it would increase manufacturing activity 
and stimulate the economy. The automobile companies, up to a point, 
usually resist lowering prices, so that their arguments as to the 
elasticity of price would be on the conservative side. Wouldn’t that 
be their natural reaction, Dr. Chow ? 

Mr. Cuow. Well insofar as their estimates are below unity, in other 
words, below 1, I think that that would be an understatement. 

Senator Kerauver. While some of them may say that lowering the 

rice does not have much of an effect on the number of automobiles 
sold, their strong advocacy for the removal of the excise tax does 
show that they have some other thoughts about it, too, does it not? 

Mr. Cuow. I think so. 

Senator Kerauver. Mr. Dixon, any questions? 

Mr. Drxon. I think that is very well covered. 

Mr. Cuumeris. Dr. Chow, in your studies how does the formula 
you use affect the used-car market in relation to the new-car market ? 

Mr. Cuow. I have studied the mechanism by first considering the 
automobile as one commodity so that you remember the concept of 
ownership I have been talking about refers to ownership of both used 
and new cars, and the sales of new cars are really derived from this 
relationship of ownership to change in price and income. 

In answering the question to what extent would the number of 
used cars in the market, to what extent does that have any effect on 
the sales of new cars, I think the relationship is the reverse, because 
the higher the level ownership you have, the lower would be the 
amount that you want to purchase further, because the consumers are 
envisaged to desire it to demand a level of ownership, the higher the 
level of previous ownership they already attained, the smaller would be 
the gap that they need to fill. 

I think that would be the major conclusion regarding the effect of 
existing stock of automobiles. 

Mr. Cuumerts. Mr, Chairman, a little while ago we were discussing 
these increases in prices and the effect on the sale of the 1958 model. 
I would like to have this document introduced into the record at that 
point, since it refers to all the cars. 

Senator Keravuver. It is so ordered. 

(The document will be found in the files of the subcommittee. ) 

Senator Kerauver. Mr. Peck, do you have any questions? 

Mr. Peck. No, thank you, Mr. Chairman. I think we have gone 
over Dr. Chow’s statement thoroughly. 

Senator Krrauver. I would place in the record at this point a 
letter of April 23, 1958, which Dr. Blair, the chief economist for the 
subcommittee, wrote you, Dr. Chow. We will hold the record open 
for any reply you wish to make. 

(The document referred to, and a memo supplied by Dr. Blair, may 
be found in the appendix on p. 3994.) 
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Senator Keravuver. In addition, since the BLS index has been ¢op. 
sidered this morning, a memorandum prepared by Dr. Blair pointing 
out some possible deficiencies in the BLS index will be made a part 
of the record at this point. 

(The document referred to may be found in the appendix on p. 4000,) 

Senator Kerauver. Doctor Chow, we are very grateful to you, J 
think your statement has been most*interesting and highly objective, 

Mr. Cuow. Thank you very much, Mr. Chairman. 

Senator Kerauver. We thank you very much for your contribution 
to our hearing. 

(The prepared statement in full of Mr. Chow is as follows:) 


STATEMENT OF Dr. GREGORY CHOW, ASSISTANT PROFESSOR OF STATISTICS, 
MASSACHUSETTS INSTITUTE OF TECHNOLOGY 


Today I shall talk about the principal factors affecting automobile sales in 
the United States, in particular, for the year 1958. What are these factors? 
How large are their effects, quantitatively speaking? After answering these 
questions, we will know what to expect of automobile sales in 1958 if we take 
no action, and we will also know how effective the possible actions are if we 
take them. 

Assuming that we take no action, we can expect automobile sales to drop to 
5 million in 1958 if disposable personal income in money terms falls by 1 per- 
cent in 1958 as compared with 1957, 4.6 million if disposable income falls by 3 
percent. 

What possible actions can we take to raise these sales figures to the 1957 
level of 6 million cars? A price decrease of 15 percent will raise the 5 million 
annual purchase to 6 million. A price decrease of 20 percent will raise the 46 
million annual purchase to 6 million. 

There is no reason why these forecasts should be taken seriously unless the 
methods by which they are obtained can be shown to be valid. It is my purpose 
here to explain how these forecasts can be obtained. Fortunately, this is not 
a difficult task once we understand the mechanism governing the sales of new 
automobiles. With this mechanism at our disposal, we can make predictions of 
automobile sales under different assumptions about the changes in income and 
automobile prices. 

As a first step toward understanding the mechanism governing automobile 
sales, we have to examine the factors affecting automobile ownership. People 
buy automobiles because they want to achieve the level of automobile owner- 
ship that they desire. Their wants are satisfied by the cars which they own, 
old or new. Car ownership, rather than the sale of new cars, measures the use 
of automobile services. I have spoken of automobile ownership without defining 
it precisely. One way to define it would be to use the number of automobiles 
registered, and call 1 automobile 1 unit irrespective of age and make. If we 
were to adopt this definition, a person using a current-year model would be 
said to have the same level of car ownership as one using a 10-year-old model. 
These two automobiles are obviously different and, therefore, should not be 
treated as the same. By how much are they different? We can get some idea 
of their difference by looking at their prices. If the current-year model is worth 
$2,000 and the 10-year model is worth $200, then we will say that the ownership 
of the former is 10 times the ownership of the latter. It has been observed that 
approximately 25 percent of the value of an automobile is depreciated in a year. 
If we count a car made in the current year as 1 unit of ownership, we will count 
a car made last year as 0.75 unit, and a car made 2 years ago as 0.75 of 0.75 
unit, or 0.56 unit, and so forth. In 1957, 50 million cars were registered in the 
United States. But they are not equivalent to 50 million new cars. By our 
way of counting, they are equivalent to 24 million new cars. To put it somewhat 
differently, the American people used 24 million “new-car equivalents” in 1957. 
When we speak of automobile ownership, we will always refer to the units just 
defined. 

What determines the level of automobile ownership that the American people 
desire? One factor, though by no means the most important factor, is popu- 
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jation. In order to discuss the effect of population more intelligently, it would 
be better to postpone it until later. This can be done by rephrasing our question. 
What determines the level of automobile ownership per person in the United 
states? There are many factors, ranging from the availability of consumer 
eredit to the particular styles and makes of cars available in 1957. But the most 
jmportant of all are income and automobile price. An average person will con- 
game more of practically everything, including automobiles, when he has higher 
purchasing power, Given a certain purchasing power, he will choose among dif- 
ferent commodities to satisfy his wants partly according to how expensive these 
cmmodities are. If automobiles become more expensive relative to other com- 
modities, people will own fewer automobiles. Since we are concerned with auto- 
mobile ownership per person, we want a measure of purchasing power per person. 
per capita disposable personal income in constant dollars is such a measure. 
% measure how expensive automobiles are relative to other goods, we should 
keep in mind two things. First, we are now talking about automobiles as a group, 
including new and used cars; the relevant price is an average price of auto- 
mobiles and not just the price of new cars. A decrease in the prices of used 
cars can induce people to buy more used cars and thus to increase their car 
ownership. li is true that prices of cars in aifferent age groups have tended to 
move up and down more or less proportionally. Yet it is their average price that 
weare after at present. Second, we want to measure how this average price of 
automobiles Couupares with prices in generai. When the average price of auto- 
mobiles goes up by 5 percent, say, there will be no shift of consumption away 
from automobiles to other things if the general price level goes up by 5 percent 
also. Therefore, the measure of price desired is the relative price of automobiles 
asa group. 

By how much does desired car ownership per person respond to changes in 
the income and price measures that we have just described? I have found that 
al percent increase in our income measure will lead to 1.5 percent increase in 
desired car ownership per person. A 1 percent increase in price will lead to a 
decrease of 0.6 percent in car ownership desired. Although I will not go into 
the details of the statistical methods involved in estimating these figures, I would 
like to examine with you whether they are reasonable. First, take the response 
of car ownership to income. Would a 10 percent increase in income lead to more 
than 10 percent change in car ownership, or less? One way to find out is to see 
how many more automobiles rich people own as compared with the poor. Data 
are available on automobile ownership for people of each income group. From 
these data I have found that the levels of per capita car ownership differs by 
approximately 15 percent for 2 groups of people whose average incomes differ 
by 10 percent. That is to say, if 1 group of people are 10 percent richer than 
another, they own 15 percent more automobiles than the other. 

Second, I have found that if prices were to go up by 1 percent, per capita own- 
ership would decline by 0.6 percent. Many people feel that car ownership does 
not respond significantly to price changes, that is, that price has to go up a great 
deal in order to reduce desired ownership by a little and price has to drop a great 
deal in order to increase ownership by a little. 

To find out whether this is true we can observe the simultaneous variations 
of relative price and automobile ownership per capita over the years. Pick 2 
years with the same per capita income. If prices in these 2 years differ by 10 
percent, say, and if ownership levels in the 2 years differ by 6 percent, then we 
will have a piece of evidence confirming the stated response to price change. But 
wecan hardly find enough pairs of years in which incomes were the same. Even 
ifwe cannot, this presents no problem. Assume that income increased 10 percent 
from year 1 to year 2, so that from our previous analysis ownership should be 
raised by 15 percent. Assume further that ownership was in fact raised by 
21 percent instead of 15. Then the increase of the extra 6 percent must be due 
toprice change. If price really dropped by 10 percent in these 2 years, our state- 
ment about the price response is again confirmed. There are systematic ways of 
going about this. I have examined the simultaneous variations among owner- 
ship, income, and price in the past thirty-some years and have found the response 
of ownership to price to be —0.6. 

The percentage changes in desired ownership that correspond to given per- 
tentage changes in income and price are presented in table 1. If per capita 
icome were to decrease by 6 percent, with price unchanged, desired car owner- 
ship be decreased by 9 percent. 
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TaBLE 1.—Percentage changes in desired ownership of automobiles per capita as 
related to percentage changes in income per capita and lo percentage changes in the 
relative price of aulomobiles 


Percentage change in income (per capita in constant 
| Percentage dollars) 
change in 
relative price 
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If price were to decrease by 10 percent, with income unchanged, desired owner- 
ship would increase by 6 percent. A combination of a 6 percent decrease in 
income and a 10 percent decrease in price would lead to a net decrease of 3 per- 
cent in desired ownership, as shown in table 1. 

We have discussed the demand for automobile ownership at some length in 
order that it may throw some light on the demand for new cars. If consumers 
tried to adjust their ownership to the desired level as described in the last section 
all the time, what would be the percentage response of new cars to given per- 
centage changes in income and price? The answer is easily seen by way of a nu- 
merical example. We have pointed out that at the end of 1957 the American 
people owned 24 million automobile units defined as “new-car equivalents.” Also, 
during 1957, 6 million new cars were sold. If, instead of wanting to own 24 
million units the consumers had decided to own 10 percent more, they would 
have had to buy 2.4 million units more. While these 2.4 million units are only 
10 percent of car ownership, they amount to 40 percent of the new-car sales of 
6 million. Since ownership is 4 times new sales, a 10 percent change in owner- 
ship will be a 40 percent change in sales. When income increases by 1 percent, 
therefore, sales would increase not by 1.5 percent as in the case of ownership, 
by 4 times 1.5 percent, or 6 percent. Similarly, a 1 percent increase in price 
would lead to 4 times 0.6, or 2.4 percent drop in sales. 

The responses of 6 percent to a 1 percent change in income and 2.4 percent toa 
1 percent change in price would result if the consumers adjusted their car owner- 
ship to the desired level at once. But they do not. Time elapses between de 
cision and the act of purchasing. But more important is the cost involved in 
making a transaction. No one will change his car to a better one the moment 
his income increases, and to a cheaper one the moment his income drops. If he 
does that, he will be spending quite a bit of his time and money with the auto- 
mobile dealers. I have found that about half of the desired change in ownership 
is achieved in 1 year. This means that a 1 percent change in income, while 
raising the desired ownership by 1.5 percent to be achieved in due course, will 
raise actual ownership only by 0.75 percent in the current year. Therefore, the 
percentage response in sales within 1 year to a 1 percent rise in income during 
that year will only be 3 percent and not 6. Similarly, the response of sales to 
price will only be 1.2 percent and not 2.4. 

As before, the percentage change in annual sales of new cars per capita result 
ing from giving percentage changes in income per capita and relative price is 
presented in table 2. 
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qapte 2.—Percentage changes in annual purchase of automobiles per capita as 
related to percentage changes in income per capita and to percentage changes in 
the relative price of automobiles 


| Percentage change in income (per capita in constant 
Percentage dollars) 
change in 
relative price 





Let us apply the results of our analysis as summarized by table 2 to some 
practical questions. The first question is, “What will automobile sales be in 
1958 if disposable income in money terms drops by 1 percent this year?” Before 
answering this question, one has to make assumptions about the changes in 
population and in prices in general. If both changes in population and in the 
general price level in 1958 continue to be at the same rates as they were in the 
last 2 years, we will have an increase of 1.8 percent in population and an in- 
qease of 3.2 percent in the general price level. What will happen to income 
pr person in constant dollars then? One percent will be taken off by the as- 
gmmed drop in disposable income in current dollars for the Nation, 1.8 percent 
by the growth of population and 3.2 percent by the rise in the price level, making 
w a total of 6 percent drop in income per capita. What about automobile 
prices? They have increased by 3 or 4 percent in dollar terms, but the relative 
price of automobiles has not changed much since prices in general have been 
rising at approximately the same rate. The effect of the 6 percent drop in per 
apita income alone will cause an 18 percent drop in automobile purchase per 
pita. Total automobile sales will be slightly higher than 82 percent of the 
1957 figure as a result of the population increase of 1.8 percent. Raising 82 
percent by 1.8 percent of itself will give 83.5 percent. And 83.5 percent of 6 mil- 
lion will give the same 5.0 million forecast presented at the beginning of this 
statement. 

Another interesting question is, “How much does the price drop have to be in 
order to offset the effect of a 6 percent decline in per capita income in constant 
dollars?” The answer can easily be obtained from table 2, where it is shown 
that a 15 percent drop in price, together with a 6 percent drop in per capita 
income, would maintain automobile purchase per capita at the 1957 level. Total 
purchases of new cars would in fact be somewhat over 6 million because of the 
18 percent growth in population. Raising 6 million by 1.8 percent will give us 
61 million. 

The above two illustrations serve to indicate how table 2 can be used to obtain 
predictions of automobile sales under certain assumptions about changes in in- 
tome per capita and relative price. 

The percentage changes in sales per capita, given in table 2, can be translated 
into total sales in millions. For example, a drop of 6 percent means that per 
tapita sales in 1958 will be 94 percent of per capita sales in 1957. With popula- 
tion growth of 1.8 percent, total sales in 1958 will be 101.8 percent times 94 
Percent, or 95.7 percent of total sales in 1957. Ninety-five point seven percent 
f6 million gives 5.7 million car sales in 1958. This simple arithmetic has been 
berformed and recorded in table 3, where the numbers are total sales in millions. 

So far we have considered automobiles new and used, as one commodity. 
The price referred to has been the average price of automobiles of all kinds, rela- 


tive to prices in general. Can this analysis be applied to ascertain the effect of a 
change in new car price? 
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TABLE 3.—Total sales of new automobiles in 1958 in millions as related to np. 


centage changes in income per capita and to percentage changes in the relating 
price of automobiles 








Percentage change in income (per capita in constant 
Percentage dollars) 
change in 
relative price 








The answer is yes. In the case where prices of used cars are always pro- 
portional to the price of new cars, any change in the latter will be matched by 
the same percentage change in the former. In this case it does not make any 
difference whether we speak in terms of new-car price or the average price of 
automobiles. The fact is that new- and used-car prices do move up and dowa 
more or less proportionally. Consider a drop of 10 percent in the price of 
new cars initiated by the manufacturers. The prices of used cars nmiust fall 
because, now that the new cars are cheaper, people tend to shift from used 
ears to new cars until used car prices are pulled down also. Will the used 
car prices fall by exactly 10 percent? They will if people contemplating buy- 
ing either a new car or a l1-year-old or a 2-year-old car consider the latter to 
have a fixed fraction of the value of the former, and so on down the line. Inso- 
far as people’s ideas about the relative values of new and used ears are not 
exactly fixed, the initiation of a 10 percent drop in new car price may lead to 
somewhat less than 10 percent, maybe an 8 percent, drop in used-car prices. 
What will happen to new-car sales in this case as compared with the case when 
the prices of all automobiles drop by 10 percent? New-car sales will be some- 
what greater since the ratio of their prices to the prices of used cars has fallen. 
In other words, an initiation of a 10 percent drop in new-car prices will have 
possibly greater, not smaller, effect on automobile sales than a simultaneous 
decrease of the prices of all automobiles by 10 percent. This conelusion is 
further strengthened in a situation in which used-car prices move in the opposite 
direction to new-car prices. The response of automobile sales to changes in 
new car prices can only be greater than what we have indicated in table 3. 

The above analysis deals with the effects of only three factors: income, price 
and population. To what extent is the analysis valid when so many other factors 
are neglected? A conservative reply would be that what we have said is valid 
only under the assumption that the other factors do not change significantly in 
1958. I cannot think of any other important factor that has changed or will 
change to a significant extent in 1958. If we should have evidence to the con- 
trary, our forecasts would, of course, have to be modified. 

There are a couple of points to be added concerning timing. The predictions 
in table 3 refer to annual automobile sales after the occurrence of the stated 
changes in income and price. For example, the figures corresponding to a 10 
percent decrease in price to begin in the middle of the year will be predictions 
of annual rates of sales from the on rather than actual sales. Secondly, a tem- 
porary decrease in price, if known to the public, will stimulate sales more than 
table 3 indicates, as consumers will try to make the purchases which would 
otherwise be postponed until 1959. 


Senator Krrauver. Our next witness is Dr. Daniel B. Suits. 
Dr. Suits is associate professor of economics at the University of 
Michigan. His study of the demand for automobiles was financed by 
a grant from the Ford Motor Co. and it shortly will be published in 
the Review of Economics and Statistics. Dr. Suits, we are very happy 
to have you here. Will you enlarge on your background and the na- 
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ture of your study and what it is based upon and vhat experience 
ou have ha 

Your entire statement, with exhibits and charts, will be placed in 
the record and printed in full, so that you can present it in any way 
you see fit. 


STATEMENT OF DANIEL B. SUITS, ASSOCIATE PROFESSOR OF 
ECONOMICS, UNIVERSITY OF MICHIGAN 


Mr. Surrs. In addition to holding the position of associate professor 
of economics, I am one the directors of the research seminar in 
quantitative economics at the University of Michigan. ail 

The Research Seminar is a graduate student research training fa- 
cility devoted to the application of mathematical and statistical tech- 
niques to economic problems. The philosophy of our seminar is that 
students learn how to do these things by getting to work on actual 
problems. 

In connection with our work in the research seminar, we conduct a 
very large number of studies of this kind on a number of topics. 
We are interested in obtaining such financing as we can to carry on 
our research, and we occasionally have, as in this particular case, 
a grant from a private industry or private firm which is interested 
from some area of research which we also share an interest in. 

I would like to state, however, that the opinions involved in this 
report are my own and do not necessarily reflect those of the Ford 
Motor Co. or any other agency. 

The objective of this investigation is to apply mathematical statis- 
tical techniques to the historical data of the automobile market in 
the United States to determine, first, what magnitude of potential 
influence the most important factors determining the demand for 
automobiles may have, secondly, to evaluate, insofar as possible, some- 
thing of their historical importance. 

Now in any study of this kind there are almost an uncountable 
number of factors which bear on the matter. 

The demand for automobiles is an extremely complex matter. It 
has to do with such matters of consumer taste and judgment that 
Professor Katona, my colleague, talked about yesterday. It has to 
do with such matters as changes in styles. It has to do even with 
the kind of roads we have in the country to run the cars on, and so 
on. 

We do not expect to account with precision for the year-to-year vari- 
ations in the demand for automobiles The most we can hope is to 
measure these factors as to their impact over the long pull; or as 
a general rule; or on the average. We cannot, and do not, expect to 
account for exact year-to-year variations in automobile sales. 

Senator Krerauver. Yes; I think Dr. Chow made the same qualifi- 
cations. 

Mr. Surrs. Yes, sir. 

Senator Kerauver. But over the long pull, Dr. Chow’s figures run 
from 1921 up to the present. I believe your first year is 1929, 

Mr. Surrs. My study begins in 1929. 

_ Senator Kerauver. From 1929 to the present. Over the long pull 
it does give you a pretty scientific approach ? 

Mr. Surrs. Well, we would, I would say, that it is probably the 
most sophisticated way of analyzing what has happened in the past 
that we have available to us. 
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Senator Kerauver. When Dr. Chow said that your methods of 
calculation and his and also those of Dr. Roos and Dr. Von Szeliski, in. 
volved very much the same concepts, I believe you nodded and agreed 
with that. 

Mr. Surrs. Yes. I would say that there are differences in opinion 
as to which particular measure of which particular factor is the proper 
one to use. 

There are differences of opinion as to which factors could be or 
should be included in the calculations, and perhaps differences of 
opinion in the matter of just how they should be incorporated in the 
analysis. But I believe these are technical matters and there would 
be no basic argument. If one man has an opinion that this or that 
particular factor is the proper one to use, he can measure it and he can 
put it in his equation to see how it works. Somebody else might think 
something else would be better. Those are the differences. 

Senator Kerauver. All right, sir, you may proceed. 

Mr. Surrs. Now out of the factors which influence demand, we 
selected some five: The incomes that people have to spend, that is 
real disposable income; the number of cars that they already own; 
the prices that they have to pay for new automobiles: the credit terms 
under which automobiles can be bought; and finally the prices of 
other things that consumers must buy. 

Now these are 5 factors but we simplified the analysis by combining 
these 5 factors essentially into 3. We took the average retail price of 
the car and divided it by our estimate of the number of months that 
the average credit contract had to run. 

Instead of the retail price index as such, this gave us an index of 
the monthly payment that the average buyer would make for his 
car, which we thought was a more realistic figure than the retail price 
alone. Finally we adjusted this to dollars of constant purchasing 
power by dividing the retail Consumer Price Index. Thus we were 
left with essentially three factors: The real disposable income which 
people had to spend; the real average monthly price of a car bought 
on credit ; and the stock of cars already on the road. 

Now we combined those—— 

Senator Kreravver. Of course not all cars are bought on credit. 

Mr. Surrs. This is so. The cars which are already on the road are 
various ages and various conditions. 

The circumstances of consumer tastes in any particular year vary. 
There are large numbers of factors that have been omitted from our 
study. 

This study was initiated in the summer of 1955, and at that time 
there was a great deal of talk about the tremendous expansion in the 
automobile market during that year, and there was considereable 
speculation as to the precise influence which the extension of credit 
terms had on that expansion and we wanted, if we could, to take them 
somehow into account, rather than leave them out of account entirely. 

So that this is our approximation to some way of including credit 
terms in the equation. 

Senator Keravver. That is the main difference between your study 
and Dr. Chow’s? 

Mr. Surrs. Aside from technical detail, yes, I believe it is. 

Senator Keravver. He took the BLS index and you took an index 
based upon installment buying? 








Mr. 
price 
are te 
Mr. I 
the at 
purp' 
index 

Th 
mobil 
inclu: 
an est 

I tl 
sells : 
equiv 
is the 
genel 
cours 
tion 
new 
aver’ 
aver 


tions 
level 
info 

Tl 
two 

T: 
in d 
cent 
also 
tend 
iner 
new 

T 
pact 


For 
that 
aut 
not 


ADMINISTERED PRICES 3197 


Mr. Surrs. I might mention there is a difference also in the precise 
price index which we used. For a number of reasons, again which 
are technical reasons, and which are associated with the report which 
Mr. Blair is going to read into the record, I was not satisfied with 
the automobile price component of the Consumer Price Index for the 

urpose of analyzing automobile demand, and I constructed a price 
index of my own. 

This price index is essentially a markup of the passenger and auto- 
mobile part of the BLS wholesale price index—this is somewhat more 
inclusive than the Consumer Price Index component—marked up by 
an estimate of the gross margin of automobile dealers. 

I think I can explain the gross margin this way: When a dealer 
sells a car, he receives in payment cash or a credit instrument of cash 
equivalent, and ordinarily, a used car of some value. This used car 
is then sold, and again cash or credit instruments are obtained and 
generally another used car. This continues down until the cars of 
course are scrapped out at the bottom. The sum total of this opera- 
tion is the way in which the dealer receives his payment for the 
new car, So that essentially what I have done is take the ratio of the 
average value of a new passenger automobile at wholesale, to the 
average receipts per new car sold by automobile dealers, receipts of 
both payments for new and used cars alike. 

Senator Keravuver. I think I understand, but you go ahead. 

Mr. Surrs. Well, we included these factors in what we call a re- 
gression equation or demand equation. The equation was so arranged 
as to emphasize year-to-year changes in values. That is, we focused 
the attention of the equation technically on year-to-year changes 
rather than on the total level. While we do not feel we are able to 
correctly forecast all year-to-year changes, still we feel that that is 
the precise target that we ought to aim at. We want the equation, 
inother words, to show us as much as possible about year-to-year varia- 
tions in sales; rather than to tell us that sales in 1958 are not on the 
level that they were in 1932, which is not particularly enlightening 
information. 

The result of our equation can best be summarized, I think, in the 
two tables, table No. 2, and table No. 3. 

Table No. 2 shows our estimate of the average impact of an increase 
in disposable income: that an increase in disposable income of 1 per- 
cent tends to increase new-car sales by about 4 percent; the table 
also shows that an increase in our average monthly price of 1 percent 
tends to decrease retail sales about six-tenths of 1 percent. Finally, an 
increase of 1 percent in stock of cars on the road, tends to decrease 
new-car sales by, again, about 4 percent. 

The figures given in table 2 represent, if you like, the potential im- 
pact, as nearly as I could measure, of these factors. 

They do not, of course, represent the actual historical importance. 
For example, the figure of 4 percent for disposable income indicates 
that if disposable income increases by 1 percent, then we would expect 
automobile sales on the average to increase by 4 percent. But it does 
not tell us when income will in fact, go up, or whether income will go 
up or down. 

In table 3 we have adjusted these figures to indicate something of 
the historical importance of the variations in these factors over the 
time period which we have studied. 


































3198 ADMINISTERED PRICES 







These indexes, which are technically known as beta coeffici ‘lents, are 
of no particular ee in their actual magnitude but their sa 
tive magnitudes indicate the relative importance which these several 
factors have had over the period which we studied : 1929 through 1956, 

The disposable income is the most important factor affecting the 
automobile sales. The accumulation of the stock of cars on the road 
was about half as important. The influence of price changes, chan 
in our index of price per month—which incidental] y we might again 
note is a compound influence involving the price of new cars, the» rice 
of used cars (because of the retrading element which we have = 
into our measure) and the credit terms, all three of those factors com- 
pounded—have an effect which has been about one-quarter as jm- 
portant asthe variation in disposable income. 

Senator Keravuver. It has been pointed out that as of now it is wn- 
TLGEEe ee any further. 

Mr. Surrs. I do not pretend to any expertise in this matter, but 
I am inclined to feel that this is the case. 

Senator Kerauver. The maximum is is 36 months now. 

Mr. Surts. Yes. 

Senator Krravver. The general consensus is that you could not 
be extended beyond 36 months. 

Mr. Surrs. I think this is very likely true, yes. 

Senator Keravver. Just explain to us a little bit better what that 
chart means. Disposable income : 0.92—what is that ? 

Mr. Suits. Again, if we think of the effect of disposable income as 
1.0 instead of 0.92—I leave it at 0.92 because that is the way it comes 
out in the study, but think of that as 1, just a unit of historical 
importance. 

Now, this 1.0 merely indicates that variations in disposable income 
have been the most important factor in the past variations in automo- 
bile sales. Now, this importance of variation of disposable income 
arises from two causes: First, from the potential importance which 
income will exercise when it changes on the one hand, coupled with 
the frequency and extent to which income does or did, in fact, change. 

Remember this study covers the period from 1929 so that we have 
the big ups and downs, the variations in income during the depression, 
the recovery and the postwar boom, so that there has been very great 
variation in disposable income. 

Now, if we take what is accounted for by income as, say, of 1 unit 
of importance, then the stock of cars on the road is about a half of 
a unit. 

In other words, looking back historically, the variation in the num- 
ber of cars we owned has been about half as important in influencing 

variations in sales as income has been. Variations in our compound 
price index have in turn been about a half as important as the varia- 
tion in the stock of cars on the road. 

Senator Keravver. All right, sir. 

(Discussion off the record.) 

We will stand in recess until 3 o’clock, and meet in this same room. 

(Whereupon, at 12:30 p. m., the committee recessed to reconvene 
at 3 p. m., the same day.) 
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AFTERNOON SESSION 


Senator Kerauver. All right, Dr. Suits, we will start again. 

Mr. Sutrs. Thank you, Mr. Chairman. 

This morning I indicated that the results of our study were sum- 
marized in tables 2 and 3 of the testimony; that table 2 represented 
the best estimates we could make of the potential effect of variability 
im income and price and in the stock of cars on the road, but that this 
does not indicate to what extent historically they did vary, and hence 
their potential importance must be weighted by the amount of actual 
variability which the factors were subject to. 

This, in turn, is given in table 3, which indicates the relative im- 
portance of the three factors during the period covered; that with 
income as the most important factor, the stock of cars on the road is, 
perhaps, half as important, and the price per month is, perhaps, a 
quarter as important historically in explaining the year-to-year varia- 
tion in automobile sales. 

The extent to which the equation actually will explain or account 
for the year-to-year changes in automobile demand is indicated in 
table 4. 

In the column headed “Actual,” we have the actual change in retail 
sales over the preceding year, measured in millions of cars, and in 
the “calculated” column the figure which would be calculated if one 
puts the actual changes in income, price, and so on, into our equation. 

As you can see, the calculated changes correspond closely to the 
actual changes in the prewar period, with the exception of 1936, in 
which there is a very substantial overestimate by the equation of the 
improvement in the market over 1935, 

The postwar period, beginning with the increase of one and a half 
million actual 1950 over 1949, leaves something more to be desired. 

The 1950 increase is missed by something more than half a million 
ers. The change from 1954 to 1955—that sensational spurt in auto- 
mobile purchases—is considerably underestimated. The decline from 
1955 to 1956 is estimated at about a quarter of a million cars in face of 
an actual decline of a million cars more than that. 

If we carry our calculations on into 1957—the price series which I 
used for this study is such that I have not got a complete figure avail- 
able yet for 1957—the preliminary calculation gives a decline of 
about half a million in sales from 1956 to 1957, although the actual 
change was a very modest increase. 

The decline-— 

Senator Krerauver. What was the actual change? 

Mr. Surrs. I have forgotten the exact figure, but practically no 
thange, from 5.9 to 6, something like that. 

The calculated change from 1957 to 1958 gives us a decline again. 
Of course, we do not have complete data to work with, but the pre- 
liminary estimate gives us a tentative decline of something more than 
amillion cars, perhaps one and a quarter million, which is not un- 
reasonable in light of the current selling rate. Perhaps actual sales 
have fallen somewhat more than that. 

I would prefer actually to focus attention in this analysis not so 
much in the vear-to-year changes as in the longer run outlook, which 
Ithink is implied by these relationships. As you can see from table 2, 
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if we think of price and credit terms as being fixed, for the moment, the 
actual course of sales of new cars is the result of the outcome of a race 
between income, on the one hand, and the growing stock of cars that 
people have and own and use, on the other. In the postwar period, | 
think our high level of sales were accounted for primarily by the faet 
that we came out of the war period with a deficiency of automobile 
stock, and a very high income, at which level of income people wanted 
to own many more cars than they had previously done. 

I believe that since the very high level of operations in the first half 
of the fifties, we have very nearly caught up to the level of car stocks 
that people want to own, and that from here on we have to look for. 
ward to something more closely approximating a replacement mar. 
ket, with a slight upward trend as population and income improve. 

Senator Keravver. I saw a figure the other day that the percenta 
of people who owned new cars had decreased—I cannot remember the 
exact amount. It was pointed out that a smaller number of people 
now own new cars than in any recent period. 

Mr. Surrs. Yes; this is certainly so. 

What I have called here the equilibrium level, and I mentioned a 
figure—one can only make rough judgments about these things—I 
mentioned a figure of 4 million cars. Now, this is predicated on the 
assumption that we have a life expectancy of an automobile of about 
14 years, which it has been. As income grows, however, it is cer- 
tainly true that people not only want to own more cars but they want 
to own better cars, and it may be then that we will not retain as many 
of the older cars in our car stock and, perhaps, at a higher level of 
income the life expectancy of the automobile might decline but in the 
absence of such an adjustment, this level of sales appears reasonable, 

Senator Krrauver. I want to raise a question concerning your sug- 
gestion that the level of demand in the immediate future will be 
somewhere in the neighborhood of 4 million cars to which will be 
added upon recovery of our normal rate of growth in income about 
250,000 cars a year. Does that include the cars that we normally sell 
abroad or are you just talking about domestic sales? 

Mr. Surrs. This is domestic sales I am talking about, and it in- 
cludes all cars which are registered by domestic owners, new 
registrations. 

Senator Kreravver. Do you not think though that the new highway 
program, which will allow for greater use for automobiles, would be 
a factor that would increase the demand ? 

Mr. Surrs. This is very hard to say. If you will remember, on 
the first page of my report, I mention that one of the important fac- 
tors, I thought, in the development of automobile demand was the 
amount of highways available, and also the amount of leisure time that 
people have to drive around on the roads, and surely this will have 
some effect. 

This has been—this is one of the factors which is omitted from my 
calculations, and its effect simply has to be given some problemati- 
val level. I would not have any way of quantifying it. 

Senator Keravver. I can see you could not make any accurate guess 
about the effect. 

I was impressed by Dr. Katona’s statement also that suburbia had 
come to play an important part particularly requiring people, if 
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they can afford them, to have two cars—one car perhaps to keep up 
with the Joneses, and another car for daily transportation, to go to 


school and the grocery store. That is also another element that you 


recognize ; 

Me. Sore. That element, as such, is omitted from my equation. _ 

To the extent that it is, in part, related to the fact we are becoming 
avery rich nation, it is part of the income aspect which is, of course, 
included in our study. ORY a 

Senator Kerauver. Let me see if this means your conclusion is in 
line with Dr. Chow’s: You do feel that a price reduction by industry 
and either elimination or reduction of excise taxes would have a sub- 
stantial effect on increasing the sales of automobiles ? 

Mr. Surrs. Surely. 

Senator Kerauver. You do not go quite as high as Dr. Chow? 

Mr. Surrs. My estimate, no—my estimate is only about half the size 
of his, panooee both our estimates are subject to a probable error, 
arising out of their statistical nature and, as Mr. Chow said this 
morning, I think they fall within the same range of magnitude. 

Senator Keravuver. Generally, the reason for the difference in your 
estimate and his estimate is that you have given greater weight to the 
change in the maturity period, the cost-per-month. 

Mr. Surts. Yes. I would say that there are three important dif- 
ferences between my work and Professor Chow’s. 

We have used, as you say, two different measures of actual price. 
First, he has used, if I understood his testimony, the automotive com- 
ponent of the BLS Consumer Price Index. I did not. I used a 
marked-up index of the automotive component of the BLS Wholesale 
Price Index, so there is that difference. 

Secondly, I have divided my price index by the number of months 
credit duration, thus trying to take credit terms somehow into account, 
which he did not. 

Thirdly, his treatment of the stock of cars, if I understood his testi- 
mony, is somewhat different in concept from mine. In my measure of 
the stock of cars on the road I have simply counted the number of 
vehicles, and he has figured depreciation. 

Senator Krerauver. You have counted the number of vehicles, and 
Dr. Chow has figured depreciation ? 

Mr. Surrs. He has tried to figure some kind of depreciation on those 
vehicles; yes. 

Senator Kerauver. He has tied the figure to depreciation, and put 
them on a comparable basis, so that a car 1 year old would be con- 
sidered 75 percent of a new vehicle, and so on. 

Mr. Surrs. That is my understanding of what he did; yes. 

Senator Keravver. All right. 

Mr. Dixon? 

Mr. Dixon. Thank you, Mr. Chairman. 

Dr. Suits, looking at your table 4 on page 7, I am impressed with 
the times that your calculation was reasonably accurate. Did you 
make all these calculations yourself or were they made by somebody 
else in the earlier years? 

Mr. Surrs. You mean in the “Calculated” column ? 

Mr. Dixon. Yes. 

Mr. Surrs. They are made with my equation; I made them or 
supervised their being made. 
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Mr. Drxon. At what time did you make these calculations ? 
Mr. Surrs. These calculations were made in, sometime during, 1957 
I have forgotten the exact date. . 

Mr. Drxon. So they were made by using past historical data? 

Mr. Surrs. Oh, yes. 

Mr. Drxon. Actual factual data as you have described the formula 
which you followed ? 

Mr. Surrs. Yes. 

Mr. Drxon. And when you applied that to actual data and then 
compared it with the actual production, you have the comparison 
which we can observe ? 

Mr. Surrs. That is right. 

Mr. Drxon. So the same as Dr. Chow, you took actual facts that oe- 
curred and applied them to your formula, and then you came up with 
a comparison between actuality and calculation ? 

Mr. Surrs. That is right. 

Mr. Dixon. Therefore, this is not just an opinion; this type of testi- 
mony is based upon facts. 

Mr. Surrs. That is correct. 

Mr. Drxon. If I understand correctly, you do agree with Dr. Chow, 
as he pointed out to the chairman, that automobile sales would be con- 
siderably stimulated by the reduction in price, whether it came by a 
reduction of excise tax or a basic reduction in the cost of a car? 

Mr. Surrs. That is correct. 

Senator Keravuver. Mr. Chumbris? 

Mr. Cuumpris. I have a question that goes to the stock of cars now 
on the highway. 

If you will turn to table 1 of your paper, you will note that before 
the war, 1939, 1940, and 1941, there were 2.7 million, 3.46 million, 
and 3.76 million new cars sold. Then, after the war, taking the 4 
years of 1949, 1950, 1951, and 1952, you sold 20,520,000 new cars over 
a 4-year period. 

So, if you take the last 3 years, 1955, 1956, and 1957, you sold almost 
as many new cars in those 3 years as you sold 4 years, from 1949 to 
1952, inclusive. I was wondering, from your surveys, would the fact 
that you sold so many cars in the last 3 years produce so many new 
cars on the highway that it has had an impact on your new purchases 
in 1958? 

Mr. Surrs. Oh, unquestionably. 

Mr. Cuumepris. Actually you bought in the last 3 years what you 
normally would buy in, maybe, 4 or 5 years before the war. 

Mr. Surrs. Yes, sir. 

Now, understand we did not distinguish relatively new cars from, 
say, a car 10 or 12 years old in our data. We simply counted 1 vehi- 
cle as 1 vehicle. 

Now, surely the difference in age has some measure of impact. 
Again, it isa factor which we have left out. 

would think it would be abnormally depressing influence in this 
particular area, but again I cannot speak to it. 

Mr. Cuumertis. Of course, using Dr. Chow’s formula, he does take 
into consideration the 24 million ownership as against the 50 million 
actual cars, so that in his formula that leaves 3 years’ sales amount- 
ing to almost 4 years of the years prior to the big 7,200,000 sale, and 
it would have a material effect. 
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Mr. Surrs. I would think so. 
Senator Keravver. All right. 

Dr. Blair? 

Dr. Buarr. Mr. Chairman, I have only a couple of brief comments. 

There is room for differences in either concepts or data in measures 
of this type as between one study and another. We do not have any 
particular disagreement with Dr. Suits in connection with his con- 
cepts. It is our feeling, however, that the price he has derived from 
pational income data compiled by the Department of Commerce is 
less suitable for this particular purpose than is the BLS retail price 
for passenger cars. 

We are aware of the fact that the BLS retail price series has many 
shortcomings. Some of its shortcomings are particularly pronounced 
since 1955, but Dr. Suits’ study only includes 1 year after 1955, so 
that those particular shortcomings would not have too much of an 
effect upon his analysis. 

The reasons why we prefer the BLS price index to the price series 
calculated by Dr. Suits are set forth in a memorandum by Dr. 
Browne which, at this point, I would like to have put into the record. 
I hope if Dr. Suits has any comment upon this memorandum he 
would be good enough to furnish it, and it will be put into the record 
also. 

Senator Kerauver. Dr. Wayles Browne’s memorandum will be put 
into the record. Have you been furnished with a copy of it? 

Mr. Surrs. No; I have not. 

Senator Keravver. We will furnish you with a copy, and if you 
wish to comment on it, or Dr. Chow, we will make that a part of the 
record at a later time, if roe will send it to us. 

e 


(The memorandum referred to follows :) 

Apri 28, 1958. 
Memorandum 

To: Dr. John M. Blair, chief economist. 
From ; E. Wayles Browne, Jr. 


Subject: Calculation by Professor Suits of real retail-price index, passenger 
automobiles. 


Professor Suits has prepared two statements of his demand analysis for new 
automobiles. One, entitled “The Demand for New Automobiles in the United 
States 1929-56,” was written for publication in a professional journal, the 
Review of Economics and Statistics, and contains some technical descriptions of 
his methodology and derivation of data. The other, entitled ‘“The Demand for 
New Passenger Automobiles,” is an adaptation for presentation before this sub- 
committee, with most of the technical language and details eliminated. In dis- 
cussing the construction of his price index, it is necessary to rely primarily on 
the more technical version. 

From Professor Suits’ viewpoint, the Bureau of Labor Statistics Retail Price 
Index of New Automobiles from the Consumer Price Index appears to have two 
major deficiencies : 

(a) The series begins with 1935, whereas he preferred to cover the period 
beginning with 1929; 

(b) Concessions by new-car dealers were not regularly obtained by the BLS 
prior to July 1954. This suggests that in any periods of buyers’ markets in the 
lew-car business from 1935 to 1954, the BLS index may not have reflected the 
full extent of the decline in retail prices. 

The BLS retail price index for automobiles was, indeed, not designed for use 
as the price variable in a demand analysis. To remedy these deficiencies, Pro- 
fessor Suits set out to construct his own index. His table A-2 (of the R. E. 8. 
paper) shows the steps in this construction. 

One of the key series in this table is Retail Expenditure, Automobiles (billions 
of dollars) ; sourced as Department of Commerce: Estimated consumer expendi- 

























































































































































































3204 ADMINISTERED PRICES 


tures on new and net used automobiles, plus estimated investment expenditure op 
new passenger automobiles. This series meets the first problem, in that it has 
been computed for each year since 1929. There are reasons for questioning, 
however, whether it properly serves his purpose. 

From 1929 to 1951 the data used are published in National Income, 1954 eq. 
tion." The figures for 1952 and 1953 were subsequently revised, and these new 
figures, as well as data through 1956, were published in the Survey of Current 
Business for July 1957.7 Unfortunately, the investment expenditures have not 
been published since 1952, but Professor Suits seems to have been able to approxi. 
mate them adequately. 

As a basis of constructing a retail price index for new passenger cars, the 
combined series itself has several deficiencies. The objctive of the National Ip. 
come Division of the Office of Business Economics was quite different from 
Professor Suits’ objective. The method of calculation of the combined serieg jg 
described in National Income, 1954 edition, on pages 115 and 116. The description 
opens (p. 115) : 

RETAIL VALUATION METHOD 


The main alternative to the commodity flow procedure (with retail sales 
interpolation and extrapolation) is to multiply by an appropriate average retail) 
price the estimated quantities of consumer commodities purchased. This ap- 
proach—the retail valuation method—was used for passenger cars and gasoline 
and oil from 1929 to the present; * * *.” 

On the following page, the OBE states that the average retail price of auto- 
mobiles at the factory was published by the Automobile Manufacturers Associa- 
tion for the period 1929-41, and then discontinued. During the war years (ex- 
cluded by Professor Suits), OBE used data from the Office of Price Administra- 
tion. “For the period since 1946, the average retail price of new cars has been 
based on the Bureau of Labor Statistics composite price for Chevrolet, Ford, and 
Plymouth, adjusted upward to cover other makes of cars and factory installed 
extras.” (Transportation, incidental dealer charges, State and local retail sales 
taxes, are also included.) 

In pursuit of its objective, the OBE added gross margins on used car sales, 
“In the 1929-39 period the estimates of gross margins on used car sales covered 
only used-car dealers.” Estimates of margins of used-car dealers, based on vary- 
ing sources and methods, have been included each year since 1929. “Used-car 
margin of new-car dealers were introduced in successively larger proportions 
in 1940 and 1941, and were included entirely, along with the margins of used-car 
dealers, from 1942, when the full retail list price for new cars was assumed 
to have been realized, through 1951. Beginning in 1952, a procedure of adjust- 
ing used-car margins, when necessary, for excessive trade-in allowances was 
adopted.” [Italics supplied.] 

The OBE deducts Federal, State, and local governments purchases of new 
passenger cars from its working data in determining private expenditure on 
new passenger cars. 

Finally, the OBB series includes housing-type trailers from 1945 on. This is 
consistent with their purposes of estimating personal consumption expenditures 
for user-operated transportation. “Housing-type trailers were omitted from the 
earlier [prewar] estimates because of their relative unimportance.” 

To summarize the analysis thus far. Professor Suits has not freed himself 
from the deficiencies of the BLS retail-price data, since they underlie his key 
series from 1949 through 1956. Contrary to his intent, the data contain a built-in 
upward bias to the extent of the used-car dealer margins (which have no factual 
nor conceptual connection in this context with the price of new cars). They 
contain another built-in upward bias by the inclusion of house-trailers, which 
clearly cannot properly be averaged into the price of automobiles for a demand 
analysis. The inclusion in the postwar years (but not the prewar years) of 
the trailers and the doubled used-car margins certainly yields a nonhomogeneous 
series, which breaks in the middle. 

The 1954 Census of Business, Retail Trade, shows sales of used-car dealers 
{[passenger-car dealers (nonfranchised)] as $2,424 million, and sales of house- 
hold-trailer dealers as $326 million (both on pp. 1-5 of vol. 1). Assuming the 
margin of the used-car dealers to be one-sixth of sales, somewhat below the 


1 National Income Division. Office of Business Economics, U. 8S. Department of Com 
merce, table 30, line 61, and table 32, line 17. 
*Table 30, line 61. 
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margin on new cars, this would contribute $404 million plus the total of trailer 
gales, making an error of $730 million in the OBE series, so far as Professor 
Suits’ purpose is concerned. It is probable that in the years 1955, 1956, and 1957 
the error would be greater. 

The exclusion by OBE of governmental purchases of new cars from its data 
jeads to a different kind of error in Professor Suits’ analysis. Since it does not 
appear that he subtracted such purchases from his Retail Sales New Automo- 
piles, table A—1, he now injects a downward bias of unstated magnitude. 

A technical point arises here. Upward and downward biases can sometimes 
be assumed to be offsetting, but not invariably. For example, if the objective 
were simply to estimate the aggregate expenditure for new cars in the decade 
of the 1950’s, overcounting and undercounting would certainly have a neutraliz- 
ing effect on errors. In a demand analysis, particularly one in which first differ- 
ences* are employed, it is quite possible for all biases to reinforce and magnify 
the year-to-year changes in the variables, thus seriously distorting the results 
and the conclusions drawn therefrom. 

Professor Suits derives his final Real Retail Price Index, Passenger Auto- 
mobiles (1947-49 dollars) by the following formula : 


Retail expenditures (dollars) 
BLS wholesale index for autos retail sales (number) 
Index =- oa acee ieee 


BLS Consumer Price Index Wholesale value (doliars) 
Wholesale sales (number ) 


This index was used in the R. BD. S. paper, giving a deflated series, expressed 
in 1947-49 dollars. In the paper prepared for his appearance before the sub- 
committee, he did not divide by the BLS Consumer Price Index. Since the Con- 
sumer Price Index has risen substantially since the 1930’s, the undeflated series 
shows a lower level prior to World War II, and a higher level postwar than does 
the deflated index. 

It should be noted that the year-to-year changes in the undeflated series are of 
somewhat greater magnitude than the deflated series for the postwar period, 
and one instance shows a difference in direction. On the other hand, the deflated 
series shows greater magnitude of changes in the prewar period, and three in- 
stances of opposite sign. 

The formula and its several components require some explanatory comments. 
The retail expenditures series was discussed in detail above. 

Retail sales (number) is one of his independent variables. His series is greater 
than the R. L. Polk & Co. series on total new-car registrations in all but 3 years 
of his entire period, 1931, 1954, and 1956. While it is possible for total domestic 
sales to exceed new-car registrations, because some cars may be purchased here 
in person by residents of Canada and Mexico, and because the Polk series do not 
include Alaska, Hawaii, and Puerto Rico, it cannot be assumed that all domestic 
sales are at retail. The Polk data do include manufacturers’ sales to govern- 
mental bodies. Since Professor Suits did not give the source for the retail sales 
data, it has not been possible to reconcile the differences between his data and 
those customarily used in the trade. 

The net effect of the compound term in the above formula is a series he calls 
“retailers margin factor.” This title is a misnomer, since it includes several 
items, such as Federal excise tax, freight, cost of optional extras, and other fac- 
tory charges, all of which are treated by the dealers as ingredients of “cost of 
goods sold,” and are not part of retail dealers’ margins. Conceptually, however, 
the factor is a reasonable one, because the BLS wholesale index for automobiles 
does not include these items. The Wholesale Price Index undertakes to measure 
factory selling price of a standard car, at the factory gate, exclusive of taxes, 
extras, and transportation. — 

The computed factor ranges between 1.418 (1937) and 1.514 (1941) in the pre- 
ward period, and between 1.70 (1956) and 1.831 (1952) in the postwar period. 
He multiplies the BLS wholesale price index for passenger cars by these factors 
tocompute his new car retail price index. 


*A first difference analysis, the method used by Professor Suits, is one in which changes 
sales from one year to the next are related to changes in prices, changes in incomes of 
buyers, and changes in other factors. A more direct method is frequently used, in which 
total sales are related to actual prices, actual incomes, ete. Minor errors in measuring or 


ating actual totals or averages can easily lead to major errors in changes from year 
year. 































































































































































































































3206 ADMINISTERED PRICES 





It was possible to make a direct check of the 1954, 1955, and 1956 factors 
from data available to the National Automobile Dealers Association. Matched 
factory invoices and retail sales sheets on identical automobiles showed net re. 
tail price, including Federal, State, and local taxes, to be approximately 15) 
times the factory price in 1954, 1.60 in 1955, and 1.52 in 1956. Since some of 
these cars carried factory-installed radios, or heaters, or both (but not priceg 
separately), these factors are somewhat overstated. It appears that the factors 
used by Professor Suits exceed the direct-computed factors by approximately 0.29, 

It was possible to match only a few cars, and the results are not offered as 
a representative sample. The direction coincides with the error introduced into 
professor Suits’ series by the extraneous components (for this purpose) of the 
retail expenditure data of the National Income Division. 

In final summary, it can be said that while Professor Suits’ methodology jg 
reasonable, the data used are not. There are built-in errors of magnitude which 
he never removes, and these may also produce specific errors in year-to-year 
changes which cannot objectively be analyzed. He has not actually divorced 
his data from the BLS Consumer Price Index for automobiles, since the BLS 
consumer price data underlie one of his prime components, retail expenditures 
for automobiles. It is perhaps ironical to note that another of his major com- 
ponents, the BLS Wholesale Price Index for auomobiles, is considered less exact 
by the Bureau of Labor Statistics than their Retail Price Index, which he re. 
jected in the first instance. 

As a result, Professor Suits’ demand analysis, insofar as the price variable 
is concerned, is of doubtful validity. 

A chart comparing the Suits index with the BLS Retail Price Index for auto- 
mobiles is attached. It should be noted that he shows a sharp drop from 1952 
to 1953, while the BLS shows a small increase. He shows increases from 1953 
to 1954 to 1955, while the BLS shows decreases from 1953 to 1954 to 1955. The 
Suits index drops from 1955 to 1956, while the BLS index rises. For each year 
since 1952, his index shows a different direction of year-to-year change than 
does the BLS index. (These comments apply to both his deflated and direct 
indexes.) Since in a first differences type of analysis, the direction of change 
assumes an unusual importance, if the BLS series is not in error in indicating 
the direction of change, Suits’ analysis, because of the defect in his price data, 
may produce misleading results. 

In discussing the results of his overall analysis, on page 7 of his subcommittee 
paper, Professor Suits quite properly says, “The agreement during the postwar 
period [between actual and calculated changes in sales] is not nearly so good.” 

(The chart referred to follows :) 
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Mr. Cuow. I would like to, if I may, make a correction. 

My price data have been referred to as the BLS—Bureau of Labor 
Statisties—price data. Actually, I would like to make a correction to 
that statement. 

Actually, my price data came from averages of newspaper advertige. 
ments for the period that I jooked at—for the majority of the years 
that I looked at. 

What I did was to look at the newspaper ads for automobiles and 
make an average as to the cars of the current year model, 1-year-old 
model, and so forth, and I think my price data are mainly based on 
newspaper advertisements rather than the Bureau of Labor Statistics, 

Senator Keravuver. That sounds like very accurate price data. 

Mr. Cuow. In fact, the time when I conducted the study I thought 
that was the best way available in order to obtain the information as 
to how much the consumer actually paid for their cars. 

Of course, there are also defects in this newspaper ad method or 
in the nawspaper ads, too, but I think, compared with the other series 
T had available—I thought it was the best source available. 

Senator Keravuver. Can you tell us how your conclusions, based 
upon your calculations from newspaper advertisements, compare with 
the data of the Bureau of Labor Statistics ? 

Mr. Cuow. Yes. 

For many years we have had agreement, except during the war years, 
the years after the war, 1946, 1947, I think that the Bureau of Labor 
Statistics index underestimated the price that the consumers actually 

aid. 

- At that time we had a price control, and I think that the price that 
they used was the list price, whereas the consumers actually paid 
much more, going through the dealers to get their new automobiles. 

I think this is a fact generally recognized. 

Senator Kerauver. You mean the black market and the gray 
market ? 

Mr. Cuow. Yes. 

Senator Keravuver. And the price pack ? 

Mr. Cuow. Yes. 

Senator Keravuver. But, say, since 1950, has your price date behaved 
about the same as the Bureau of Labor Statistics ? 

Mr. Cuow. We have general agreement, I think, since then. 

Senator Keravuver. All right. 

Dr. Buarr. The type of price data used can produce quite different 
results in price elasticity. Dr. Suits’ use of his derived price from the 
national income data has, as he has pointed out, given this elasticity 
of minus 0.6 with respect to price. 

Using instead of his derived price the BLS retail price, and linking 
it in 1935 to the wholesale price series of the BLS, and keeping all 
other elements in his equation the same, we get an elasticity of minus 
1.2 for price taken alone. 

That elasticity is not exactly comparable with Dr. Suits’ in that 
his is a combination of price and maturity, whereas what this repre- 
sents is elasticity for price taken alone, which we wanted to derive in 
order to compare with the results of other studies. 

Senator Keravuver. Dr. Suits, do you agree with that? 

Mr. Surrs. Well, I have been furnished with a copy of the results 
which Dr. Blair has just referred to, and I presume that those are 
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the results that he showed, and there is no particular reason why this 
should not be the case. 

Senator Kreravuver. In other words, taking prices alone, using the 
BLS price, and applying your equation, the result is 1.2 elasticity in- 
stead of 0.6. 1.2 1s exactly what Dr. Chow’s was, is that not so? 

Mr. Cuow. Yes. 

Mr. Surrs. I might point out—what result did you get when you 
ysed the contract duration? Did you do that with the contract dura- 


ion ? 

ar. Buiair. We did not do that with the contract duration. We did 
this on price alone because we wanted to make a comparison with other 
studies. Incidentally, I want to point out that the coefficient exceeds 
the standard error. 

Mr. Suits. Surely. I was just wondering how much of that dif- 
ference is due to the fact that you, in shifting from one price index 
to the other, you also left out the credit duration aspect. You see, it 
would be interesting to do this, to see how much of it is due to price 
index and how much was due to the credit duration. 

Mr. Buarr. That would be a very worthwhile project to be under- 
taken, and one or the other of us should do it. 

(A memo of explanation supplied by Dr. Blair at this point may be 
found in the appendix in p. 3997.) 

Mr. Surrs. I wanted to comment that it is difficult to make these 
comparisons. It is true that doing it in this particular way you get 
aresult which is very close to Professor Chow’s, which is quite proper 
since his series agrees very closely with the BLS series, and aside, I 
think, from the more elaborate adjustment he has made on the older- 
age cars, from there on the equations are very much alike. 

Mr. Buatr. That is right. 

Mr. Surrs. But the big difference, I would think, arises in the ques- 
tion of what one does about credit contract duration or credit terms, 
in some sense. 

Now, my effort to conclude some kind of recognition of credit terms 
was restricted to simply dividing the price by it to see how it came 
out per month. Perhaps one can do better than this, but this, at least, 
gives some kind of recognition to this particular problem, 

Surely, if credit contract durations lengthen, as they did in 1955, 
itwould not surprise us unduly to find an expansion, even price being 
given or price even rising slightly, as it did in 1955, to find 

Senator Kerauver. Do you have information about what percent- 
mot cars are bought on credit, Dr. Suits? 

r. Surrs. I have no particular information. I know it is some- 
where around half or 60 percent at the present time. 

Senator Kerauver. Would your calculation be a little misleading 
then in including all cars on the basis of monthly credit payments, 
whereas perhaps about 50 percent are not bought on credit at all? 
Mr. Surrs. No, I would not say misleading, Senator. I would 
refer to think of it this way: We know that credit terms have some 

ind of an effect. If they are to have an effect, then I must make a 
place for that effect in my equation. I have made the place by a rule 
of thumb method: instead of taking the price by itself, I divide it by 
the number of months that the average credit contract runs. 

I know that the percentage of cars bought on credit, the willingness 
of the people to buy on credit, has changed drastically since the early 
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days that this period covers. But I must make a place in my formylg 
somewhere, and this is the way I chose to make the place. 

Now, the question then is, do we do better in doing it this way, or 
do we do better by leaving it out entirely? This is a technical matter, 
I think my way is best, but perhaps others disagree. 

Mr. Briar. I might, just for the record, make it clear that it is m 
understanding that Dr. Suits did make an attempt to derive elastic} 
for price taken alone, but he found at the end of his work that it wag 
statistically insignificant in that, as statisticians say, the coefficient 
was exceeded by the standard error. 

It happened that when we used the BLS price data, this did not 
develop, and the inference would thus be that it would be proper for 
us to present this 1.2 figure, whereas we can understand why Dr, 
Suits felt that his finding which achieved in the same way was not 
significant. 

You nod your head; is that correct ? 

Mr. Surrts. Yes, that is correct. 

Mr. Buarr. This 1.2 thus derived through the use of the BLS price 
index happens to be exactly the same as the result obtained, as we heard, 
by the different technique of Dr. Chow. It compares to an elasticity of 
1.4 found by Mr. Atkinson of the Department of Commerce, and to 
the 6 lr aoe ee of 1.5 which was arrived at by Roos and Von 
Szeliski, mentioned earlier. I would like to have permission to put 
a table comparing these results into the record. 

(The table referred to may be found in the appendix on p. 4224) 

Senator Keravuver. That will be put into the record. Tell us about 
the results of Mr. Atkinson of the Department of Commerce. 

Mr. Buarr. He prepared a study that appeared several years ago in 
the Survey of Current Business, as part of a series of studies of con- 
sumer markets for durable goods. The issue in which it appeared 
was April 1952. The author is L. Jay Atkinson. It is a very com 
tent study. Its existence has been known for some time, and it 
been recognized. 

Senator Keravver. All right. 

Mr. Buatr. You can, if you desire, have it made part of the record, 
Mr. Chairman. 

Senator Keravver. It seems to be a bulletin of the United States 
Department of Commerce, which is an identifiable public record. The 
only pertinent part would be that portion which deals with automo- 
biles. It seems to be only about 2 pages, so we will make that a part 
of the record. 

(The document referred to may be found in the appendix on p. 4003.) 

Senator Keravver. Is there anything else? 

Mr. Buatr. No, sir. 

Mr. Drxon. I think, before we leave the subject, Dr. Blair has re- 
minded me of something we should establish here, referring to the 
standard error. In all these studies there is a standard error, as every- 
one knows who has dealt with expert witnesses. 

Dr. Suits, what was your standard error in your table 4? 

Mr. Surrs. I think you can summarize it this way: that the equa- 
tion which we calculated from the data succeeds in explaining ap- 
porimeley, ret me see if I have the exact figure here—I think about 

5 percent of the total variation in automobile sales. 

n other words, the factors omitted from the equation, account for 

about 15 percent of the variation. 
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Mr. Dixon. Dr. Chow, in your study, what was your standard 
r? 
or. Cuow. I do not know whether I should use any terms in sta- 
tistics for this purpose. We talk about a proportion of the variation 
of sales that we can explain. 

I think that in my case something like 85 percent of the variations 
in sales between 1921 and 1953, excluding war years when we had no 
sales, approximately 85 percent of the variation in sales during those 
years have been explained. 

Senator Keravuver. So your standard error would explain all but 15 

rcent 

Mr. Cuow. Yes. 

Mr. Dixon. That is fairly well done. 

Mr. Chairman, one other matter. This morning Senator 
O’Mahoney, as you know, would have been here but for the fact that 
Mrs. O’Mahoney was temporarily taken ill. He sent a letter by his 
assistant to call this matter to my attention. 

It is a photostat of a letter dated April 25, 1958, which Senator 
O'Mahoney received. The sender’s name and location have been 
blanked out on the letter and I think properly so, because the opinion 
that is expressed in the letter is similar to the information that came 
before the subcommittee when dealers appeared before us. It was 
to the effect, as I recall the testimony, that a common practice seems 
to have developed in the industry whereby the manufacturers of auto- 
mobiles regularly sell automobiles to States and municipalities at a 
price considerably beneath that which the dealers themselves pay 
wholesale for the car. It ranges somewhere from $250 to $325 as an 
average on the wholesale price of passenger cars. 

Senator O’Mahoney stated, also through his aid, that he thought 
this letter indicated somewhat that if this practice is continuing, and 
that if a considerable number of cars are being sold at that price below 
what dealers are paying wholesale for them, it must be some indi- 
cation that the manufacturers could reduce prices in some way. 

I think the letter would add something to the record. 

Senator Keravver. Allright. It will be made a part of the record. 

(The document referred to follows:) 


APRIL 24, 1958. 
Subject : Automobile price legislation. 
Senator JosepH C. O’MAaHONEY, 
Washington, D. C. 


Drak Senator: I have been talking to [blank] relative to the price legislation 
how contemplated by Congress and we note your interest. 

We wonder if you know that when dealers bidding on cars or trucks to any 
governmental agency are given the following reduction in prices of the units 
from wholesale prices if they are winning bidders. These amounts are deducted 
from the wholesale prices of the units when these units are shipped to the deal- 
ers to be delivered to the governmental purchasers. 

There is deducted from the regular wholesale price $250 on half-ton pickups, 
$425 on 2-ton trucks, and an average of about $325 on an average priced passenger 
car. 

[Blank] says all the manufacturers give these price concessions. 

Bids are awarded solely on the price. There is no sales effort. Shipments 
are made to the successful bidding dealers and are made in the usual way re- 
gardless of the number. Maybe only one car. 

It might indicate that the manufacturer could stand a slight price reduction 
on all cars sold to dealers. 


(Signed) [Blank]. 
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I might add that [blank] says that while this may be price regulation tha 
something should be done to establish a price on automobiles. No one ex 
the dealer knows what the price is and there seems to be collusion among the 
dealers as to how much to kite the price. It’s done so as to allow a big price 
for the used car traded in. 

Senator Kerauver. Mr. Peck, any questions? 

Mr. Prcx. There is only one thing that comes to my mind, Mr, 
Chairman, and that is this: 

f course, we all realize that a reduction in price is doubtless goj 
to have some result in terms of sales, and eventually you get to the 
aes of giving them away, and I suppose you could saturate the mar- 

et in no time at all. However, it is pretty difficult to decide exactly 
what effect on sales a price reduction would have. 

As I understand your testimony, Dr. Suits, you feel that a reduc- 
tion of $100 in the price of each car would have considerably less effect 
in sales than Dr. Chow believes; is that understanding correct ? 

Mr. Surrs. Yes. 

My best judgment is that a 1 percent decline in price or reduction in 
price, would increase sales by, perhaps, a half or six-tenths of 1 percent, 

Mr. Peck. Then you feel that Mr. Walter Reuther’s estimate is 
rather exaggerated? Would that be an accurate statement? 

Mr. Surrs. What was Mr. Reuther’s estimate ¢ 

Mr. Peck. That was brought out in this morning’s hearing. 

Mr. Bram. I think it was something to the effect that a reduction in 
price of $100 would result in the increase of a million car sales or 
some very large figure. 

Mr. Surrs. Not a million, surely ? 

Senator Keravuver. We do not know exactly what his estimate was. 

Mr. Pecx. It was a large number. 

Mr. Buatr. It was 68 hewea on a study of elasticity in demand. He 
was, in effect, repeating the opinion of Mr. Carl Fribley, who had 
been at one time the head of the National Automobile Dealers Asso- 
ciation. Mr. Fribley himself, later appearing before this subcommit- 
tee, stated that he did not arrive at that figure in any quantiative or 
statistical manner, but it was merely an offhand impression at that 
time, in which he did not wish to put much faith. 

Mr. Surrs. Let me put it this way: As has been brought out, all of 
these measures are statistical measures, and they are subject to probable 
error. 

Mine—perhaps one end of the spectrum—is at 0.6. At the other end 
of the spectrum we might put 1.5. Let us say that the actual effect we 
could expect from a reduction in price would be somewhere between 
those two. That is to say, a 1-percent reduction in price would increase 
by somewhere between a half of 1 percent and 114 percent. 

Now, where exactly in that range the true figure lies I do not know, 
and I do not think anyone else knows, but I will stake my professional 
reputation that that number is not as high as two. ; 

In other words, I am not prepared to say that a reduction in price 
of 1 percent would not increase sales by 1 percent or 114 percent. But 
I am prepared to assert that it will not increase sales by 2 percent. 

Senator Kerauver. Do you agree with that, Dr. Chow ? 

Mr. Cuow. Yes, I do. 

Senator Keravuver. All right, Mr. Peck. 

Mr. Peck. I think that is all, Mr.Chairman. Thank you. 
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Senator Kerauver. Mr. Bolton-Smith ? 

Mr. Bouron-Smiru. Thank you, Mr, Chairman. 

Dr. Suits, econometrics is a comparatively recent field in economics, 

is it not ? 
: Mr. Surrs. I think in the terms in which it is understood today, it 
isa recent field, although I might point out—and it is a subject I like 
to emphasize—that when Adam Smith wrote The Wealth of Nations, 
he includes a long statistical appendix devoted to an effort to measure 
the course of the British price level for some several hundred years. 
So, broadly speaking, it is as old as the science of economics itself. 
But in terms of its more recent development it is fairly new. 

Mr. Bo.ron-Smiru. And that more recent development emphasizes 
accuracy based upon complicated equations and the use of electronic 
computers for fast computations, does it not ? 

Mr. Surrs. Yes. 

I would rather say that the development of electronic computers 
has vastly broadened the scope, or the power, let us say, of our 
analytical tools and, as a matter of fact, we are now, I think, on the 
verge of a revolution in method itself, on that account. The develop- 
ment since the end of the war in this regard has been very rapid and 
very striking. 

Mr. Botron-Smiru. I am glad you mentioned that, because I be- 
came interested in it as coordinator of lend-lease requirements. We 
had more data than we could handle accurately, I felt, and I called on 
Dr. John H. Cover, of the University of Maryland, bureau of business 
research. It seemed to me that the field was just in a beginning stage 
then, in a rather theoretical way. 

Do you feel that it has become practical now, and it can, with ac- 
curacy, forecast results? 

Mr. Surrs. This depends partly on what you want to forecast and 
how accurately you want to forecast—how accurate you want the 
forecast to be. 

Mr. Bouron-Smiru. You can tell that from your equation. 

Mr. Surrs. Yes. 

First, we might note that there is still a substantial lag in the data 
which is necessary. That since we have only developed these modern 
tools, it was not foreseen 20 years ago that we would need the data 
which we now see we would need. 

For example, no matter how one tries to measure the retail price of 
automobiles we still do not really get the figure that the consumer 
paid in 1935, let us say. We can guess at it this way or that way, and 
there is no magic or econometric tool which will make a precise figure 
out of a series of vague speculations. 

But, given the data, I think we are now in a better position to assess 
the implication and impact of, let us say, public policy than we have 
ever been before. 

. a , Borron-Smaru. When was the Econometric Society Estab- 
ished ¢ 

Mr. Surrs. Oh—— 

Mr. Cuow. In 1931, I think. 

Mr. Surrs. 1931. That sounds reasonable. 

Mr. Borron-Smiru. You have not undertaken any study of the cost- 
profit ratio of the automobile industry ? 
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Mr. Surrs. No, I have not. 

Mr. Botron-Smrrn. So that you do not know whether the increase 
in sales resulting from a reduction in price would have an advergs 
effect on profits or not 

Mr. Surrs. No. 

I have no way of knowing—now, wait a minute. I take that back. 

If my figure of 0.6 elasticity is correct, then a 1 eo reduction 
in price would increase the volume by six-tenths of 1 percent. This 
would mean that more cars would actually bring in a lower gross 
dollar revenue from sales. 

This end of the spectrum necessarily means, then—since it is goi 
to cost more total dollars to produce more cars, and you are goi 
to take in fewer dollars in sales revenue—that this would affect profits 
adversely. 

At the other end of the spectrum, at 1.5 elasticity, and 1 percent re- 
duction in price would increase units sold by 114 percent; this would 
increase total sales revenue in dollar terms. 

It would also increase costs, and what the balance would be there, 
I do not know. But down in my end of the spectrum, the answer is 
unambigous: that a reduction in price would reduce the rate of profit 
in the automobile industry. 

Mr. Boutron-Smirx. Thank you, Dr. Suits. 

Dr. Chow, do you have anything generally to add to this particular 

oint ? 

‘ Mr. Cuow. I think I agree with Dr. Suits on that point. 

Mr. Bouron-Smirn. Thank you, Mr. Chairman. 

Mr. Cuumpris. May I ask one question ? 

Senator Keravver. Do you have anything else, Mr. Bolton-Smith? 

Mr. Bouron-Smiru. No. 

Mr. Cuumspris. When Mr. Colbert, president of Chrysler, was be- 
fore the subcommittee, he testified, I believe, that in 1953 they mark- 
edly reduced the prices of every car they had, starting about $20 and 
going as high as $250, and they did not gain any sales whatsoever 
by the reduction in price. 

I was just wondering how a situation like that comes within your 
survey. How would you account for that? 

Mr. Surrs. I would say that—which particular kind of car is sold! 

Mr. Drxon. To refresh your recollection, Mr. Chumbris, it de- 
veloped that on the automobiles about which Mr. Colbert had been 
talking—even after he had made his price reductions—his price was 
still higher than the comparable competing automobiles of Ford and 
Chevrolet. So the price cut that he was talking about was really the 
elimination of part of a premium. 

Mr. Surrs. Well—but even so one might even have models selling 
at lower prices than other models—and still not selling as well— 
because, if you have a good design in a particular line that appeals to 
consumers one year, they will move in that particular direction. 

I do not believe personally that the year-to-year changes in auto- 
motive design have a great deal to do with total sales. This is merely 
personal prejudices; this is not a factor included in my equation. But 
IT do believe personally that while year-to-year changes in automobile 
design do not have a great deal to do with the total number of ears 
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gold, all told, they, have a tremendous amount to do with whether one 
puyscar A or car B. 
onator Keravver. I think we understand that clearly. 


We will include in the record this summary comparison of several 
studies of automobile demand. 
(The table referred to is as follows:) 


Summary comparison of several studies of automobile demand 


Elasticity of new pur- 
chases with respect to— 


Price Income 


TD 


- Derived price 
2. BLS price 


Chow !. 
Roos and 
Atkinson 


1 Per capita basis. 


(The prepared statement of Daniel B. Suits is as follows:) 


THE DEMAND FOR NEW PASSENGER AUTOMOBILES 


By Daniel B. Suits, Associate Professor of Economics, University of Michigan 


In this presentation I shall summarize the results of a statistical analysis 
of the demand for new automobiles in the United States, carried on as a research 


project by the research seminar in quantitative economics at the University of 
Michigan. 

The study was initiated under a contract with the Ford Motor Co. in the 
spring of 1955. A more detailed report of the project is scheduled to appear 
in a future issue of the review of Economics and Statistics under the title, “The 
Demand for New Automobiles in the United States, 1929-56.” 

The objective of the investigation was to select the most important factors 
associated with variations in automobile sales and, by the use of appropriate 
statistical techniques, to estimate the influences they exert, and their relative 
historical importance. 


The demand for new cars is a complex phenomenon, and it reflects a large 
number of factors. 


For example, year-to-year variation in sales is associated with such things as 
the prices of new and used cars, the incomes people have available to spend; 
the prices of other items of consumption they must buy, the number and condi- 
tion of cars they already own, and the kind and mileage of roads available to 
run them on, the cost of operation, the design of new models, credit terms under 
which they can be purchased, and so on almost without limit. 

It is clearly impossible for us to analyze all these factors at once; 
we must be content to pick out those few which we feel are of greatest 
interest and importance. 

For purposes of this study, attention was focused on five factors: 

(1) The average retail price of new cars, 

(2) The average prices of other things that consumers must buy, 

(3) The stock of cars already on the road, 

(4) The incomes people have to spend, and __ 

(5) The credit terms under which automobiles can be bought. 

The latter is measured by the number of months’ duration allowed 
by the average automobile credit contract. In addition to these 5 
factors, 2 others were considered but, upon being tested, proved not to 
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yield sufficient improvement in the result to make it worthwhile tp 
include them. 

These were the rate of increase in income—as distinguished from 
its level—and the age distribution of the stock of cars. 

Difficulty was experienced in obtaining adequate measurements for 
some of these factors. 

The accurate series for disposable income and the consumer price 
index are generally familiar. Moreover, from data on automobile 
registrations a fairly accurate count of the number of cars in existence 
can be obtained. 

Unfortunately, there are no equally reliable series for either retai] 
prices of automobiles nor of automobile credit terms, and rough estj- 
mates had to be made for the purpose of the investigation. 

Without describing in detail the estimating procedure, I will simply 
remark that the retail price series was prepared by applying an an- 
nually estimated retail margin factor to the index of wholesale prices 
of passenger automobiles as published by the Bureau of Labor Statis 
tics. 

An estimate of the duration of the average automobile credit con- 
tract was obtained by calculations using the data on automobile credit 
outstanding published by the Federal Reserve Board. 

Our estimates leave much to be desired and allowance for their 
nature should be made as part of any evaluation of the final outcome 
of our research. 

The estimates of the series employed in this study are given in table 
I, covering the period 1929-56. The years 1942 through 1948 inelu- 
sive have been excluded. There was, of course, no new-car market 
during the war, and the immediate postwar years represent too greatly 
distorted a picture to warrant inclusion. 

Statistical utilization of the data was a two-stage process: 

First, the five factors were combined in a meaningful way into a 
generalized mathematical form. 

Second, this generalized form was confronted with the data to ob- 
tain a specific equation relating the magnitudes of the several factors 
to variation in demand. 

For certain technical reasons, the analysis was designed to concen- 
trate on the year-to-year changes in demand rather than on its level as 
of any given year. Thus, all factors enter the equation as annual 
changes, and the generalized expression for automobile demand then 
appears as: 

D=al+bP+cS+d 

In this equation, D represents the change in new-car sales over the 
preceding year, measured in millions of automobiles. : 

I is the change in total annual disposable income, measured in bil- 
lions of dollars of 1947-49 purchasing power. 

The index P combines in itself 3 of the 5 demand factors mentioned 
above. 

It was our belief that the average monthly payment that a new-car 
buyer must make is a more meaningful measure of the cost of the car 
than the retail price alone. Thus, the retail price was divided by the 
estimated number of months of average credit contract duration to ob- 
tain such an average monthly payment. 
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This monthly outlay was then converted to dollars of constant pur- 
chasing power by dividing it by the consumer price index, and P rep- 
resents annual changes in this figure. : 

The symbol S in the equation represents the increase over the pre- 
ceding year of the stock of cars on the road, measured in millions of 
cars as of January 1. 

The small letters a, b, c, and d, represent numbers to be statistically 
determined. 

When this has been done, we obtain the following demand equation: 


D=0.106 I—0.234 P—0.507 S+0.115 


This expression is interpreted as follows: 

(1) For each increase in disposable income of $1 billion—in 
1947-49 purchasing power—the annual demand for new cars tends to 
rise by 0.1 million cars. 

(2) Each increase of one “unit” in the monthly price of a new car 
tends to reduce the demand for new cars by about 0.23 million. It is 
difficult to give a direct interpretation to the size of this unit, but a 
more meaningful statement will be given in a moment. 

(8) Each increase of 1 million in the number of cars on the road 
reduces the demand for new cars by 0.5 million. 

In other words, every car added to the car stock reduces the annual 
demand for additional cars by one-half a car. 

(4) Finally, after account is taken of income, price, and the stock 
of cars on the road, there remains a tendency for sales to rise annually 
by 0.1 million. This may be taken as a trend due to the influence of 
demand factors not included in the equation. 

For many purposes, it is convenient to replace the interpretation 
just given by one which expresses the influence of the various factors 
in percentage terms. 

By reference to the average value of the variable over the period 
covered by the analysis, it is possible to determine the approximate 
percentage change in new-car demand that would be produced by a 1- 
percent change in each of the factors in turn. 

These estimates are given in table IT: 


TABLE IT 


Tends to produce 
@ percentage change 
A1l-percent increase in— in sales of— 


Disposable income 
Price per month 
Stock of cars 


22805—58—pt. 6——-70 
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(The table I is as follows :) 


TABLE I.—Basic data 


oe eee? ee See ee oe ee ee 








Real dispos- Average Stock of cars| Retail sales 
able income New car credit con- Consumer on road, | new automo. 
Year (billions of | retail price j|tract duration) price index | Jan. 1 (mil- | biles (mij. 
1947-49 dol- index (months) lions) lions) 
lars) 
_— 
113.4 86. 4 12.5 73.3 18.7 2.91 
104. 2 81.2 12.6 71.4 19.7 2.65 
98.2 78.2 13.0 65.0 19. 6 1.9 
83.4 73.9 13.1 58.4 18.7 1.10 
82. 6 71.1 13.3 55.3 17.9 LB 
90.9 73.5 13.8 57.2 18.9 1% 
99. 3 70.7 14.3 58.7 19.4 28 
111.6 69. 4 16.2 59.3 20.1 3.51 
115. 6 74.3 17.4 61.4 21.5 3.51 
109.0 80.7 16.8 60.3 22.3 1.9 
118. 5 77.8 15.5 59.4 22.7 2.72 
127.0 80. 4 16.1 59.9 23.2 3.48 
147.9 91.1 13. 5 62.9 24.5 3.76 
184.9 189. 9 15,5 101.8 30.6 4.87 
200. 5 191.7 18. 6 102. 8 33.1 6.37 
203. 7 201.5 14.4 111.0 35.7 5.09 
209. 2 222.1 16.4 113.5 37.6 4.19 
218.7 215.3 18.8 114.4 39.3 5.78 
221.6 218.3 18. 6 114.8 41.6 5.47 
236. 3 225. 1 21.6 114.5 43.8 7.0 
247.2 224.7 23.2 116. 2 46.7 5.9 





Reference to table II permits a clearer assessment of the relative 
influence of the factors: 

It is evident that disposable income and the stock of cars on the 
road are of about equal potential importance; a 1 percent change in 
og tends to produce about a 4 percent change in annual new-car 
sales. 

On the other hand, a 7 percent reduction in the average monthly 
price, obtained either via price reduction or further lengthening of 
credit terms, would achieve the same effect as a 1 percent increase in 
disposable income. 

The estimates in table II and in the demand equation above are 
best understood as indicating potential effect. That is, they show 
what effect a given factor tends to produce if it varies by a certain 
amount. It does not indicate whether or how frequently, or by how 
much the factor is likely to vary. 

To evaluate the true contribution of a factor to the actual behavior 
of the market, we must weight this potential influence by the actual 
variability of the factor. Such weighted measures of importance, 
known in statistical terms as “beta coefficients,” are shown in table IIL. 


TABLE III.—Indewes of actual historical importance (beta coefficients) of the 
factors affecting new demand 


NN ice eee bil cette tesdnllechiaenis enn omeinntieon ae 0. 92 
ss ciniuiestisantn nhensonnieiennnnicien 27 
it whens win semnpennadivioesiintei 58 


The absolute values of these numbers are of no particular signifi- 
cance, but their relative values reflect the relative historical importance 
of the individual factors in the actual variation of new-car sales. 

Disposable income was by far the most important factor. 

This follows from the fact that, although its potential influence 1s 
no greater than that of the stock of cars on the road, its variability 
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gas considerably greater than that of the relatively sluggish total 
dock of automobiles. 

Historically speaking, the stock of cars on the road was only about 
half as important in contributing to variation in new-car sales, while 
the average monthly price, in turn, was only about half as important 


asthe stock of cars. 
The influence of the selected factors when calculated by means of 


the demand formula given above accounts for neerneniany 85 per- 
ent of the annual variation in automobile demand. 
This may be illustrated by a comparison of the actual year-to-year 
with those that are computed from the formula. These cal- 
qilations are given in table IV. 


TaBLE 1V.—Actual and calculated changes in new car sales 1930-56 


[Millions of cars] 
| Actual | Calculated 


-1, —1.27 


| 
| 





Table 1V shows close agreement between the actual movements in 
new automobile demand and those calculated from the formula. With 
the exception of a large overestimation of demand in 1936, the equation 
follows the prewar market with accuracy. The agreement during the 
postwar period is not nearly so good. Increases in demand in 1950 
and 1955 are calculated at only half their actual values, and the equa- 
tion narrowly missed failing entirely to catch the downturn from 
1955 to 1956. 

We are not yet in possession of all the data required to calculate 
the value for 1957; however, a preliminary calculation gives a decline 
of about half a million in sales, in face of a market showing virtually 
nochange over the preceding year. 

Extending the computations to the present gives a tentative esti- 
mate for 1958 of a decline from the level of 1957 of something more 
than a million cars. In view of current selling rates, this is a reason- 
ably realistic figure. 

Although the analysis leaves something to be desired in terms of 
its ability to account accurately for all year-to-year changes, it pro- 
vides a useful insight into the general operation of the market. 

If we neglect the price factor, the behavior of new-car sales is seen 
to depend on a race between income, on the one hand, and a rising 
stock of cars on the road on the other. 

If, as at the present, income does not rise sufficiently rapidly, the 
stock of cars begins to catch up to the level consumers feel they can 
afford, and new sales decline sharply. The high sales in the postwar 
market were largely generated by the great gain in income coupled 
with an initial deficit in car stocks, inherited from the war. 
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It now appears that this period is over, and we must be prepared 
to readjust to a somewhat lower level of new-car demand. 

Preliminary computations with the demand formula given above 
indicate that this level of demand will be somewhere in the neighbor- 
hood of 4 million cars for the present but will, upon recovery of our 
normal rate of growth in productivity and income, tend to increase 
about 0.25 million cars per year. 

Senator Keravver. Thank you very much, gentlemen. 

We will stand in recess until 10 o’clock m the morning, in this 
room. 

(Whereupon, at 4: 15 p. m., the subcommittee recessed, to reconvene 
at 10 a. m., Friday, May 2, 1958.) 
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FRIDAY, MAY 2, 1958 


Untrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MonopoLy 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
457, Senate Office Building, Senator Estes Kefauver (chairman) pre- 
siding. 

Piseent : Senator Kefauver recs , 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Peter N. Chumbris, minority coun- 
sel; Theodore T. Peck, counsel to Senator Dirksen; Peter Posmantur, 
attorney ; Dr. E. Wayles Browne, Jr., economist; and Carlile Bolton- 
Smith, counsel to Senator Wiley. 

Senator Kerauver. We will get started now. 

Do we have any letters or documents for the record ? 

Mr. Pecx. Mr. Chairman, I have here and ask to be introduc.d into 
the record excerpts from House Document No. 404 concerning con- 
sumer price indexes. They were taken from a House hearing con- 
ducted in 1951, the 82d Congress, under House Resolution 73, perti- 
nent to the matter brought up on page 2942 of the transcript yester- 
day when Dr. Browne introduced his memorandum. 

enator Kerauver. Very well. This is a public document and it 
poe Det seem to be very long, so we will put it in the record as an 
exhibit. 

(The document referred to may be found in the appendix, p. 4008.) 

Dr. Buarr. We received yesterday from General Motors Corp. two 
tabulations sent in response to our aie of April 15, 1958. The first 
one is concerned with new cars financed at retail, and lists United 
States selected term and downpayment data. The second is an exhibit 
relating to insurance premiums. I ask they be made a part of the 
record at this time. 

Senator Keravuver. The letter to General Motors Corp. and the let- 
ter -_ response with the tables will be printed in the appendix to the 
record. i 
win)” documents referred to will be found in the appendix on p. 
14. 

Mr. Drxon. Mr. Chairman, you will remember that we sought in- 
formation from General Motors Acceptance Corp. and other financing 
corporations on the increases that have taken a ce in automobile in- 
surance. One of the sources that we went to was the Commissioner 
of Insurance here in the District of Columbia. We were furnished by 
this office with a document which sets forth the various changes in 
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= for various services and types of automobile insurance cove 
have this document here and I would suggest that it be made a part 
of record at this point. 

Senator Kreravuver. Very well. Let it be made a part of the record, 

Dr. Buatr. Together with the accompanying letter ? 

Senator Kerauver. A letter of explanation of April 17, 1958, wil} 
be printed with it, too. 

The documents referred to may be found in the appendix on p, 

4019.) 


Mr. Drxon. Also pertaining to the information received about auto- 
mobile insurance Dr. Blair has prepared a comprehensive analysis, 
I believe it should be made a part of the record at this time. If he 
would care to explain it, I think it would be more meaningful. 

Senator Keravver. All right, Dr. Blair. 

Dr. Bratr. It is in the form of a tabulation in a different manner 
from the data that were supplied by the District of Columbia insurance 
department. The principal improvement in this tabulation over the 
manner in which the data were provided to us by the District of Colum- 
bia lies in the fact that in this tabulation it is possible more readily to. 
determine the changes that have taken place over time in the insurance 
rates for given types of cars, given types of coverage and different 

es of insured parties. 

his retabulation has not as yet been typed. We received the basic 
data only a few days ago, and task that the retabulated data, when it 
is typed, which we hope will be in the next few days, be made a part of 
the record. 

Senator Kreravver. Very well. It will be made a part of the record. 

(The information referred to may be found in the appendix on 
p. 4019. 

Mr. Cuumeris. May I ask a question ? 

I would like to ask Dr. Blair if the figures he has received from the 
insurance department, as he has transposed them, have been shown to 
= ns department for their observation and does it reflect their 
exhibit? 

Dr. Buatr. The figures are exactly the same, unless there is some 
ny cee error, as the figures submitted by the insurance depart- 
ment. They are just rearranged in a different way in order to better 
permit comparison of changes over time. 

Senator Keravuver. Very well. 

The importance of the hearing today is attested by testimony by a 
witness from the National Automobile Dealers Association, by Dr. 
Suits and many others, that the most important matter in auto sales is 
the monthly. payment. 

The wholesale price and the retail price and the list price are all of 
great importance, of course, but a large number of automobiles are 
purchased on financing plans whereby payments are made by the 
month. 

The importance of monthly payments has been accentuated in the 
light of the testimony that, beginning in 1955, the length of contracts 
were extended to 36 months. The importance of that factor in con- 
nection with sales of cars last year and this year has been pointed out 
and is obvious. Primarily our interest lies in the subject of the m- 
creasing amount of the price per month. This is, of course due, to 
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increase in car prices, increases in the insurance charges and increases 
in other charges that go to make up the monthly installment paid by 
purchasers. 

Our hearing today is on that subject. 

Our first witness is Mr. Ernest R. Eaton, Jr., of the Eaton Chevrolet 
Corp., 610 H Street NE., Washington, D. C. 

I understand from the data furnished by the finance companies that 
our staff has prepared a chart furnished by General Motors Accept- 
ance Corp., as I understand it. 

Mr. Drxon. Mr. Chairman, before Dr. Blair explains the 2 charts, 
may I say that we sought identical information from 3 other major 
finance corporations. We have not as yet been able to get the infor- 
mation in the same form that it was furnished to us by General Motors 
Acceptance Corp. where we could show the comparative situation of 
prices between the 4 years 1955, 1956, 1957, and 1958. 

I want to state to you that we intend to pursue our attempt to obtain 
the information in usable form, and if we get it, with your permission 
it shall be made a part of the record. 

Senator Keravuver. All right. It is the direction of the committee 
that you continue to endeavor to secure the information, by use of sub- 
pena if necessary. 

(The information requested may be found in the files of the sub- 
committee. ) 

Senator Kerravver. This is chart D, entitled “Typical Purchase 
Transactions for New Chevrolets Financed by GMAC, 1955-58.” It 
will be made a part of the record. 

(The chart referred to follows :) 
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CHART D 
TYPICAL TIME PURCHASE TRANSACTIONS FOR NEW 
CHEVROLETS FINANCED BY GMAC, 1955-1958 


(FOUR-DOOR BEL-AIR 8 CYLINDER SEDAN, INCLUDING PRICE, OPTIONS, 
FREIGHT, INSURANCE, AND FINANCE CHARGES FOR 30 MONTHS, 
ASSUMING 40% DOWN PAYMENT ) 
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Senator Keravver. Dr. Blair, will you explain what the chart gen- 
erally means? 

Dr. Briar. Mr. Chairman, this chart is based on data submitted 
by General Motors Acceptance Corp. for a four-door Bel Air 8-cylin- 
der sedan Chevrolet. The feature that distinguishes this chart from 
other charts we have had in the past on prices is that this indicates the 
extent to which the total price paid by the ultimate buyer consists not 
only of the price of the car, but also of the price of an identical set of 
optional equipment, freight, insurance, and finance charges. 

In 1955 this four-door Bel Air Chevrolet, without the options, at 
the factory cost $2,031, to which was added the parts and accessories 
options amounting to $424. There was an additional item of $89 for 
freight charge, an item of $97 for insurance, and an item of $214 for 
finance charge, making a total cash outlay ultimately required of the 
buyer of $2,855. Assuming a forty percent downpayment—which is 
assumed in each of these years—and assuming a maturity period of 30 
months, the $2,855 total cost to the buyer comes to a monthly pay- 
ment of $61.25. 

It will be seen from the increasing length of the bars in each year 
that the total cost to the buyer increased, rising from $2,855 in 1955 
to $2,989 in 1956, to $3,227 in 1957, and to $3,466 in 1958. This rep- 
resented a total increase from 1955 of the entire composite of ele- 
ments in that price of 21.4 percent. It represented an increase from 
1957 alone of 7.4 percent. That isididentalty contrasts with the BLS 
index which shows a change of only 12 percent from 1955. The 
BLS index incidentally is composed entirely of the prices of Chevro- 
let, Ford, and Plymouth. It also compares to a change indicated by 
the BLS index from 1957 to 1958 of only 4 percent. In other words, 
the BLS index seems to understate the change as compared with this 
typical example, selected by General Motors Acceptance Corp. itself, 
by about half. 

Senator Keravuver. Are there some items left out of the BLS index 
or else how do you account for that ? 

Dr. Buarr. The reasons for the understatement of the price increase 
by the BLS index are rather technical, Senator, and are outlined in 
the statement I submitted yesterday. Basically they consist of two ad- 
justments made by the BLS on a considerable scale since 1955. The 
first is an adjustment for what the BLS regards as an overallowance 
by the dealer. They have noted that 

Senator Keravver. You mean overallowance on a used car? 

Dr. Buatr. Overallowance on a used car. They have noted that 
dealers have been granting increased allowances on used cars in re- 
cent years. They have endeavored to determine, as they should, the 
extent or magnitude of the overallowance. The question arises as to 
what they subtract the overallowance from—whether they subtract 
it from the manufacturers’ suggested retail price or something of that 
nature, or whether, as would be proper, they subtract it from the 
manufacturer’s suggested retail price, or its equivalent, plus the deal- 
er’s pack. It is questionable whether the BLS price reporters in the 
majority of instances do, in fact, get that locally arranged or re- 
gionally arranged dealer’s pack, which is generally added onto the 
retail price and compensates the dealer in effect for the overallow- 
ance, which he then grants to the buyer for the buyer’s trade-in. 
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The second source of understatement is due to the way in which the 
Bureau of Labor Statistics has incorporated optional equipment, 
Without going into the details here, the statistical technique that it 
has applied, in effect, sir, gives a result as if the increase in price at- 
tendant upon the introduction of the optional equipment were exactly 
offset by the increase in utilities presented by the optional equipment, 
with the result that no increase is shown for the introduction of op- 
tional equipment regardless of the increased cost thereof to the ulti- 
mate buyer. 

From the point of view of measuring the impact of price change 
upon Shiiand. this has introduced for the last 3 years, at least in my 
opinion, a serious downward bias in the BLS index. 

Senator Keravver. In other words, the BLS figures that power 
steering, power brakes, radio, and other optional equipment have a 
full utility value and so it is not added 

Dr. Buarr. That is right. The increased costs thereof are not added 
to the index, even though there is an actual increased dollar outlay re- 
quired to purchase the car with such added equipment. 

Senator Keravver. All right; let’s take the last one and compare 
it with 1955. 

Dr. Buatr. It will be seen that by far the most important element 
in the total car cost to the buyer is the car itself, without the options, 
In 1955 that represented 71 percent of the total ultimate price. The 
Sores accessories included in this typical car which, as I say, were 
identical options, with one slight exception, throughout the period, 
constituted in 1955 14.6 percent. In 1958 this 71.1 percent had in- 
creased to 73.4; the 14 percent had dropped to 12.9. 

The principal subject of interest in the hearing today, finance 
charges, which were $214 in 1955, represented 7.4 percent of the total 
price to the buyer in that year and 8.3 percent in 1958. 

Senator Keravver. It has risen to 8.3. 

Dr. Buatr. It was $214 out of a total of $2,855 in 1955, and it was 
$286 out of a total price of $3,466 in 1958. 

The increase in the monthly payments from 1955 to 1958 as a result 
of the increases that had taken place in price, in insurance, and in 
finance, was 21.2 percent. The increase from 1957 to 1958 was 76 
percent. I doubt incidentally whether these figures overstate the in- 
crease in the monthly payments required. Thus, the buyer, who hada 
monthly payment under these conditions and assumptions of $61.25 
in 1955, was confronted in 1958 with a monthly payment of $74.59 
for an unquestionably improved car in many respects, but nonetheless 
the same make and model, the same options, the same downpayment, 
and the same maturity period. 

General Motors Acceptance Corp. has also submitted to us similar 
data for an Oldsmobile and a Cadillac. We have not had time to 
have charts drawn for those other models, but I ask at this point that 
the data submitted be made a part of the record, together with Gen- 
eral Motors Acceptance Corp.’s accompanying interpretative state- 
ments. 

Senator Keravuver. Without objection, that will be done. 

(The information referred to may be found in the files of the sub- 
committee. ) 
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Senator Keravver. All right. I think we understand that chart. 
Do you have another one ? 

Dr. Buatr. The only other chart that I have is a very simple one, 
Senator. 

It merely indicates—— 

Senator Keravuver. The title of this chart is “Size of liquid assets 
holdings, in dollars, percentage distribution of spending units, early 
1955 and early 1958.” 

Is this source from the Federal Reserve Board ? 

Dr. Buatr. Yes, sir. The source is the Federal Reserve Board, 
which, in turn, secures the data from surveys regularly undertaken 
for the Board by the Michigan Survey Research Center headed by 
Dr. Katona, who appeared here the day before yesterday. 

The chart indicates rather clearly why it is that approximately 
two-thirds or more of all new car purchases are made and indeed 
have to be made on a time basis. e great bulk of families in this 
country do not have in the form of liquid assets enough funds to pur- 
chase a new car. In 1958, 57 percent of the families—the technical 
term is “spending unit,” the definition of which is “all persons living 
in the same dwelling and related by blood, marriage, or adoption, who 
pool their incomes for their major items and expense.” For shorthand 
purposes we might refer to it roughly as the equivalent of families. 

o resume, 57 percent of all families in early 1958 have total liquid 
asset holdings of less than $500. 

Now what is meant by liquid asset holdings? Liquid assets are de- 
fined to include United States savings bonds, checking accounts, sav- 
ings accounts, postal savings accounts, and shares in savings and loan 
association and credit unions. 

Seventy-eight percent of the families have liquid assets of less than 
$2,000. With 78 percent of the families having liquid assets of less 
than $2,000—and a Chevrolet costing with options nearly $3,000, it is 
quite obvious that if most of the families in the United States are 
going to be able to buy new cars, they will have to acquire them on 
the basis of credit. 

That is why the magnitude of the finance charge assumes so much 
importance in considering the effect of the ultimate price upon the 
demand for automobiles. 

Senator Kreravuver. Very well. 

I think those charts are excellent background for our hearings today. 
The second chart will also be made a part of the record. 

(The chart referred to follows :) 
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SIZE OF LIQUID ASSET HOLDINGS, IN DOLLARS 


PERCENTAGE DISTRIBUTION OF SPENDING UNITS 
Early 1955 and Early 1958" 
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STATEMENT OF ERNEST R. EATON, JR., EATON CHEVROLET CO., 
WASHINGTON, D. C. 


Mr. Drxon. Mr. Eaton, will you state your complete name for the 
record, sir? 

Mr. Eaton. Ernest R. Eaton, Jr. 

Mr. Drxon.I understand, Mr. Eaton, that you own an automobile 
agency here in the District of Columbia What is the name of your 
business ? 

Mr. Eaton. Eaton Chevrolet, Inc. 

Mr. Dixon. Where is it located ? 

Mr. Eaton. 610 H Street NE. 

Mr. Dixon. What type of agency is that? Do you sell only Chevro- 
let ? 

Mr. Eaton. Yes, sir, Chevrolet cars and trucks. 

Mr. Dixon. How long have you been in the automobile business? 

Mr. Eaton. I have been located with this dealership for 6 months. 
I have been in the automobile business in the Washington area for 
10 years, since 1947. 

Mr. Drxon. Is this location the old location of the Ourisman Chev- 
rolet Co. ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. You are the successor to that location and that dealer- 
ship ? 

Mr. Eaton. Part of the location. 

Mr. Drxon. Part of it? 

Mr. Eaton. Part of the location, yes, sir. 

Mr. Drxon. What dealerships did you have or participate in prior 
to the time you took over this dealership ? 

Mr. Eaton. From 1947 until 1954 I was a De Soto-Plymouth dealer 
in Bethesda, Md., operating under the trade name of Bethesda Motors, 


ne. 

After that for 214 years I was general manager and I had a part in- 
terest in Caithness Buick, Inc., in Bethesda. 

Mr. Drxon. You have had a varied experience. You have sold 
automobiles for the Chrysler Corp., De Soto, and Plymouth, and you 
have sold two types of automobiles for the General Motors Corp., is 
that correct ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Mr. Eaton, we are particularly desirous of understand- 
ing today your relationship with the financial institution that you 
ordinarily use or encourage customers to use in connection with the 
automobiles which you sell. 

Since you have been in business as the Eaton Chevrolet Co., which 
eutomobile finance company have you sold your paper to ordinarily ? 

Mr. Eaton. General Motors Acceptance Corp. 

Mr. Drxon. Do you sell all of your paper to them ? 

Mr. Eaton. I would—the majority of it. 

I would say that 98 percent of it, since I have been in business. 

Mr. Dixon. Mr. Eaton, will you tell us exactly how it came about 
that you chose the General Motors Acceptance Corp. as the finance 
company with which you would become associated in the sense that 
you sell 98 percent of your finance paper to it ? 
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Mr. Eaton. I might go back a long way to answer the question, 

Many years ago, I had the privilege of attending General Motors 
Institute and working for Chevrolet in the Chevrolet office. When ] 
was associated with Caithness Buick he was already using GMAC and 
through the association and knowing the people and the fact that 
after analyzing all of the other major finance companies in the area 
I felt that GMAC was the best deal for me and for the customer, ” 

Mr. Dixon. Were they the financial institution with which Ouris- 
man was dealing prior to the time you succeeded to his dealership, or 
part of his dealership? 

Mr. Eaton. I had no idea who Ourisman used. 

I understand that he had his own finance company at one time and 
I pasertand that he used many sources but I do not know that from 
a fact. 

That is only conversation so far as I am concerned. 

Mr. Dixon. When you acquired this dealership, with whom did 
you negotiate it? 

Mr. Eaton. I negotiated with Chevrolet Motor division. 

Mr. Drxon. Did your negotiations with them include any conver- 
sations with respect to your association or relationship with General 
Motors Acceptance Corp. ? 

Mr. Eaton. No, sir. As a matter of fact, I am what is known as 
a Motors Holding dealer. 

The Motors Holding division of General Motors is an investor in 
my corporation. I do not know whether you are familiar with that. 

As a matter of fact, the local manager of Motors Holding recom- 
mended that I consider very strongly another type of financial insti- 
tution with a nonrecourse type of paper. 

It was my decision to finance with GMAC. 

Mr. Drxon. Will you explain this Motors Holding relationship that 
you refer to here? 

Mr. Eaton. Well, all the corporations, Ford, and Chevrolet—I mean 
Ford and General Motors and Chrysler have a corporation where they 
invest in dealerships. 

Nobody has the amount of money, I mean very few people do, I 
guess to start any dealership, and they invest the same as a bank or 
anyone else would. 

Mr. Dixon. You borrowed money from them in a sense, is that what 
you mean ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. The chairman would like to know what percentage of 
your investment is borrowed from the Motors Holding agency ? 

Mr. Eaton. I own 40 percent of the stock presently, and Motors 
Holding owns 60 percent of the stock. 

Mr. Drxon. Is your stock offered as collateral to the 60 percent? 

Mr. Eaton. No, sir. 

Mr. Dixon. You own it outright ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. We have heard heretofore the terms “floor stock,” or 
“floor merchandise,” or “floor plan.” 

Would you explain whether or not you have your stock financed 
through the General Motors Corp. 

Mr. Eaton. My floor plan is handled through GMAC. 
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Mr. Drxon. It is also handled through GMAC? 

Mr. Eaton. Yes, sir. : 

Mr. Dixon. What are you presently paying as interest on that? 

Mr. Eaton. Effective as of today, 1 am paying 4 percent. 

Or 4 percent as of yesterday. 

Mr. Dixon. Four percent as of yesterday ? 

Was it higher than that? 

Mr. Eaton. Four and a half percent. 

Mr. Dixon. How high had it been? , 

Mr. Earon. When I started in business it was 514 percent. Then it 
was reduced to five. 

Mr. Dixon. And then 414 and now 4? 

Mr. Eaton. Yes, sir. ‘ 

Senator Kerauver. When was it you started in business, 6 months 
ago! 

Mr. Earon. Yes, sir. 

Senator Kerauver. It was 514 percent then ¢ 

Mr. Earon. In October. 

Senator Keravuver. It was 514 percent then ? 

Mr, Eaton. Yes, sir. 

Senator Kerauver. It has been reduced from 5 to 41% and 4 as of 
today ¢ 

Mr. Earon. Yes, sir. 

Mr. Dixon. Mr. Eaton, exactly what is a floor plan as you under- 
stand it ¢ 

Mr. Earon. A floor plan is a procedure whereby I finance my 
inventory. 

Mr. Dixon. You mean by that as new cars are delivered to you, it 
is a means by which you finance them until you sell them; is that it? 

Mr. Eaton. Yes, sir, that is right. 

You may pay for them ahead of time in some cases, if I have 
enough working capital. I might pay for them ahead of time. 

Mr. Dixon. Do you handle your spare parts through this plan? 

Mr. Eaton. No, sir. 

Mr. Dixon. The only thing you handle through the floor plan are 
new automobiles? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Do you use the plan for used automobiles at all? 

Mr. Eaton. I do not have a floor plan for used cars, I would have 
the privilege of doing it. 

Mr. Dixon. You have not asked for it? 

Mr. Eaton. I have not. I think it is poor business. 

Mr. Drxon. Mr. Eaton, you have stated that 98 percent of the auto- 
mobiles you sell that are financed are financed through GMAC, am 
I correct in that understanding ? 

Mr. Eaton. Approximately, yes, sir. I have had some other deals 
that have gone to other places but they have been the minority of 
the deals. 

Mr. Drxon. Mr. Eaton, do you finance automobiles yourself? 

Mr. Eaton. No, sir. 

_ Mr. Drxon. Have you financed any automobiles for yourself dur- 
ing this 6-month period ¢ 

Mr. Eaton. No, sir. 
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Mr. Dixon. You said that you chose the General Motors Acceptance 
Corp. as the financial institution that you choose to do business with, 
and I believe you said you did that after you made an investigation, 
Does GMAC pay more for the contracts that you enter into than other 
institutions might pay ? 

Mr. Eaton. In some cases, yes, sir. 

Mr. Dixon. In some cases they pay more ? 

Mr. Eaton. Well, as of right now I would not want to answer your 
question because I do not know right at this minute but I do know 
that, in other words, I get a higher—I am an insurance agent, No, 1, 
and No. 2, when I discount the paper under the deal that I have, I 
discount it at a certain—on a certain chart rate which could be higher 
or lower or anything else than some other company would do it. 

I would say that the net result could be, according to the dealer, 
either higher or lower. I could not say what the finance companies are 
setting. 

Mr. Drxon. It was satisfactory to you, and you chose to do business 
with them? 

Mr. Eaton. Yes. 

Mr. Drxon. You made mention of the fact that you are an insurance 
agent. We want to go into that at a later time. Let’s now deal en- 
tirely with the automobile itself. 

At the time that the automobile is delivered to you, ordinarily it 
becomes a part of your floor plan financing. You borrow money from 
GMAC for the payment of the new automobile; is that correct? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Then a customer approaches you and you negotiate 
with him for the price at which you are going to sell that automobile 
to him, do you not? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Under ordinary circumstances do most of your cus- 
tomers have an automobile which they offer as a trade-in or as a part 
of the downpayment ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. So when you negotiate with a customer, he ordinarily 
has a used car or an older model automobile. 

When you arrive at the price that the customer is going to pay for 
the automobile, ordinarily what does the price consist of? Does it 
consist of optional equipment usually ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. So the price that you start off with is what price? Is it 
a price that is suggested to you by General Motors Corp. ? 

Mr. Eaton. Well, in practice about the best way I could tell you is 
the mental, what goes on mentally when you make a deal ? 

What goes on in our minds today in selling an automobile is that 
the car costs us so much money, either the way we bought it or the way 
we bought it plus equipment which we sold and installed on that car. 

We have to be competitive so we add—in other words, we add to our 
cost X number of dollars that we feel, which is what we want to retain 
in that particular deal, and then we appraise the used car at wholesale, 
which is what we feel we can get for that car, and arrive at a net dif- 
ference that the customer would pay. 
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Mr. Drxon. Do you make a practice of affixing a price to your auto- 
mobiles in your showroom ? ; 

Mr. Eaton. We have an inventory control folder which is on the 
table in our showroom and which lists every car that we have in stock. 
It shows the suggested price and the price of each accessory is listed 
and the total suggested price. 

Senator Keravuver. That is in the showroom. It is not attached to 
the car? 

Mr. Eaton. It is not attached to the car; no, sir. 

Mr. Dixon. I suppose, as ordinary dealers operate, you have cer- 
tain forms upon which you figure each deal, do you not ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Are these forms furnished to you by General Motors 
Acceptance Corp. ? 

Mr. Eaton. No, sir; oh, no,sir. It isa regular order pad. 

Mr. Drxon. An order pad ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Would you describe to me generally how you would 
figure a given deal? 

‘Mr. Eaton. Yes, sir. 

If someone came in to our showroom, and were interested in a par- 
ticular car and that car cost me say $2,500, and you had a used car, 
1955 Chevrolet Bel Air, that was in excellent condition, that I felt 
was worth a thousand dollars or $950, forget about the actual value 
but let’s say a thousand dollars, I would take and add to my cost of 
the new car $300, for example, which would give me $2,800—subtract 
$100 and I would ask for it $1,800. 

Mr. Dixon. Why would you subtract $100? 

Mr. Eaton. I meant the thousand dollars for the used car, is what 
I meant; excuse me. 

Mr. Drxon. In other words, the $300 that you would add to that—— 

Mr. Eaton. Would be my gross profit. 

Mr. Dixon. That would be your desired gross profit ? 

Mr. Eaton. That is right. Yes, sir. 

Mr. Dixon. You would subtract from that the thousand dollars 
which you were going to offer for the used car as trade-in ? 

Mr. Earon. Yes,sir. That is what is going on in my mind. 

Now the figures we actually used are different figures because the 
used car, the suggested price of the car we have is higher than the sug- 
gested price of the new car 

Senator Kreravuver. I did not understand that. You say that is what 
is going on in your mind but what you might do would be different ? 

Mr. Eaton. No; the actual figures that we use are the actual sug- 
gested prices. 

Senator Kerauver. Which would be higher than $2,800? 

Mr. Earon. Yes, sir; that is right. 

Senator Keravver. So instead of using $2,800 you might use $3,000 ? 

Mr. Eaton. That is right. 

Senator Keravuver. If you used $3,000, then you would—— 

Mr. Eaton. The trade would be $1,200. 

Senator Kerauver. A customer trading that in would feel like he 
was getting a pretty good price for his car? 

22805—58—pt. 6——71 
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Mr. Eaton. That is the main interest in most customers’ minds 
sir. : 

Senator Kreravver. That is the psychology. 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Mr. Eaton, I have a little difficulty in my own mind in 
understanding when you are an insurance agent and when you are a 
finance company. You said that you are also an agent for insurance 
purposes; is that correct ? 

Mr. Eaton. Yes, sir; that is right. 

Mr. Dixon. General Motors Acceptance Corp., as I understand it 
has automobile insurance companies ¢ ; 

Mr. Eaton. That is right. 

Mr. Drxon. Are you an agent for one of those companies ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Which company ? 

Mr. Earon. Motors Insurance Corp. 

Mr. Dixon. Motors Insurance Corp. ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. You mean by saying you are an agent that you area 
registered agent here in the District of Columbia ? 

Mr. Eaton. Yes, sir, I am a licensed agent in the District of Colum- 
bia, I am a licensed agent in Maryland and I have a nonresidence 
license in Virginia. 

Mr. Drxon. I understand. 

We also understand that it is not unusual, but perhaps customary, 
today for an ordinary financed automobile to have also a credit life 
insurance policy sold in connection therewith. Are you an agent for 
that type of service also? 

Mr. Eaton. No, sir. 

Mr. Dixon. You are not an agent at all for that ? 

Mr. Eaton. You are asking me a question I am not sure of, I do 
not think I am, but I do not know, sir. 

I mean life insurance is included in the finance deal that I sell. 

Senator Keravver. What kind of insurance agency? Are you 
licensed as a general insurance agent ? 

Mr. Eaton. No, sir; yes, as casualty insurance. 

Senator Keravuver. When you get your license, you do not get it 
for any particular company but you get it as car casualty insurance? 

Mr. Eaton. I understand, I think it is different in the different lo- 
calities but you have to be registered to represent a particular com- 
pany, I believe when you go to take the examination and you obtain 
the license. 

There are general—there are other types of licenses. The types 
of licenses I have had in the past have been called a casualty license, 
and I am not sure whether I had to have 

Senator Kerauver. Do you have authority to write insurance in 
other companies besides Motors Insurance Co. or is that what you are 
licensed for ? 

Mr. Eaton. I am licensed right now for Motors Insurance Co. 

Mr. Dixon. This credit life insurance which you indicated you did 
sell along with services, in whose name do you write that? 

Mr. Eaton. I do not write that, sir. That is included in the fi- 
nance 
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Mr. Dixon. You mean that is automatically in the finance charges 
that you inform the customer that he will pay if he buys certain serv- 
ice, is that what you are saying ? 

Mr. Eaton. We inform the customer, if we do it properly, if they 
do what I want them to do, we inform the customer that the charge 
includes life insurance. 

Mr. Dixon. That it does include life insurance ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. You receive, I assume, for your insurance services a 
commission, is that correct ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. That commission is paid to you by the company—what 
did you say the name was? 

Mr. Eaton. Motors Insurance Co. 

Mr. Dixon. Motors Insurance? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Isn’t it a fact that General Motors Acceptance Corp. 
furnishes you the contractual forms or sale contracts forms you use in 
entering into these transactions with your customers ? 

Mr. Eaton. They supply me with the conditional sales contract, sir. 

Mr. Dixon. Do they also supply you with instruction sheets and 
little booklets that set forth these various charges on these varying 
amounts ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. It is these forms that you use when you are negotiating 
with a customer, is that right ? 

Mr. Eaton. Yes, sir. GMAC supplies me with the finance charts. 

Motors Insurance Corp. supplies me with the rates. 

Mr. Dixon. GMAC furnishes you with your conditional sales con- 
tract forms? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. And your other incidental sheets that you use in con- 
nection with the overall transaction ? 

Mr. Eaton. Credit statements. 

Mr. Dixon. Credit statements? 

Mr. Earon. Yes, sir. 

Mr. Dixon. Your interest rates and your conditional sales contracts 
form you say comes from GMAC, and your insurance rate comes from 
the Motors Insurance Corp. Using the combination of those, you then 
complete your negotiation with the customer, and if the customer de- 
sires his car to be financed, do you then ordinarily make a suggestion 
to him that he use the General Motors Acceptance Corp. plan? 

Mr. Eaton. Yes, sir. 
ate. Dixon. That is your recommendation, if the customer asks for 
it 

Mr. Eaton. Yes, sir. 

Mr. Drxon. After you enter into this contract with the customer, 
what do you do with it? 

Mr. Eaton. After we have completed the deal, we send the con- 
tract to—actually 1 draft GMAC, I put it in a draft envelope and 
send it to GMAC. 

The customer gets a copy of the agreement and it is put in a draft 
envelope and drafted down toGMAC. 
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Senator Keravver. What do you mean a “draft envelope”? One 
that you can draw a draft on GMAC? 

Mr. Eaton. Yes, sir; and it is deposited in the bank. 

Mr. Drxon. At the time you enter into this contract with the cus- 
tomer, it is clear in the customer’s mind they are not to pay you but 
they are to pay GMAG, is it not ? 

Mr. Eaton. Yes, sir, but we tell the customer we will be glad to 
accept his payments and mail them to GMAC if he would like us to 
do so. It is one of the services that we give. He can come into our 
office at any time and pay his payment and we will forward it to 

em. 

Mr. Drxon. At the time you enter into these contracts, it is clear 
in your mind you are not financing that car, isn’t it? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. In other words, it is clear in your mind that what you 
are going to do is to turn this paper over to GMAC? 

Mr. rte: That is right. 

Mr. Drxon. Let me understand exactly—we hear different terms 
used as to the manner that you sell this paper to GMAC. I have 
heard the term “discount it.” I have heard it said that they purchase 
it. How do you understand the term? 

Mr. Eaton. I do not know—I want to make sure I use the right 
word. I feel that I am—TI have an obligation, I sell my paper if that 
is the word we want to use, I sell the paper or I discount the paper, I 
guess it is the proper term, to GMAC. 

I have an obligation. In other words, I sell the paper with re- 
purchase, to GMAC. 

Mr. Dixon. You mean with recourse, is that the word ? 

Mr. Eaton. No, sir; with repurchase. 

Mr. Drxon. Repurchase? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. What does that mean ? 

Mr. Eaton. It means if the car is repossessed that I agree to bu 
the car back if it is brought back to me repossessed, and brought back 
to me within 90 days of the time the payment is in default. 

Mr. Dixon. Do you not have a choice, under their service, also of 
entering into contracts or turning the paper over to them at a different 
rate to you where it would not involve repurchase? 

Mr. Eaton. I think—first let me answer the question this way: I 
have a choice of rate that I could use. 

GMAC gives me—I determine the rate, the finance charge, I deter- 
mine that rate that I use in my dealership. 

GMAC, I believe, has a plan, I do not know whether they still have 
it but I imagine they do, they have a plan, a nonrepurchase plan, where 
they buy paper on a nonrepurchase basis. All finance companies have 
different types of plans. 

I elected to operate my dealership on the plan with GMAC whereby 
I would repurchase the car. 

The reason that I felt I should do that is that I have to be competi- 
tive, and in the area that I am in I feel that I would not be competitive 
with other dealers if I did not sell my paper on that basis. 

Mr. Drxon. Let me understand that. How you are using the word 
“competitive”? The paper that you sell without repurchase, you 
would get less for it; would you not? 
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Mr. Eaton. I could—no, I would—wait a minute. 
If I sold it with repurchase, the discount rate would be higher to me. 
Mr. Dixon. Would be higher to you? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. If you take none of the risk, in other words, if you sell 
the paper entirely to the General Motors Acceptance Corp., without 
recourse, without repurchase, that is the way you are using the term? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. You would be through with the deal then, and if the 
purchaser defaulted on one of its payments, then GMAC entirely 
would be responsible for what they did with the automobile and you 
would not have to purchase it back; isn’t that correct ? 

Mr. Eaton. That is correct. 

Mr. Dixon. They would pay you less or would in a sense discount 
the note to you for a smaller amount of money on that type contract 
than they are today ? 

Mr. Eaton. That is right; yes. 

Discount it smaller to me; yes, sir. 

Mr. Dixon. So when you say you are using a plan that you presently 
are using to make you more competitive, does your explanation mean 
that you are using this plan because it would give you more returns; 
is that it? A larger amount of money, in other words? 

Mr. Earon. I would say that that was part of it, but that is a small 
part of it. I still maintain in order to be competitive there are certain 
risks I take that I do not believe anyone would buy 100 percent with- 
out some endorsement on the paper. 

Mr. Dixon. Let me put it this way: Don’t other finance companies 
buy paper without repurchase? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Why is it necessary then for you to handle paper with 
repurchase? Why does that enter into your competitive situation with 
other dealers? 

Mr. Eaton. Well, I think probably the way to explain it would 
be this: Other dealers that sell paper with repurchase, the credit re- 
quirements are not—the credit requirements are greater if you sell 
your paper without any restrictions than if you sell it with repurchase 
or with 

Mr. Drxon. I think I understand you now, then. 

In other words, by your using a plan 

Mr. Eaton. I feel they are, I don’t know whether they are, but I 
feel that they are. 

Mr. Drxon. I think I understand and let’s see if I do: When you 
use a plan or the plan with recourse or with repurchase requirements 
on your part, are you not, by doing that, in a sense sharing in the 
credit responsibility of the customer in the event that the customer 
might default on payment? 

Mr. Eaton. Well, I think I have a definite responsibility as far as 
the credit is concerned anyway. 

If I sell a man a car and it is repossessed, I have lost a customer, 
because he bought the car from me regardless of the circumstances, 
and I have a definite responsibility as a dealer as far as the credit is 
concerned. 

Senator Kerauver. I think it is quite clear that if you sell your 
paper or discount it with recourse or with a repurchase obligation, 
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you would get a little more money and also that GMAC would not be 
so particular about the credit risk. 

r. Eaton. I would not want to make the statement that they 
would not want to be particular about the risk. 

Senator Keravver. I say they would be particular but they would 
be more particular if they had the entire obligation. I think that 
is human nature. 

Mr. Cuumeris. Mr. Eaton, awhile ago you said you wanted to be 
competitive because the people in your area use the plan similar to 
the one youuse. Would you want to elaborate on that ? 

Mr. Eaton. Well, there are many—lI do not think I am trained 
enough to explain exactly what goes on in my head 100 percent but 
I will give you an example that I think probably would explain it. 

I was in business in Bethesda with a smaller volume of cars, selling 
a smaller volume of cars, and perhaps a higher priced car in during 
almost a 10-year period and I think that an investigation would show 
that regardless of how I sold, whatever cars I financed or how they 
were sold that there were not more than 4 or 5 repossessions and I 
have had 5 repossessions in 6 months, so I have—in other words the 
volume is greater and in order to handle the volume that I want to 
handle I have a greater risk. 

And I have to be competitive. 

Mr. Dixon. With repossessions picking up, you are facing a dif- 
ferent problem now; are you not? 

Mr. Eaton. Well, I still think I do not have nearly the reposses- 
sions that 

Senator Kerauver. Speak a little louder. 

Mr. Faron. I still think that the handling of the Chevrolet in 
the metropolitan area downtown rather than in Montgomery County, 
the repossession rate is going to be greater. 

Mr. Dixon. Let’s move along. 

With respect to the contract, you say you immediately put it in a 
draft envelope and mail it. I assume that as soon as the contract is 
entered into and you can service the new automobile, you deliver it; 
do you not ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. You do not wait until General Motors informs you 
whether they are going to buy the paper or not ? 

Mr. Eaton. Oh, yes. sir, we call the credit in. 

Mr. Drxon. You call the credit in? 

Mr. Eaton. Yes, sir. The credit is called in immediately and then 
we wait until we get approval on the credit at which time we deliver 
the car. 

Mr. Dixon. At which time 

Mr. Eaton. Normally we do that. 

Mr. Drxon. You say normally? 

Mr, Eaton. Yes, sir. 

Mr. Drxon. How long does it take? 

Senator Kerauver. In what cases don’t you do it ? 

Mr. Eaton. If my next door neighbor came in and said he wanted 
to buy a car and knowing him for 10 years I would have him sign the 
papers and say take the car if I knew him well enough. 

Mr. Dixon. If you knew him well enough ? 
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Mr. Eaton. I would feel certain GMAC would approve the pur- 
chase. 

Mr. Dixon. Do you have quite a number turned down by GMAC? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. How long does it take them to clear this transaction or 
a given transaction ? 

Mr. Eaton. It depends upon the individual. If they can get the 
information quickly, sometimes it may only take half an hour, Other- 
wise—other times 1t may take all day or they may call back and ask 
the salesman to obtain additional information from the customer. 

Mr. Drxon. You heard Dr, Blair talking about chart D. The refer- 
ence was made to 40 percent downpayment. 

Since you have been operating the Eaton Chevrolet Corp., have 
you made a regular practice of obtaining 40 percent downpayment on 
your automobiles? 

Mr. Eaton. I do not figure it that way, sir. 

I try to finance only the amount of the factory invoice and at the 
beginning of the model year and I now try to, in fact, we only submit 
90 percent, in other words we will finance 90 percent of our cost of the 
car. 

Now there are exceptions occasionally when we get—it is not good 
business but occasionally we do go higher than the 90 percent now, 
and in the beginning when the new model came out we went occasional- 
ly a little higher than the actual cost. 

Senator Kerauver. Ninety percent of the actual cost of the car to 
you, is that what you mean ? 

Mr. Earon. Yes, sir. 

Mr. Dixon. Let me try to understand another thing. 

Let’s assume that a purchaser brought in to you an automobile which 
he owned free and clear, and that you offered a thousand dollars for 
that automobile on trade. You would not expect to make a thousand 
dollar profit upon a given Chevrolet that you sold, would you? 

Mr. Eaton. No, sir. 

Mr. Drxon. The person would finance only the remainder between 
the thousand dollars and the total purchase price, would they not? 

Mr. Eaton. Oran, yes, sir. 

Mr. Dixon. Normally ? 

Mr. Eaton. That is right. 

Mr. Dixon. Therefore, whatever profit that you were going to make 
from that given sale in a sense would be in the traded automobile, 
would it not? 

Mr. Eaton. Yes, sir, my money would be in that trade. 

Mr. Dixon. Your money would be in that ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Do you find it necessary to borrow upon those auto- 
mobiles that you accept as trades ? 

Mr. Eaton. No, sir; I do not floor plan those cars. 

Mr. Drxon. You do not floor plan them ? 

Mr. Eaton. No, sir. 

Mr. Dixon. Do you wholesale them and move them right along? 

Mr. Eaton. I retail about 50 percent of the cars that I trade and I 
wholesale the other 50 percent. 
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Mr. Drxon. What is the average period of time that you have to 
keep an automobile, would you say, to retail it ? 

Mr. Eaton. We try not to keep them longer than 30 days. We 
try to move all our cars in 30 days. 

Mr. Dixon. Have you been successful in doing that? 

Mr. Eaton. No, sir. I would say we were not as successful as we 
should be. 

Mr. Drxon. Mr. Eaton, if you do not mind giving this information, 
I wish you would do so. What is the average profit that you have 
been making upon a given automobile? 

Mr. Eaton. During the month of March my gross profit was $226, 

Mr. Drxon. $226 per car? 

Mr. Eaton. Average gross per car was $226. 

Senator Keravuver. How do you define “gross” ? 

Mr. Eaton. A gross is the true difference between what I paid for 
the automobile and the equipment that went on it and what I sold 
it for. 

Mr. Drxon. Does that include your profits on insurance and finance 
and every other type of charge? 

Mr. Eaton. No, sir; that does not include my income from financing 
and insurance. 

Mr. Drxon. How much does that run, approximately ¢ 

Mr. Eaton. I can give you the average per car. 

Mr. Drxon. Yes. 

Mr. Eaton. My finance income since—for 5 months, was $79 per 
car. 

Senator Keravuver. I do not understand what that is—$79 per car? 

Mr. Eaton. The total number of cars I sold divided into the finance. 

Senator Keravver. What do you mean by “finance income?” I 
don’t understand that. 

Mr. Eaton. My finance income is the difference between what I 
charge and the discount. In other words, it is my commission on the 
financing, I guess that is the best way to describe it. 

Mr. Drxon. In other words, if somebody was to say that is your—I 
do not suppose kickback is the name, that is what you are paid, you 
are paid 

Mr. Eaton. No, sir, I am not paid all of that. If you take the total 
number of cars that I sold, divide it into the amount of my finance 
income, it would come to $79 per car. 

Senator Krerauver. Where do you get your finance income from? 
Does GMAC send it back to you or what ? 

Mr. Eaton. They keep—GMAC keeps a part of it, the reserve, 
which is equal to 1 percent, I believe, which is set in a reserve fund, 
reserve against repossessions and the balance is paid to me in cash. 

Senator Kerauver. At stated intervals? Every 6 months? Every 
month ? 

Mr. Eaton. I get a check for each deal. They send me a check for 
each deal with the details on it. 

Mr. Dixon. With respect to the reserve, when the automobile is 
completely paid off, are you then paid the reserve that is held back? 

Mr. Eaton. Well, the way it would work is they hold what I think 
is 3 percent of the total amount outstanding, the reserve fund should 
be 3 percent of the total amount outstanding. 











ADMINISTERED PRICES 3241 


In my particular case that is what it is. And after I reach a cer- 
tain point where contracts were being finalized and others were re- 
placing them, then the amount of outstanding paper that I had would 
remain pretty much the same, if my business remained the same, and 
then any reserve that I earned in addition to that would be paid to 
me. 

Senator Keravuver. In other words, after your reserve reaches a 
level, then they do not take out any more for reserve, is that it? 

Mr. Eaton. Yes, sir; I think that is the way it works. 

Mr. Dixon. Mr. Eaton, we have heard from various sources that 
many dealers today would be operating in the red if it were not for 
the finance income which they are making. Are you one of those 
dealers ? ‘ 

Mr. Eaton. Yes, sir, I think that is traditional. That goes back 
even before the war. 

Mr. Drxon. In other words, but for the fact that you were making 
commissions or being given a sum of money as a discount, we might 
say, for the financing of the automobile itself, you would be operating 
in the red today ? 

Mr. Eaton. Yes, sir. I am operating—lI have only been in business 
6 months and you have a few unusual expenses that you do not nor- 
mally have and I am in the red right now, but I would be in the red 
good if it was not for my financing and insurance income. 

Mr. Dixon. You said that went back before some time. How far 
back ? 

Mr. Eaton. I think it is traditional in the business, from my under- 
standing of the business. 

Mr. Dixon. Mr. Eaton, I asked you to furnish us four typical ex- 
amples of trades that you had entered into recently, and you did that 
It is not my purpose or desire, Mr. Eaton, to use the names of these 
individuals. We have not, as yet, Mr. Chairman, had a chance to 
blank out the person’s name. I do not think it would add anything 
to have the person’s name in the record, but I have asked that they be 
referred to as 1, 2,3, and 4. I will merely refer to them as examples 
1, 2, 3, and 4. When the documents are made a part of the record, 
we will excise the name of the party so that his identity will be pro- 
tected. 

Senator Keravuver. Just label them 1, 2, 3, and 4 and blank out the 
names. 

Before you refer to them, I did not understand where you arranged 
the financing and then received a return of your part of the financing 
fee from General Motors Acceptance Corp. Taking a typical case, 
this finance charge seems to be $286. That is what is charged, and then 
on an average you get $79 back from that. 

Is that right ? 

Mr. Eaton. Well, I probably should explain it a little further, sir, 
since you had asked the question. 

In other words, I did not finance all of my automobiles. But if 
you take all of the automobiles that I sold and divide them into the 
amount of financing it would come out to $79 a car. The same way 
that I told you the amount of money that I grossed in March per car 
did not mean that I grossed that amount on each car but that was the 
average of the cars I sold during the month of March. 
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Mr. Drxon. Is this $79 the average of the sales that you financed 
by General Motors or is that taking all the cars you sold, whether you 
financed them or not ? 

Mr. Eaton. Yes, sir; it is taking all of the cars and dividing them 
into the amount of money that I had in finance. 

Mr. Dixon. Suppose you just take those sales financed by General 
Motors and divide them into the amount of finance money that you 
received, what would that run? It would be in excess of $79, but do 
you know what that would be? 

Mr. Eaton. No, sir; I do not have that figure. I would not even 
want to hazard a guess because the used-car finance is in that one. It 
just happens I happened to have that figure as well as the $226 figure. 

Mr. Drxon. Can you tell us what percentage of cars you finance? 

Mr. Earon. Approximately 50 percent, it is a little over 50, both 
new and used, it runs, just a little over 50. 

Mr. Dixon. If $79 represents all the cars you sold and you only 
financed half with General Motors, it must mean that you get in 
excess of $100 back on those that you do finance ? 

Mr. Eaton. On some cars, sir, it would run $150 to $160 on a new 
car that was financed for the maximum amount over a thirty-six 
month period and for a used car, it might only be $15 to $60. 

Mr. Drxon. What do you call yourself in connection with the finan- 
cial transaction? Do you have to have any special license to do that? 

Mr. Eaton. Not to my knowledge; no, sir. 

Mr. Dixon. Is there any regulation of the District of Columbia—— 

Mr. Eaton. To the best of my knowledge and belief there is no law 
regarding the amount charged in financing in either the District or 
Virginia. 

In Maryland there is a law. I operated in Maryland and I am 
familiar with it. In Maryland there is a law which says that the 
maximum annual new car rate is 9 percent, I know that, in Maryland. 

Mr. Drxon. I assume that 9 percent is the finance company rate, is 
that what you mean? 

Mr. Eaton. Yes, sir. I mean—no, I would not say that was the 
finance company rate, no, sir. That is the law in Maryland for the 
maximum rate. 

Mr. Drxon. That is the usury law? 

Mr. Eaton. It was a special law passed that had to do with auto- 
mobile financing a couple of years ago, sir. 

Mr. Drxon. That is the maximum rate you can charge on auto- 
mobile financing in Virginia, is that it? 

Mr. Eaton. In Maryland. 

Mr. Drxon. In Maryland. What I am trying to get at is in han- 
dling the finances where you receive a commission, I take it you are 
in - relationship of an agent for General Motors Acceptance Corp., 
or what 

Mr. Eaton. I do not know the legal—but I could call practically 
any finance company and ask them if they would finance a particular 
deal, and if they approved the man’s credit, I could either get the 
forms or I would have them, and if they approved the deal I would fill 
out the forms, endorse the paper and I am sure that there are laws or 
there must be something as to legality of how you handlle it because 
there are two types of paper—there is a chattel mortgage and a con- 
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ditional sales contract and with a conditional sales contract I under- 
stand the only person who can fill that out is the actual seller of the 
automobile. 

Mr. Drxon. You mean you can sell almost any finance company and 
handle a transaction like this and they would give you something for 
having originated or brought them the business, i is that it? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. Do you know whether it is more or less than GMAC 
pays ¢ 
: Mr. Eaton. I would prefer not to answer the question because I do 
not have the facts. I feel that the charges are greater in many cases 
than GMAC would like you to charge. 

Mr. Dixon. Is this based upon any percentage of the amount of 
the finance charge, that is, the amount that you cet for your commis- 
oe or whatever you call it? Is it based upon a percentage of that 

3286 ¢ 

Mr. Eaton. Yes, sir. 

Mr. Drxon. What is the percentage ? 

Mr. Eaton. The percentage on new paper, the discount rate is 4.85 
percent for new cars, and that includes the charge for—I had better 
keep quiet, I do not know whether it does or not. 

I understand it is 4.85. 

Mr. Drxon. If the discount rate for GMAC is 4.85 and you charge, 
say, 9 percent, then they would return to you the difference between 
4.85 and 9? 

Mr. Eaton. Yes, sir. But I do not believe I would charge nine 
very long with GMAC. 

Mr. Drxon. Suppose you charge seven. If you charge 7 percent 
and their discount rate 1s 4.85, then they will return to you 2.15, is 
that what you mean? 

Mr. Eaton. In sum and substance that is correct, yes, sir, with the 
exception that in my particular case, that I believe it is 1 percent re- 
mains in the fund for a reserve against repossessions. 

I think it is 1 percent. 

Mr. Dixon. We understand that. But when you get the reserve 
built up, they would return the difference ? 

Mr. Eaton. That is right. 

Mr. Drxon. While we are on that point, what are you currently 
charging as interest ? 

Mr. Eaton. I should not use the word interest, I don’t look at it as 
interest, I look on it as a finance charge. The rate I use is a 7 percent 
charge. 

Mr. Drxon. That is in the three localities, here in the District of 
Columbia, the State of Virginia and the State of Maryland? 

Mr. Earon. Yes, sir. 

Mr. Dixon. Seven percent? 

Mr. Eaton. Yes, sir; I operate in the District. 

Senator Kerauver. Suppose your difference is $2,000, after you take 
the trade in on your price, the difference they are then going to have 
to finance is $2,000, and you say, you are using 7 percent ? 

Mr. Eaton. That is $140. 

Senator Keravuver. That is $140. That is for 1 year, but supposing 
you got it for 36 months, what would be the charge? That is 3 years 
instead of 1 year? 
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Mr. Eaton. I think it is $420. 

Senator Keravuver. You mean you charge the full rate for the whole 
time of the contract based upon the 7 percent of $2,000? 

Mr. Eaton. Yes, sir; that is right. It is exactly the same as they 
figure any conditional sales contract whether I would finance with a 
bank or GMAC or who, it is always done that way. 

Senator Keravver. In other words, you do not make any allowance 
for the fact that the last year the man will only owe $700? 

Mr. Eaton. No, sir; nobody ever made me an allowance when I 
bought anything. | 

Senator Keravver. All right, sir. 

Mr. Drxon. Mr. Eaton, I think in order to more fully understand 
a given transaction, I am going to ask you to turn to example No. 4 
which you brought with you here. 

Mr. Eaton, without referring to this customer’s name and I will 
assure you when we offer it in the record the name will be excised so 
that we won’t disclose the person’s name, will you refer to a sheet 
there called the customer’s statement ? 

Do I understand correctly that it is a requirement, as you enter into 
one of these transactions, that the customer fill out this statement? 

Mr. Eaton. Yes, sir; either the customer fills it out or someone does 
it for him, asks him the questions. 

Mr. Drxon. In other words, the information is furnished by the 
customer ? 

Mr. Eaton. Yes, sir; he is required to sign it. 

Mr. Drxon. I understand, from looking at this sheet, which is en- 
titled “Customer’s Statement,” the monthly income of this particular 
customer is set forth on this sheet, is it not? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. The average wage of the customer here is $320 and the 
wife’s income is $100 or a total of $420? That is correct, is it not? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. And also the affixed monthly obligations are set forth 
on this and certainly the only obligation here that is set forth is to 
GMAC ofa monthly payment of $68.05, is that right ? 

Mr. Eaton. Yes. 

Mr. Drxon. Now, also on here is an indication under insurance— 
let’s skip that and refer down to the bottom, to the statement for the 
class of insurance that is indicated for this particular customer. I 
assume that the class would be determined by the classifications that 
are set forth on this form, would it not ? 

Mr. Eaton. Yes, sir; that is right. 

Mr. Drxon. In other words, there is checked there above 2-AF a 
check mark; and, if I understand, 2-AF means individual owners 
only—that there is a male operator under age 25 who is (1) not the 
owner or principal operator or (2) is the owner or principal operator 
but is married; is that correct ? 

Mr. Eaton. I do not quite follow you. That check mark, I believe, 
applies to the answer to question 2. 

Mr. Dixon. I misunderstood it. 

Mr. Eaton. I believe it does; yes, sir. 

Mr. Drxon. I thought perhaps it might apply to the type of insur- 
ance classification. 
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Mr. Eaton. In this particular case it is not—the classification is 
not — off on this copy but I am sure it was checked off on the 
original. 

Mr. Dixon. In figuring up one of these deals, what is the first one 
< these forms that you fill out to figure each deal? Is it the form 

ere ! 

Mr. Eaton. No, sir; the first thing that would happen in all prob- 
ability would be the man would come in and talk to the salesman and 
an appraiser would appraise his used car. 

Mr. Dixon. And an appraiser would appraise his used car? 

Mr. Eaton. That is the front of that copy you have. 

Mr. Drxon. In this instance the man had a used car? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. And it was appraised at $1,150, is that it ? 

Mr. Eaton. Yes, sir; that is it; that is correct. 

Mr. Dixon. That is the wholesale value ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. The estimated retail selling price was $1,495 ? 

Mr. Eaton. That is right; yes, sir. 

Mr. Dixon. What would be the next thing you would do? 

Mr. Eaton. The next thing the salesman would do would be to 
arrive at a deal with the customer and complete an order form. 

Mr. Dixon. That is marked “Chevrolet, company original seller’s 
copy.” Isthat the way I would identify that order form ? 

Mr. Eaton. It is this copy here. 

Mr. Dixon. That is the one I have here. 

As I understand the order form, the cash price of the vehicle is 
in it. In this instance it is form No. 3-450-58 Impala Sport Coupe, 
No. 1847, isthat right? That isthe code number? 

Mr. Eaton. That is right. 

Mr. Dixon. The cash price of the vehicle there entered is $3,579.19, 
is that right ? 

Mr. Earon. That was the price of the car as it was equipped on 
the inventory card before we added the radio and white-wall tires. 

Mr. Drxon. As equipped on the inventory card ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. As equipped on the inventory card, that is the price of 
the automobile ¢ 

Mr. Eaton. Yes, sir. 

Mr. Drxon. To that is added the additional equipment, that is, P. B. 
radio $99.50 ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Then there are white-wall tires, $55; is that right? 

Mr. Earon. Yes, sir. 

Mr. Dixon. Would that be called further additional equipment or 
additional equipment ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. The total that that comes to is $3,733.69 ; is that correct ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. There is deducted therefrom $908.69. What does that 
represent ? 

Mr. Earon. That represents a credit, discount off of the price. In 
other words, the salesman can go down to the actual selling price of 
the car, which was $2,825. 
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Mr. Drxon. In other words, that is just a discount that was given 
him for buying this particular car; is that right ? 

Mr. Eaton. Yes, sir; that is correct. 

Mr. Drxon. So that leaves an amount of $2,825 ? 

Mr. Eaton. That is right; yes, sir. 

Mr. Drxon. To that is added in this instance the recording of 
license, if any, of the new Maryland tags of $85, and that makes it 
$2,910; is that right? 

Mr. Eaton. Yes, sir. 

Senator Kerauver. What is that—tags, $85 ? 

Mr. Eaton. That is the charges in Maryland for the excise tax, tags 
and tax, which are paid to—— 

Senator Keravuver. I understand. 

Mr. Drxon. I think they call that a use tax there. 

The next thing that appears on that sheet is gross allowance on 
trade-in and it is for a 1956 Chevrolet, 4-door, 6 station wagon, and 
that is $1,150; is that correct ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Less payoff to GMAC of $1,013? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. Or net allowance on that trade-in is $137 ? 

Mr. Eaton. That is right. 

Mr. Drxon. Then there is a place that indicates cash or a certified 
check is given to you of $183 to which was added $137, making $320. 
That is what you actually got 

Mr. Eaton. That was the downpayment. 

Mr. Dixon. Downpayment? 

So that was deducted from $2,910, which left $2,590; that was the 
balance that was owed on the car; is that correct ? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. It is indicated on the next line that if not a cash trans- 
action, time, price of vehicle, shall be above total cash costs plus your 
usual charges for financing and insurance in effect on day of delivery 
and all insurance premiums shall be paid out of above total initial 
payment. 

I will pay time balance, time price of vehicle less remainder of total initial 
payments in 36 at $91.79 as nearly equal as possible successive monthly install- 
ments commencing 








How did you determine that $91.78 total payment for 36 months? 
What did you use? 

Mr. Eaton. First the man purchased insurance for 2 years. 

Mr. Dixon. For 2 years? 

Mr. Eaton. He purchased 

How did you determine that $91.78 total payment for 36 months? 
Why didn’t he get 36 months of insurance ? 

Mr. Eaton. The man elected to purchase it for 2 years. Our re- 
quirement—GMAC’s only requirement is that the man have insur- 
ance for 1 year. 

Mr. Drxon. For 1 year? 

Mr. Eaton. That is right. I mean that is the only requirement that 
GMAC has. To be perfectly honest with you, it is probably poor 
business not to sell the man insurance for the 3 years but 

Senator Keravver. Is that life insurance you are talking about? 
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Mr. Eaton. No; we are talking about collision and fire and theft, 
$100 deductible collision and fire and theft. 

Mr. Drxon. So the first thing you said was he was required to buy 
9-year insurance, that is, $50 deductible insurance? 

Senator Kerauver. Plus fire and theft ? 

Mr. Eaton. Comprehensive, sir, I should say. 

Mr. Dixon. I suppose you got that out of a book or table that was 
furnished ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. On that amount of equity—is that what it is, or the 
total price of the car? 

Mr. Earon. No; there is a symbol, regular insurance symbol for 
each type of automobile in each jurisdiction and you use the symbol 
to determine the rate in the particular area for the classification. 

Mr. Dixon. I am trying to determine how you fixed the price of 
the automobile. In other words, you sell insurance for the value of 
an automobile or type of automobile don’t you ? 

Mr. Eaton. Well, the way it works is that all insurance companies 
have symbols for automobiles, like “J”—— 

Sennator Krerauver. What we want to know, Mr. Eaton, is sup- 
pose the automobile burned up the following day, how much would 
the insurance company pay him? 

Mr. Eaton. The insurance company would replace the car. 

Senator Keravuver. Would it pay him $3,000, or $2,500? 

Mr. Eaton. I am not an adjuster, sir, and I do not know. I know 
they would replace his automobile. 

Now they would not pay him, for example, $3,700. They would go 
back to where he bought the car and they would see that he got this 
invoice and in all probability, I believe, I do not know because I never 
adjusted a claim, but I know they would replace the automobile. 

Mr. Dixon. What I am trying to figure out, if you know, is whether 
or not that premium rate of insurance is figured on the price of $3,700 
or upon the price of what 

Mr. Eaton. That is what I was trying to explain, sir, it is figured 
on that particular automobile. 

In other words, there is a symbol for this particular car, which 
happens to be an Impala sport coupe, Chevrolet Impala sport coupe, 
and the symbol for this particular car, for example, maybe would be 
“I,” where a less expensive car, 2-door sedan, stripped 2-door sedan, 
would have another symbol where the rate would be lower. 

The way we determine it is taking the particular car and taking 
that symbol. 

Mr. Dixon. So as far as you are concerned, this particular model 
car has a symbol on it and looking opposite the symbol is the cost 
of insurance for that car? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. All right. What do you do next? 

Mr. Eaton. You figure the insurance and we add the insurance of 
the $110 to the $2,590 which gives a balance of $2,700. It was financed 
for 36 months with payments of $91.78, 

Mr. Dixon. You seem to be referring to another sheet. 


_ Are you referring to the conditional sales contract to get that 
information ? 
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Mr. Eaton. Yes, sir. 


Mr. Drxon. Let’s look at the conditional sales contract for a 
moment. 

The conditional sales contract again sets out much of this addi- 
tional information but just to trace it on this particular automobile, 
the cash sale delivered price is $2,910. The total downpayment is 
$320, consisting of $137 trade-in, plus $183 cash. The unpaid cash- 
price balance 1s $2,590. And the cost of required car insurance as 
indicated here is $110, and it is indicated for a term of 24 months. 

The type of insurance is checked here as comprehensive coverage 
including $100 deductible collision. That amounts, when adding the 
$110 to the $2,590, as you pointed out, to $2,700. That is correct; is it 
not ‘ 

Mr. Eaton. Yes, sir. 

Mr. Dixon. The next item isa finance charge. This says it includes 
a charge for group credit insurance of $24.98 as described in section 7 
ener hereof. What is section 7 of the reverse? Will you read 
that ¢ 

Mr. Eaton. Do you want me to read that big paragraph ? 

Senator Keravuver. Let’s have the whole paragraph, and the rest of 
the provisions, included in the record but just tell us what it is. 

(The material referred to follows:) 


PROVISIONS 


1. For the purpose of securing payment of the obligation hereunder, seller re- 
serves title, and shall have a security interest, in said property until said amount 
is fully paid in cash. No transfer, renewal, extension or assignment of this con- 
tract or any interest thereunder, and no loss, damage or destruction of said prop- 
erty, shall release purchaser from his obligation hereunder. In the event of the 
transfer and assignment of seller’s rights hereunder, the word “seller” shall be 
understood as referring to the subsequent holder of this contract under such 
transfer and assignment, except as may be otherwise particularly stated herein. 
Purchaser shall keep said property free of all taxes, liens and encumbrances, 
and any sum of money that may be paid by seller in release or discharge thereof 
shall be paid on demand as an additional part of the obligation secured here- 
under. Purchaser shall not use said property illegally, improperly or for hire; 
and shall not, without express permission of seller, remove said property from 
the state or transfer or otherwise dispose of any interest in this contract or said 
property. 

2. (a) In the event either (1) that the time price payable hereunder includes 
a charge for the hereinbefore-described car insurance, to be procured either by 
seller or by purchaser, for a period less than the full term of this contract, or (2) 
that said time price does not include a charge for required car insurance, pur- 
chaser shall furnish satisfactory evidence that said property continues to be 
effectively and adequately covered by such insurance at all times during the term 
of this contract. 

Upon failure of the purchaser to do so for any reason, seller may, but without 
prejudice to seller’s rights under this contract if it does not, endeavor to procure 
such insurance, and in the event that seller does procure same, purchaser agrees 
to pay, as an additional part of the obligation secured hereunder, a charge equal 
to the amount of the premium for such insurance, together with interest thereon 
at the highest lawful contract rate, in equal instalments concurrently with the 
instalments of the unpaid balance then remaining payable hereunder. 

(b) Proceeds of the aforesaid required car insurance, by whomsoever pro- 
cured, shall be applied toward replacement of the property or payment of this 
obligation, at the option of the seller. 

(c) In the event that the obligation payable hereunder does include a charge 
for the hereinbefore-described car insurance protecting all interests hereunder 
and that (1) the insurance company to which the seller is authorized to apply 
therefor refuses to issue such insurance or (2) subsequent to issuance thereof 
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and during the term of this contract such insurance is cancelled, the seller shall 
apply either an amount equal to the aforesaid insurance charge in the case of (1) 
above, or in the case of (2) above an amount equal to the unearned portion of 
the premium for such insurance upon seller’s receipt thereof from the insurer 
pursuant to authorization hereby given therefor, as a credit in reduction of that 
portion of the unpaid balance which comprises so much of one or more of the 
instalment payable on the latest due dates (including the final due date) here- 
under as equals the amount herewith provided to be applied, it being understood 
and agreed that the order of applying said amount to said instalments shall be 
inverse to the order in which they are payable hereunder; provided that the 
purchaser agrees that, in the event insurance protecting all interests is not issued 
or is cancelled as aforesaid, the seller may procure insurance covering solely 
the interest of the seller hereunder, at the purchaser’s expense for the cost there- 
of, in which event the amount to be credited and applied as aforesaid shall be 
reduced by an amount equal to the cost of said insurance covering solely the 
seller’s interest hereunder, as shall more specifically appear in a notice by the 
seller to the purchaser to the foregoing effect. 

3. Time is of the essence of this contract. In the event that any instalment 
shall not have been paid within ten (10) days after the date on which it becomes 
due and payable hereunder, the seller may collect, and the purchaser hereby 
agrees to pay, a charge in an amount equal to five per cent (5%) of each such 
unpaid instalment, but such charge shall neither be less than one dollar nor 
exceed five dollars in any event. The purchaser agrees, in the event this con- 
tract is placed in the hands of an attorney for collection, to pay fifteen per cent 
(15%) of the amount due and payable as attorney’s fees. 

4. In the event purchaser defaults in any payment due hereunder, or fails to 
comply with any of the terms or conditions hereof, or a proceeding in bankruptcy, 
receivership or insolvency be instituted against the purchaser or his property, or 
the seller deems the property in danger of misuse or confiscation, or in the event 
either that the purchaser fails for any reason to comply with paragraph 2 (a) 
above or that said required car insurance (whether procured by the seller or 
by the purchaser) is cancelled by the insurer prior to expiration thereof, the 
seller shall have the right, at his or its election, to declare the unpaid balance, 
together with any other amount for which the purchaser shall have become obli- 
gated hereunder, to be immediately due and payable. Further in any such event, 
seller or any sheriff or other officer of the law may take immediate possession of 
said property without demand, including any equipment or accessories thereto ; 
and for this purpose seller may enter upon the premises where said property may 
be and remove same. Seller may take possession of any other property in the 
hereinbefore-described motor vehicle at time of repossession, wherever such other 
property may be therein, and hold same temporarily for purchaser without lia- 
bility on the part of seller. Such repossession shall not affect seller’s right, 
hereby confirmed, to retain all payments made prior thereto by the purchaser 
hereunder. 

In the event of repossession of said property, seller may either sell same at 
public sale (at which seller may bid) or dispose of same, by private sale or 
otherwise, in such manner and upon such terms as shall be commercially reason- 
able, without demand for performance, with or without notice to purchaser (if 
given, notice by mail to address hereon being sufficient), with or without having 
said property at place of sale or other disposition thereof. From proceeds of any 
such sale or disposition of said property, seller shall deduct all expenses for 
retaking, storing, repairing and selling or otherwise disposing of said property, 
including a reasonable attorney’s fee. The balance thereof shall be applied to the 
amount due hereunder: any surplus shall be paid over to purchaser; in case of 
deficiency, purchaser shall pay the same with interest. 

5. The seller’s acceptance of any instalment or payment after it or the full 
amount may have become due and payable hereunder shall not be deemed to alter 
or affect the purchaser’s obligations and/or the seller’s rights hereunder with re- 
spect to any subsequent payments or default therein. 

6. No warranties express or implied, and no representations, promises or state- 
ments have been made by seller unless endorsed hereon in writing, except that, if 
the property covered by this contract is a new motor vehicle, seller hereby adopts 
the warranty against defective materials or workmanship as set forth in manu- 
facturer’s current warranty applying to such new motor vehicle. 

7. The purchaser hereby specifically requests and authorizes the seller or 
assignee, in its or their own name, to procure from the Prudential Insurance Com- 
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pany of America insurance against the contingency of the purchaser’s death 
occurring prior to the 15th day after the date herein provided for payment of 
the final instalment hereunder, such insurance to terminate automatically prior 
thereto at the earliest of the following dates: (1) the date on which the unpaid 
balance of the obligation hereunder is fully paid, in the event of prepayment 
thereof; (2) the 90th day after continued default by the purchaser in any pay- 
ment when due hereunder unless the property is repossessed during such 90 
day period ; (3) in the event of repossession of said property on or before the 90th 
day after default, then on the 15th day after such repossession, unless during 
said 15-day period the purchaser redeems the repossessed property and this con- 
tract is reinstated. Such insurance shall be payable to the seller or assignee, or 
both, in an amount equal to the balance remaining to be paid hereunder on the 
happening of such contingency prior to termination of the insurance: provided 
however, that the amount of insurance shall not exceed $5,000 notwithstanding 
that the balance then remaining to be paid hereunder may be in excess of said 
maximum amount. If and when received, the proceeds of said insurance shall 
be applied in payment of the obligation under this contract to the extent of such 
proceeds, provided, however, that in the event the purchaser has prior hereto in- 
curred instalment obligations under other contracts containing the same provi- 
sions for insurance on his life and the aggregate of the amount of insurance 
otherwise payable pursuant to the aforesaid provisions of this contract and each 
of said other contracts exceeds the sum of $10,000, the aggregate of insurance to 
the benefits of which the purchaser may become entitled under all of said con- 
tracts, including this one, shall be limited to the sum of $10,000, and in such case 
the amount to be applied to payment of the obligation under this contract shall 
be the balance, if any, remaining after said aggregate insurance proceeds in the 
sum of $10,000 have been applied to payment of the instalment obligation or the 
aforesaid maximum amount of insurance, whichever is the lesser, under each of 
said other contracts. In consideration of the foregoing, the purchaser waives, and 
releases the seller or assignee from, any and all claims to all such rights, benefits 
or advantages as may accrue under such insurance. The time price payable under 
this contract includes a charge for said insurance. In the event that the seller 
is unable, for any reason, to procure such insurance or other similar insurance 
at a cost equal to the amount of said charge the seller shall forthwith notify 
the purchaser to that effect, whereupon the time balance payable under this con- 
tract shall be reduced by the amount of said charge and the purchaser shall be 
credited with payment thereof. 

8. Any provision of this contract prohibited by law of any state shall as to 
such state be ineffective to the extent of such prohibition without invalidating the 
remaining provisions of the contract. 

9. No modification of any of the terms or conditions hereof shall be valid in any 
event, and the purchaser expressly waives the right to rely thereon, unless made 
in writing duly executed by the seller. 


Mr. Earon. I have never read it, sir. I can explain to you what 
group credit insurance is. I may have read it some time ago. 

Senator Keravver. It looks like pretty fine print. 

Mr. Dixon. We will make it a part of the record, Mr. Eaton. The 
point is that there is a charge of $24.98 as part of the finance charge 
of $604.08 ; $24.98 is for the group credit insurance. That is the cor- 
rect understanding of it? 

Mr. Earon. The chart that we use includes the charge for life in- 
surance, so that when it does it makes it very easy for the salesman to 
get the charge at one time, the total charge at one time so he can tell 
the man the payments, but then we go to a chart which gives the amount 
of the charge for the unpaid balance for the life insurance, and it is— 
I believe it is—required by law that all of these charges be itemized 
on the conditional sale contract. 

That is where we actually get it from. We get the charge out of a 
chart for life insurance charges. 

Mr. Drxon. So this is made easy for you by GMAC. You are given 
a chart and any salesman can look under the proper symbols for the 
36 months’ period opposite insurance, you might say, for the amount 
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of money that has to be financed. He can find the charge there, and 
then looking on another chart he can find how much of it includes 
the group credit i insurance; is that correct ? 

Mr. Eaton. In other w ords, it is a very small charge, I mean with 
us on life insurance. I mean, most companies, I mean a lot of banks, 
let’s put it this way, charge 1 percent, 1 understand, per year for life 
insurance. 

Well, if we charged 1 percent for 1 year it would be 3 percent of 
$2,700. 

Mr. Dixon. You say what GMAC tells you to charge is what you 
charge? It isset forth here. 

Mr. Eaton. Well, GMAC does not tell me any charge. This in in- 
cluded in the charge, i in the chart that I use. 

Mr. Dixon. They give you the chart ? 

Mr. Eaton. Yes, sir; with the life insurance included. 

Mr. Bo.ron-Smiru. Incidentally, does it vary with the age of the 
car buyer ? 

Mr. Eaton. It varies with the amount of—amount financed. 

Mr. Dixon. But not in accordance with the age of the car buyer? 

Mr. Eaton. No, sir. 

Mr. Botron-Smrru. Most insurance on life does. 

Mr. Dixon. This is term life insurance rather than group, which 
wipes out age. 

Mr. Botron-Smiru. But the risk varies. 

Mr. Drxon. It is a group, not individual. 

The next thing that appears on that conditional sales contract is 
total time price balance due from purchaser is $3,304. That is arrived 
at by adding the finance charge and the principal balance, so then the 
total time price is $3,624. That says that is arrived at by adding the 
$3,304 to the down payment, which is $320. 

Mr. Eaton. The downpayment. 

Mr. Drxon. So that indicates that the total time price is $3,624 and 
then are set forth the terms of payment,which is indicated here as 36 
installments of $91.78, is that correct ? 

Mr. Eaton. Yes, sir. 

Mr. Dixon. That is always duly signed by the purchaser and duly 
authorized person of your corporation ? 4 

Mr. Eaton. Yes, sir. 

Senator Kerauver. The particular obligation in connection with the 


life insurance seems to be in paragraph 7 of the provisions on the back 
and it says in part: 


The purchaser hereby specifically requests and authorizes the seller or assignee 
in its or their own name to procure from the Prudential Insurance Company of 
America insurance against the contingency of the person’s death occurring prior 
to the 15th day after the date herein provided for the payment of the final in- 
stallment hereunder ; such insurance to terminate automatically prior thereto at 
the earliest of the following dates: 

(1) The date on which the unpaid balance of the obligation hereunder is fully 
paid in the event of prepayment thereof. 


(2) The 90th day after continued default by the purchaser in any payment 
when due— 


and so forth— 


(3) In the event of repossession of said property on or before the 90th day 
after default. 
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Then it has some limitations as to the amounts—— 

Mr. Drxon. Mr. Chairman, I would suggest that this item 7 indi- 
cates that the Prudential Insurance Co. is the underwriter of this 
group policy. That is what I would suggest that it must mean, 

Now, Mr. Eaton, I have some other papers that refer to this given 
transaction. I have in my hand one here that indicates the car in- 
voice. That duplicates many of the items which we have been talking 
about, but it does set forth the equipment that this car came with; 
does it not? 

Mr. Eaton. Yes, sir. 

Mr. Drxon. I would suggest in order for the record to be complete 
that we make this a part of the record. 

Senator Kerauver. It will be made a part of the record with the 
names deleted. 

Mr. Dixon. Also without going through the other three cases, I 
would suggest they be made a part of the record with their names 
deleted. 

Senator Kreravver. All right. 

(The documents referred to may be found in the appendix on p. 
4028. 

Senator Keravver. Mr. Eaton, just two questions: On this insur- 
ance charge, did you get a separate commission on the insurance? 

Mr. Eaton. Yes, sir. 

Senator Keravver. How much does that amount to? 

Mr. Eaton. Twenty-five percent of the premium, it is the regular 
insurance rate. 

Senator Kerauver. You mean 25 percent of the premium of the 
group life insurance company and the 

Mr. Eaton. No, sir; I do not get any commission on the group 
life insurance. 

Senator Kreravver. I see. Is this 25 percent of the commission on 
the insurance in addition to the commission on the finance charge that 
you get? 

Mr. Eaton. Yes, sir. 

Senator Keravuver. Then in this case, you would have received 25 
percent of the $100? 

Mr. Eaton. That is right, yes, sir. 

Senator Keravuver. Who is that sent to you by? 

Mr. Eaton. It is accumulated, sent to me by Motors Insurance 
Corp. I settle with them every 3 months. They hold a reserve, in 
other words, I operate exactly the same, I am required by law to 
have a reserve fund, there is a reserve fund there. I believe it is 
either $500 or $1,000, somewhere in there, all the time, which takes care 
of cancellations. In other words, if the insurance policy is cancelled 
there is a chargeback against my account. 

Senator Krravuver. So you build up a reserve with Motors Insur- 
ance Co.? After the reserve is built up, then they send you 25 percent? 

Mr. Eaton. I receive a commission of 25 percent of all the insurance 
that I sell in the same way that any insurance broker would do, which 
I am, sir. I have to conform with the laws of each jurisdiction. This 
applies to Maryland, the District, and Virginia. 

enator Keravver. What if this purchaser said “Look, I have a 
good friend in the insurance business and I want to take my liability 
insurance out with him.” Has that ever happened ? 
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Mr. Eaton. It has happened frequently, yes, sir. 

Senator Keravuver. What do you do then? ' 

Mr. Eaton. We try to sell him on the advantage of buying our in- 
surance from us. However, if he insists on his own insurance, he has 
every right to do it and we have many deals on the book. I don’t know 
whether there is one of them in here but we have had deals without 
insurance, 

Senator Keravver. I suppose you are telling him that it is easier 
and better to handle it all in one monthly payment and also it would 
require a lot of redtape to go over to some other agent and get an 
assignment back. 

Mr. Eaton. No, sir; I do not tell him that. 

Maybe those are good reasons. My reason is that I feel that a man 
who buys motor insurance from me I am doing him a favor by selling 
it to him, because, No, 1, I am in better position than anyone to take 
care of his automobile if he has an accident. 

If his car is in an accident all he has to do is to call me and we go 
out and get his car, it is brought in to our place of business, they send 
an adjuster in, he is guaranteed that his car will be repaired by an 
authorized Chevrolet dealer with genuine Chevrolet parts, and if he 
takes a trip and goes across the country or any place like that, he 
can call a Chevrolet dealer or General a dealer and they can 
tell him where he can go to get that service. 

If he has insurance from anybody else they cannot give him that 
kind of service, and I think I am doing him a terrific favor, and as 
far as the life insurance is concerned, if you ever take a title out to 
a widow who has just bought a car and you give her the title, and 
she — title of the car free and clear for the amount of money it is well 
worth it. 

Senator Kerauver. What if the customer did not want that life 
insurance ? 

Mr. Eaton. I can remember a case, and I can remember a case 
where I did not sell life insurance once where there was a $1,900 bal- 
ance, a very prominent doctor on Sunday morning, I sat in his living 
room and his wife said, “We don’t need the insurance.” 

It happened to be with another finance company, and the wife said, 
“We don’t need it,” and the doctor dropped dead within 30 days and 
she had $1,900 worth of payments to make. I am sure if I called 
GMAC I have never called them—but told them here is someone who 
does not want this life insurance, I have never called them, I have 
never had trouble with this life insurance. 

Senator Kerauver. You mean all of your customers take it? 

Mr. Eaton. Yes, sir, I have never had any trouble. 

Senator Keravuver. What if they have a lot of insurance and do 
not want to add this term insurance ? 

Mr. Eaton. As I said, I can remember one case where I called the 
finance company and said the man did not want life insurance and the 
credit was such where they took the deal. 

Senator Kerauver. That was some other finance company ? 

Mr. Eaton. It just happens that particular case because the man 
died and did not have it. 

Senator Krrauver. Mr. Eaton, I noticed in this particular case 
you have been talking about that there was a trade-in of a apesrrotd 


car, a station wagon, on which General Motors already had a lien, ap- 
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porte, The balance due General Motors Acceptance Corp. was 
ow much on that ? 

Mr. Eaton. The balance was $1,013, sir. 

Senator Keravver. So out of the new financing they were paid off, 
Is that the way it works? 

Mr. Eaton. That is right. 

Senator Keravuver. Do you allow them any credit for the unexpired 
time of the old contract ? 

Mr. Eaton. Yes, sir; he get credit exactly—he gets the true pro- 
rated credit on insurance. 

Senator Keravuver. Where is that set forth ? 

Mr. Earon. It is not set forth in here but GMAC figures that out 
and he gets the true pro rata amount and he refinances it and in this 
particular case he refinanced it and got the true pro rata of the in- 
surance. 

Senator Kerauver. You mean some time later on they would send 
him a check ? 

Mr. Eaton. No,sir. In other words, the amount he owed the amount 
he actually owed, if you would multiply his payments, you—I don’t 
have the details in front of me, take the total of his unpaid payments 
on his old car which would have amounted to more than $1,013, in 
other words he received credit for the pro rata amount of his unex- 
pired insurance if he had insurance. 

Senator Keravuver. You mean so there is some deduction from the 
total amount of the payments made in order to arrive at the $100? 

Mr. Eaton. That is right, yes. 

Senator Kerauver. How about the insurance that he had in effect? 

Mr. Eaton. That is what I am talking about, the insurance that he 
had in effect was cancelled but he received credit on a pro rata basis, 
instead of a short-term basis, if you cancel insurance you do not get 
the pro rata amount, if you just go and cancel it, you get less than the 
pro rata amount of insurance. 

Mr. Botton-Smirn. The same thing is true of the interest. So he 
does not have to pay the interest on that entire original amount ? 

Mr. Eaton. You are asking me a question 

Senator Keravuver. We were asking about the finance charges. He 
said there was some allowance made. 

Mr. Eaton. You asked me a question that I tried to get straight 
and I cannot explain it. I understand there is either a law or regula- 
tion the way that finance charges are settled at the end of any period of 
time. 

I mean if I go to the bank and I make a loan on a household loan, if 
I made just ohat they call a household loan, and agree to pay so much 
back per month, as I understand it for the 12 months if at the end of 
6 months I paid back the full amount, with 6 months to go I would 
not receive one-half of the finance charges. 

I would receive—it is an amount that works on a formula. You add 
the months up, I don’t understand it well enough to explain it, but 
that is the way it works. 

Senator Keravver. Mr. Eaton, one other thing: 

The disbursements to Motors Insurance Co. and to Prudential are 
made by General Motors Acceptance Corp., that is true, is it not! 
You do not send them checks separately? Whatever Motors Insurance 
Corp. gets out of it for their premium, whatever Prudential gets out 
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of it, they get from General Motors Acceptance Corp.? In other 
words, you send a draft ? 

Mr. Eaton. I draft on General Motors, yes, sir. 

Senator Krrauver. What General Motors has left they use to pay 
off the premium, I assume, to Motors Insurance Co. or to Presidential ; 
you do not do that? ; 

Mr. Earon. I do not send the money to Prudential. It is paid out 
of the finance. 

Senator Kerauver. Any questions? 

Thank you very much, Mr. Eaton. We appreciate your cooperation 
in giving us these figures and the information. 

Suppose we have a 5-minute recess and then we will run on to 
12:30. Mr. Stradella, we will get part of your testimony at least 
before we go to lunch. 

(Short recess. ) 

Senator Kerauver. Instead of going on at this time, the concensus of 
opinion is that we would be better off to recess until 1:30. We will 
start again at 1: 30. 

(Whereupon, at 12:10 p. m. the committee was recessed until 1:30 
p. m. of the same day.) 


AFTERNOON SESSION 


Senator Keravuver. We will get started now. 

Our next witness is Mr. Charles C. Stradella, president of General 
Motors Acceptance Corp., and with Mr. Stradella is Mr. Aloysius 
F. Power. 

Do I understand, Mr. Power, you are the general counsel of GMAC ¢ 


STATEMENT OF CHARLES G. STRADELLA, PRESIDENT, GENERAL 
MOTORS ACCEPTANCE CORP.; ACCOMPANIED BY A. F. POWER, 
COUNSEL 


Mr. Power. Mr. Hogan is general counsel of General Motors Ac- 
ceptance Corp. and I am counsel for GMAC, and I have been a 
counsel on many occasions over the years. 

Senator Kerauver. And Mr. Hogan is 

Mr. Power. He is the general counsel of both General Motors and 
General Motors Acceptance Corp. 

Senator Kerauver. Where is Mr. Hogan’s office ? 

Mr. Power. In Detroit, Mich. 

Senator Kerauver. And your office is there also? 

Mr. Power. In Detroit, Mich. 

Senator Kerauver. General Motors Acceptance Corp. has its prin- 
cipal office in 

Mr. Srrapetta. New York. 

Senator Kerauver. New York? 

Mr, Srrapetia. That is correct. 

Senator Kerauver. Is General Motors Acceptance Corp. a New 
York or Delaware corporation ? 

Mr. Srrapetia. It is a New York corporation. 


Mr. Power. It is organized under the banking laws of the State of 
New York. 
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Senator Kerauver. Mr. Stradella, is the General Motors Acceptance 
Corp. a wholly owned subsidiary of General Motors? 

Mr. Srrapexa. It is. 

Senator Keravuver. Does it have separate directors or is it a mixed 
directorate ? 

Mr. Srrapetia. There are three directors who are employees of 
General Motors Corp. 

The balance are employees of, I believe that is 6, the balance of 6 
are the employees of General Motors Acceptance Corp. 

Senator Keravver. You have a list of the directors? 

Mr. Srrapetta. We can make it available quite easily, yes. 

Senator Keravuver. Can you recite them offhand? 

Mr. Srrapetxa. I think I can. 

The General Motors employee directors are Frederic G. Donner, 
John C. Felli, and George Russell. 

Senator Kerauver. They are employed by General Motors but they 
are directors also of General Motors Acceptance Corp. ? 

Mr. Srrapetxa. They are. 

Senator Keravver. Who are the others? 

Mr. Srrapeiia. The others are, I will start with myself with 
apologies. 

Mr. James A. Callan, Thomas W. Towell, John O. Zimmerman, 
Gavin Brackenridge. 

Senator Krerauver. You and the last four gentlemen named who 
are directors are all employees of General Motors Acceptance Corp? 

Mr. Srrapetia. That is correct. Then there is one more director, 
Harold E. Beyer, who is the president of Motors Insurance Corp. 

Senator Kerauver. Harold E. Beyer? 

Mr. Srrapeiia. Yes. 

a ae Keravver. He is also the president of the Motors Insurance 
10. 2 

Mr. Srrapeixia. Motors Insurance Corp. 

— Keravver. Which has its principal place of business in New 
ork? 

— Srrapetta. Which has its principal place of business in New 
ork. 

Senator Kerauver. And that is also a wholly owned subsidiary of 
General Motors? 

Mr. Srraperia. Of General Motors Acceptance Corp. 

Senator Keravver. Motors Insurance Corp. is a wholly owned sub- 
sidiary of General Motors Acceptance Corp. ? 

Mr. Srrapewia. Yes. 

Senator Krrauver. Are any of the other gentlemen except Mr. 
Beyer, who is president of Motors Insurance Corp., also directors of or 
employees of Motors Insurance Corp. ? 

Mr. Srrapetia. They are all directors with the possible exception 
of Brackenridge, but not employees. 

Senator Kerauver. So you mean Messrs. Donner, Felli, and Russell, 
Callan, Towell, Zimmerman, and yourself are all directors of Motors 
Insurance ? 

Mr. Srraperia. That I believe is correct. I would like to have the 
opportunity—I think that is correct. 

Senator Keravver. Yes, you can check this. 
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Mr. Srrapetxa. I think it is correct, yes. 

Senator Kerauver. Is Motors Insurance Corp. a wholly owned 
subsidiary of General Motors Acceptance Corp. ? 

Mr. Strrapetia. Yes. There is another company, General Exchange 
Insurance Corp. which is owned by General Motors Corp. 

Senator Kreravuver. What does it do? 

Mr. Srraveixa. It offers insurance in four States—Massachusetts, 
Ohio, Michigan, and New York. 

Senator Krravver. How does that happen? 

Mr. Srrapexxa. It primarily happens because it is impossible to 
license dealers for one reason or another in those States. The Motors 
Insurance Corp. is a tariff or conference company which offers insur- 
ance at tariff rates and pays commissions to the dealers on the insur- 
ance premiums. 

Senator Krravver. What is the General Exchange Corp. ? 

Mr. Srrapetia. General Exchange Insurance Corp. is a corporation 
which is a nontariff corporation which does not pay insurance com- 
missions to dealers. 

Senator Keravuver. In other words they sell direct to the customer? 

Mr. Srrapetxa. Yes, sir, they sell at the request of the customer. 

Senator Kerauver. And so the laws of the four States, you said, 
Massachusetts—— 

Mr. Srrapetia. Ohio, Michigan, New York. 

Senator Keravver. Do not permit the kind of operation that Mo- 
tors Insurance Corp. carries out so that insurance in those States is 
handled by General Exchange Corp. ? 

Mr. Srrapetia. General Exchange Insurance Corp. 

Senator Keravuver. Who are the directors of General Exchange In- 
surance Corp. ? 

Mr. Srrapetxia. In addition to those—I will have to—this is fairly 
long. 

Senator Keravuver. You can correct the list later—just tell us gen- 
erally. 

Mr. Srrapetia. They are the individuals mentioned from GMAC 
and General Motors Corp. plus a certain number of the officers of 
those corporations themselves. 

Senator Krravuver. Plus a certain number of officers of what? 

Mr. Srrapetia. Of the General Exchange Insurance Corp. 

Senator Kreravuver. Are any of the directors of Motors Insurance 
Corp. also directors of the General Exchange Insurance Corp. ? 

Mr. Srrapexia. Yes. 

Senator Krrauver. The first three that you mentioned ? 

Mr. Srrapetia. The three first ones, yes. 

Senator Krerauver. And then how about the rest of them? 

Mr. Srrapeiia. The rest of them, yes. 

Senator Keravuver. And all of these, are a majority in the General 
Exchange Insurance Corp. ? 

Mr. Srrapetta. You mean are the General Exchange Insurance 
Corp. employees a majority ? 

Senator Krrauver. No. Do the members of the board of directors 
of GMAC form a majority of the directers of General Exchange In- 
surance Corp. ? 

Mr. Srrapetia. I could not answer that without looking at the list. 
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Mr. Power. How many GEIC you mean are on there? 

Mr. Srrapexxa. I frankly don’t know the exact number. 

Mr. Power. We will get that information. 

Senator Kerauver. Will you furnish that for us? 

Mr. Srrapewna. Yes, sir. 

Senator Kerauver. And the same for Motors Insurance Corp. 

(The information referred to may be found in the appendix on 
p. 4155.) 

Senator Keravver. In these four States where General Exchange 
Insurance Corp. operates, do they have State laws making it illegal 
for an edeemakaie dealer to be an insured agent and to receive com- 
missions; is that it ? 

Mr. Srrapexxa. It is usually 1 of 2 things: Either the law prohibits 
it or the requirements with respect to licensing are so difficult that it is 
practically impossible. 

I cannot tell you specifically State by State. That could be fur- 
nished, too, but 

Senator Kerauver. The Prudential seems to play a part in here 
in connection with writing group-life insurance. 

Are any of you gentlemen directors of Prudential or are any of 
them directors of your company ? 

Mr. Srrapetxa. None to my knowledge, nor none of theirs are ours, 
no. 
Senator Keravver. How long has this arrangement with Prudential 
existed ? 

Mr. Srrapetia. Nineteen forty-one. 

Senator Kerauver. Prior to that time, was it some other company? 

Mr. Srrapetia. No. That was when we initiated the idea of group 
creditor insurance in our business, that is the business of GMAC. 

Senator Keravuver. I take it then that prior to that time you did 
not have the life-insurance plan ? 

Mr. Srrapexa. That is correct. 

Senator Kerauver. It was not one of the requirements prior to that 
time ? 

Mr. Srrapetxia. It is not a requirement now, Mr. Chairman. 

Senator Kerauver. Yes,I understand. All right, sir. 

Mr. Stradella, you have a statement which has been circulated and 
your statement in full will be printed in the record, together with all 
the charts and tables. You can handle it any way you wish, either 
read it or summarize it or tell us about the matter in your own way. 
i Mr. Strapewxa. I would like to read it. 

I will make it as short as I possibly can. 

Senator Kerauver. Do you mind questions as we go along? 

Mr. Srrapexia. As you wish. 

Senator Keravuver. All right. 

Mr. Srrapetia. I will start with the third paragraph. 

Senator Kreravuver. You explain here that you entered the employ 
of GMAC in 1919? 

Mr. Srrapexua. Yes, that is correct. 

Senator Kerauver. Since you look as young as you do, I was sur- 
prised that you have been in business since 1919. That will soon be 
40 years. Most of us were either not here or very, very young at that 
time. 


(Laughter.) 
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Mr. Srrapetua. That I can see. 

Senator Keravuver. Allright. I see here in 1942 you became finance 
manager of General Motors overseas operations division. That is 
General Motors, not GMAC ? 

Mr. Srrape.ua. That is correct. It is a division of General Motors. 

Senator Krerauver. And you came back with General Motors Ac- 
ceptance Corp. when ? 

fr. Srrapevua. In 1954. In August. 

Senator Keravuver. I see. 

All right, sir, you proceed in your own way. 

Mr. Srrapevia, My statement will concern itself with a description 
of how installment sales of new automobiles are initiated ; the financing 
sources available; the position of GMAC in its group—which is the 
sales finance company group; its relations with the General Motors 
dealers and the purchasers; its policies and practices with respect to 
finance charges and insurance; and our conclusion as to the extent 
to which the price paid by the automobile buyer has been influenced 
by changes in finance and insurance charges. 


Tue Postrion OF THE PURCHASER 


The purchaser of the automobile makes whatever financial arrange- 
ments he wishes. He arranges for the credit needed with a bank or 
with one of the many financial institutions which are available to 
deal directly with him or he arranges the credit with the dealer 
through the medium ofa time sales contract. 

In the first instance, the financing source has a direct influence on 
the charge agreed upon by the purchaser since the two parties deal 
face to face. 

In the second instance, there is no contact between the financing 
source and the purchaser until after the contract, with all its condi- 
tions including finance charges and insurance, has been concluded 
between the dealer and the purchaser, has been offered by the dealer 
to the financing source and has been purchased by it. 

Mr. Dixon. Mr. Stradella, at that point, the question of whether or 
not there is any contact between the purchaser and the financing 
source, meaning GMAC ? 

Mr. Srrapecia. Right. 

Mr. Dixon. Would be determined upon the question as to whether 
the automobile dealer is your agency or not ? 

In other words, if it were to be ruled that he was your agent, you 
would be directly in contact with him ? 

Mr. Srrape.xa. Well, he is not our agent. 

Mr. Drxon. I understand and we appreciate your position on it, 
but I mean 

Mr. Strapetia. Yes. 

Mr. Dixon (continuing). The flat conclusion you state there would 
be determined on that question, if it were ever to be determined? 

Mr. Srrapetua. Yes, it would be matter of fact and law, I sup- 
pose. 

Mr. Dixon. Of law I suppose as to whether that was so or not? 

Mr. Srrapetia. And fact. 

Senator Kerauver. Anyway, your statement is on the assumption 
that he is not your agent? 
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Mr. Srravetxia. That is correct. 
Mr. Power. That is correct. 

Mr. Srrapetia. Shall I proceed ? 
Senator Kerauver. Yes, sir. 

Mr. STRADELLA. 


Tue Reiationsure BerweeN THE DEALER AND THE PuRCHASER 


If the purchaser makes his financial arrangements without 
consulting the dealer, the transaction between him and the dealer 
is on a cash basis and the negotiation is limited to the settlement of 
the cash price of the new automobile and the value of the used car, if 
a trade-in is involved, which is to be bought by the dealer. In such 
cases the dealer may not even be aware that his customer is using 
borrowed money. 

If during the negotiations the purchaser indicates that he wishes to 
buy on time, the dealer will then discuss the terms and conditions of a 
time sale. 

In negotiating the finance charge with the purchaser, the dealer 
arrives at the figure he quotes in the light of many factors, such as 
competition of other dealers, State laws regulating charges, his evalua- 
tion of the risk, his knowledge of discount rates of sales finance com- 
panies and banks, and probably his estimate of his overall profit on 
the entire car-sale transaction. 

The finance charge may be the same or more or less than the dis- 
count rates which are offered by the banks or sales finance companies 
with which the dealer does business. 

The premium for physical damage insurance which the dealer 
agrees upon with the purchaser, if the latter does not have his own 
policy and elects not to get it himself, is normally the premium estab- 
lished by the insurance company selected by the two parties. 

This may vary according to the selection, but generally would be 
the tariff or conference rates which are promulgated by the National 
Automobile Underwriters Association and which become effective 
when approved by the insurance departments of the various States. 

Mr. Dixon. I would like to interrupt you at that point again, with 
reference to the last sentence in that paragraph: 

This may vary according to the selection, but generally would be the tariff 
or conference rates which are promulgated by the National Automobile Under- 
writers Association and which become effective when approved by the insur- 
ance departments of the various States. 

If I understand the word “promulgated” and if I understand the 
word “association,” it would mean joint promulgation establishment. 
I wonder as to whether or not that is a Sherman Act violation? 

Mr. Srrapexza. I would not know. 

Senator Keravver. In other words, the statement flatly says that 
generally the rates are the rates that have been promulgated by an 
association. 

Mr. Power. I am sure it is perfectly legal. There is a McCarran 
Act exemption on it. 

Senator Keravuver. We are not talking about the legality, we are 
just trying to get the fact. 

Mr. Power. That is the fact, it has been in existence for a long 
time. 
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Mr. Drxon. There is a McCarran Act 

Mr. Power. Exemption. 

Mr. Dixon. I am very familiar with the McCarran Act, and we 
won’t talk about the exemption on it but I want to point out this is a 
joint action of an association. 

Mr. Power. I would assume so, yes. 

Mr. Drxon. I might state that I disagree with you that the Mc- 
Carran Act exempts that at all. I think very definitely it makes 
it plain that Sherman Act violations are still violations of law. 

Mr. Power. It is all right with me. You can disagree, that is 
your privilege. 

Mr. Drxon. Go ahead, sir. 

Mr. Srrapetia. Once the time sale contract is concluded between 
the purchaser and the dealer, the dealer then either keeps it or of- 
fers it to a bank or a sales finance company for purchase. 





FINANCING SERVICES AVAILABLE 


According to the Federal Reserve Board there was a total of $15,122 
million of retail auto installment credit outstanding on February 28, 
1958, which was held as follows: 





[Millions] 
Amount Percent 

nN No occu imanmeaiindac await aamaeenanaubiaes, $7, 237 48 
NICE a oon ocssbisslinennebeiey bakin aaah dntinaduats Chak oe ~<shae es eee 966 26 
i nndinepondbeuneomnieen sh toda kherdtnminmheaneeentaakinane tedaeaheineet 2, 312 16 
inh ena niat Sp nrcin trmns edna Lens inchties egal oie biden baslaniaire eal tecenie nications 6, 278 42 

EEE SINE... ences ntenbiaenesnnir ars'einincheaenesk indice 4pnalhinancen apa dtaad 1, 093 
ll itithniveb bun nnebaidtatpudniwiebeahiabaganesindionatblekininaamngemint ideal 514 | 3 
TN on ontincceubscwcpcebiletie Gasp aITs Shida ia Eee dee 15, 122 | 100 


Senator Keravver. Following this table, I think it might be of 
interest to put in table 28, “Sources of Credit in New Car Purchases,” 
which is in the pamphlet from the Federal Reserve Board, put out last 
year, entitled “Consumer Installment Credit,” part 4. It shows in 
1955, the latest date reported here, that installment finance companies 
participated in financing 45 percent of new cars. Four major com- 
panies did 35 percent, other finance companies did 10 percent, and the 
banks did 41 percent. 

Seon: SrrapeLLa. Those are comparable figures brought up to date, 
elieve. 

Senator Keravver. All right, sir. 
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(The table is as follows :) 


Sources of credit in new car purchases (percentage distribution) 
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| 








| 
Sources of credit 1955 | 1954 

ma agree = meinen | onuesapelaoningnepelill 

Installment: 
a cn bap cp aneeneen ny ce epee 45 41 
Peer mor Srnoenes..--. ec...-.---..-.- Lae eee oe | 35 32 
of SEE 1 PETE: eee ae d : | 10 9 
adc seteatk Sa arale galas cis warts wx mernactoc | x. “at 3 
{| | —_______ 
Purchased paper-____.._. pee naeccs ttsak ae ae bon akes 19 | 19 
I oo Dilek te vielen wine ; 19 19 
a tel ite weet inilbtly sin direyatty , a ae 3 | 6 
Other institutional lenders..._................-.....--...-- Cel o. ede ihe “6 10 | " 
Consumer finance companies_-_-____..._.___._- 2 1 
Automobile dealers._______..-..__-._..-- : z oe 3 3 
SE UAT hbo cosets thccco debe eeeGis eee ale | 4 | 4 
ct ne cook SES A BE ee. aera et peers = | 1 1 
Individuals and unclassified...................-..-...-- : ee ae ry nn 
NID daisies ionic webbie catch bebe en ben sicipehiien t cibe a fe iak ahah 100 100 








Source: Federal Reserve Board, Consumer Installment and Credit, pt. IV, Financing New Car Pur 
chases, 1957, p. 48. 


II. Dealer-owned sales finance companies are classified with other companies 
under sales finance companies. 

Mr. Srrapvetxa. They are published monthly in the Federal Reserve 
bulletin. 

Senator Keravuver. This refers to the four largest. 

Do they still do, do you think, about the same proportion of the 
total business ? 

Mr. Srravetxa. I think so. 

Senator Keravuver. The four largest being what? 

Mr. Srrapetta. Commercial Credit, CIT, Associates, and GMAC. 
Associates Investment Co. 

Senator Keravuver. And of those four is GMAC the largest? 

Mr. Srrapetita. GMAC is the largest. 

Senator Keravver. Of this 45 or 48 percent, depending on the year 
you take, about what percentage do you do? Or do you set that out? 

Mr. Srrapeia. Yes, I think we cover that later, sir. 

Senator Keravuver. All] right. 

Mr. Srrapetia. These figures show that sales finance companies ac- 
count for slightly less than 50 percent of the auto installment credit 
outstanding. If the purchase of contracts by banks is included, then 
approximately 74 percent ($11,203 million) of auto installment credit 
is provided by institutions which acquire from dealers time sales con- 
tracts concluded between the buyer and the seller. 

The balance of 26 percent, or $3,919 million, is provided by banks 
and other institutions which deal directly with the buyer, such as 
consumer finance companies, credit unions, industrial loan companies, 
mutual savings banks, savings and loans associations, et cetera. 

Senator Krerauver. You do not leave any room there for people 
who pay direct cash, do you? 

Mr. Srrapetia. Not much. 

Senator Keravver. Seriously, you have 74 percent—— 
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Mr. Srrapetia. As will appear in just a minute the time sales are 
approximately between 62 and 67 percent of all sales of motor cars, 
new motor cars. 

Senator Keravuver. All right. 

Mr. Srrapetiia. GMAC is classified as a sales finance company and 
acquires its receivables by purchase of completed time sale obligations 
from dealers. As a matter of policy, GMAC finances only the time 
sales of General Motors dealers. 


Tue GMAC Position IN THE Sates Finance Group 










































Senator Kerauver. Why is that, sir? 

Mr. Srrapetia. Why is that the policy ? 

Senator Kerauver. Yes, why would you not be willing to finance 
Chrysler and Ford ? 

Mr. Srrapetia. It has always been the policy. 

Senator Krerauver. Or the Rambler? 

Mr. Srrapetia. Right from the very beginning to confine the ac- 
tivity of the company to offering its services to General Motors 
dealers. 

Senator Keravuver. Does that have something to do with the decree 
and the lawsuits ¢ 

Mr. Srraveia. No, sir, there is nothing that we know that pro- 
hibits us from offering our services. 

At the very beginning, from 1919 when the company was organized, 
until today that has been the steady policy. 

Senator Kerauver. Commercial Credit does most of its financing 
with Chrysler, is that correct ? 

Mr. Srrape.ua. I am not sure of that. There was a time when they 
were more Chrysler than anything else. 

Senator Kerauver. CIT does most of its financing with Ford? 

Mr. SrrapetiA. That is—I have never seen the breakdown of the 
statistics but I think that that is probably true, I do not know, you 
would have to ask them. 

I have heard that said. 

Senator Kerauver. They each had their own companies the same 
way that General Motors owns GMAC at the time of the lawsuit and 
then they divested theirs voluntarily in some way and then General 
Motors carried the matter on until it was settled ? 

Mr. Srrapetia. That is correct. 

Senator Kerauver. And GM was able to keep GMAC, is that right, 
Mr. Power? 

Mr. Power. That is right. 

Senator Kerauver. You were in that case, were you not? 

Mr. Power. That is right. 

Senator Kreravuver. All right, sir. 

Mr. SrrapettA. GMAC, during the past 3 years, financed about 28 
percent of General Motors dealers’ new car sales (cash and time) and 
its percentage has never exceeded 28.6 percent of such sales in any 
postwar year. 

Federal Reserve Board analyses indicate that between 62 percent 
and 67 percent of new car sales have been on credit during the past 3 
years. If an average of 65 percent is used, then about 37 percent of 
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General Motors dealers’ new car sales have been financed by ba 
other sales finance companies, other lending institutions, or by dealers 
themselves. 

Putting this another way, approximately 43 percent of General 
Motors dealers’ new car time sales are financed by GMAC, 

The GMAC portion of the total time sale market of all new cars ig 
estimated to be approximately 20 percent. This percentage conforms 
closely to the 19 percent which GMAC holds of total retail auto credit 
outstanding (both new and used cars) reported by the Federal Reserve 
Board. 


GMAC POSITION WITH RESPECT TO THE PURCHASER AND DEALER 


The GMAC contact with purchasers begins after it has bought a 
concluded retail time sale contract from the dealer. 

As is generally the case with all sales finance companies and “pur- 
chase” banks, GMAC furnishes the dealer with printed material de- 
scribing in detail the method of handling time sales. 

GMAC also provides such items as contract forms which comply 
with all statutory requirements, worksheets and customer’s statements 
for credit information. It provides monthly payment charts as se- 
lected by him. These are available either with or without group 
creditor insurance. It advises him of its requirements with respect to 
physical damage insurance. It keeps him advised of the GMAC dis- 
count rate and its withholding requirements (sometimes referred to 
as the dealer reserve. ) 

It informs him of its policies with respect to terms and downpay- 
ments. GMAC furnishes the dealer with this material and informa- 
tion so that, if he decides to offer the installment obligation to GMAC 
he will have been made familiar with the type of obligation acceptable 
to it. The dealer is completely equipped to negotiate with the pur- 
chaser and to conclude the contract, and he is aware of the proceeds 
ar sa contract available to him if he decides to discount it with 

Mr. Drxon. Mr. Stradella, you used the word “discount” there. 

Do you use that in the sense that if the dealer, as Mr. Eaton de- 
scribed here, used a 7 percent interest rate, you would purchase that 
from him for 4.85? 

Mr. Srrapetia. That is correct. 

sen Drxon. Returning to him the difference between 4.85 and 
the 7? 

Mr. Srravetxa. There is one little difference. We deduct 4.85 for 
GMAC, then we hold back 1 percent and return the difference to him. 

Mr. Drxon. At some other point here you use the word “purchase,” 
I think, right under the next heading where you say GMAC in de- 
termining whether it desires to purchase a time sales contract. 

Mr. Srrapetza. Yes. 

Mr. Dixon. And there you say “decides to discount it.” 

Mr. Srrapetza. Yes. 

Mr. Drxon. So you must use the words “purchase” and “discount” 
synonymously ? 

Mr. Srrapetia. More or less. 


Mr. Drxon. Go ahead. 
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Senator Keravuver. While you are interrupted, we were talkin 
about page 4, where you say the GMAC finances about 28 percent o 
General Motors dealers’ new cars, and of all cars, approximately 43 

rcent of General Motors new car time sales are financed by GMAC? 
Do these other companies finance any new General Motors car ? 

Mr. Strape.ia. Do they finance—— 

Senator Keravver. I mean other finance companies? 

Mr. Srrapecxia. Yes, indeed, and banks, particularly banks. 

Senator Keravver. I am talking about finance companies like CIT. 

oe SrraDeLLA. Oh, yes, CIT, Commercial Credit, oh, yes, indeed, 
they do. 

nator Kreravuver. What proportion of financing of General Mo- 
tors cars do the other finance companies have, do you know offhand? 

Mr. Srrapetia. I do not know offhand, but I would say that the 
bulk of the financing not done by GMAC or the other 57 percent of the 
time sales, the bulk of it is done by the banks. 

Senator Keravuver. I am not talking about the banks. 

I am talking about the finance companies like yours. 

Mr. Srrapewua. Yes. 

Senator Keravuver. Are any appreciable number of new General 
Motors cars financed by these other finance companies? 

Mr. Srrapetia. Well, I would say it would not exceed 10 percent, 
I mean relating that to our 20-odd, that would be my opinion that it 
would not exceed 10 percent. 

Senator Keravuver. If you have a more exact figure, will you supply 
it? 

Mr. Srrapetua. Yes, sir, it would have to be partially an estimate 
because we have not the statistics. 

Senator Keravuver. We understand. 

Mr. Srrapeuua. Yes. 

—o referred to may be found in the appendix on 

. 4155. 

. Mr. Drxon. Mr. Chairman, while we are interrupted I should like 
to ask Mr. Stradella these questions because he has just read a para- 
graph where, among other things, he stated, it—meaning GMAC— 
informs him—meaning the dealer—of its policies with respect to terms 
and downpayments. 

Now, Mr. Stradella, what is the policy of the GMAC as to down- 
payments ? 

fr. Srrape.a. It is a flexible policy, as I have stated a number of 
times. 

However, we recommend as a guide to the dealer that he do not ex- 
ceed or do not have an unpaid balance in excess of approximately 90 
percent of the cost of the car to him. That is our recommendation. 

Mr. Drxon. So far as you are concerned, does the fact that he is 
operating under an agreement with you or under the policy with you 
where there is a recourse upon him in the event of a default of payment, 
do you have a different policy where you purchase this contract with 
recourse ¢ 

Mr. Srrapetia. With respect to terms ? 

Mr. Drxon. Yes, sir. 

Mr. Strapetia. No. 

Mr. Dixon. With respect to downpayment ? 
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Mr. Srravewza. No. 

Mr. Drxon. In other words, your policy is that you would be just 
as quick to buy a piece of finance paper from a dealer where, perhaps, 
he only had $200 on a $2,500 total note ? 

Mr. Srrapetia. From the standpoint of terms and downpayment, 
yes. 
Mr. Dixon. It would not make any difference. 

Now as to the length of contract, when did General Motors Ac- 
ceptance Corp. go from 24 months to 30 months ? 

Mr. Srrapetia. You mean as a recommendation to dealers? 

Mr. Drxon. As a recommendation and as a practice of buying 
paper ¢ 

fr. Srrapetia. Well, with a flexible policy you always buy some 
contracts that may be beyond your recommendation. That is always 
possible. But if you are talking about our recommendations as such, 
I believe that it was in 1954 that we indicated that we no longer con- 
sidered the 24 months was necessarily the maximum and, as I said 2 
years ago, that more or less was interpreted to mean that we would 
consider favorably contracts going as far as 30 months. 

Mr. Drxon. So in 1954 you told your dealers that you were receptive 
to paper that was up to 30 months? 

Mr. Srrapvetia. That is correct. Well, not exactly in those words, 
you will have to take it the way I put it. 

Mr. Dixon. I understand. 

Mr. Srrapetta. Yes, sir. 

Mr. Dixon. When did you indicate by words or some instructions 
that you would be receptive to taking paper up to 36 months? 

Mr. Srrapvetia. I would say that we have never indicated by words. 
By deeds I would say probably, we have over the past year to 18 
months. 

Mr. Drxon. The last 18 months? 

Mr. Srravexia. Yes. 

Mr. Drxon. Didn’t that start in 1955 ? 

Mr. Srrapeiia. Well, there could have been some that came in in 
1955 but I think—I have got the figures here. I think the statistics 
we filed will show when it started. 

Mr. Drxon. You said that you do not recall any instructions on 
your part. 

Mr. Srrapeitia. No 

Mr. Drxon. As to the 36 months? 

Mr. Srrapetia. No, the last policy letter or purchase policy state- 
ment which is what we call it, that we issued is the one that I referred 





Mr. Drxon. Did you suddenly find all your dealers just offering you 
paper at 36 months’ 

Mr. Srrapetxa. Not all of them, no. 

Mr. Drxon. The great majority of them. 

Mr. Srrapvetia. But it started here or whérever the requests started, 
the pressure started. It began in a spotty way and then it gradually 
spread. 

Or. Drxon. You say these instructions are sent out to dealers? 

Mr. Srravetta. I do not think I said instructions, Mr. Dixon. 

Mr. Drxon. Policy statements? 
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Mr. Srrapetua. Right. 
Mr, Drxon. When these policy statements are sent out to dealers, 
do you not find as a matter of practice that your dealers adhered to 
these policy statements? 

Mr. Srrapecia. Well, they were not something to adhere to. It 
was merely an indication, the one that I referred to that we felt there 
would be nevtiamenn occasion for the purchaser to ask for 30 months. 

Mr. Drxon. Well, now 

Mr. Srrapetita. And that we would not, if the conditions of the 
contract were good and the credit was good, we would not refuse to 
buy it. 

Mr. Drxon. There is no doubt that your dealers understood that if 
they offered you such a piece of paper that, based upon your policy 
statement, you would be interested in it? 

Mr. Srrapetua. That is right. And I so stated 2 years ago to this 
committee. 

Mr. Dixon. We have some recollection that that was about the pe- 
riod of 1955 that General Motors Corp. itself was encouraging this 
36-month financing. 

Mr. Srrapevya. That General Motors Corp. itself, you have 
some 

Mr. Dixon. I have some recollection of our last hearings in 1955, 
I believe, when Mr. Curtice was testifying here before Senator 
O’Mahoney. 

Mr. Srrapetia. I washere. I have nosuch recollection. 

Mr. Drxon. All right, sir; go ahead with your statement. 

Mr. Srrapexxia. It would be impractical for a dealer to have to 
work out in advance with a given financing source or sources the 
details of individual transactions. He and his salesmen must be 
equipped so that they can conclude with the customer all phases of 
the time sale transaction, up to the point of offering it to the financing 
source selected. 








GMAC Posrrion Wir Reearp To FiInancrne CHARGES AND INSURANCE 
Premiums 


GMAC, in determining whether it desires to purchase a time-sale 
contract offered to it, considers at the time of purchase the finance 
charge which the dealer makes to the purchaser and the premiums 
for physical damage insurance and group creditor insurance. 

A number of States have adopted legislation establishing maximum 
finance charges which the dealers may not exceed. On new cars 
these run from 6 percent flat per annum to 9 percent flat per annum. 

Tf in these States the finance charge by the dealer to the purchaser 
is within the statutory limits, GMAC does not concern itself with the 
amount. 

In those States which have no legislated maximum rates, GMAC 
uses existing legislation in other States as a guide to determine the 
point at which it becomes unwilling to purchase a transaction because 
of the amount of the finance charge. 

In such States GMAC advises dealers that generally it will not dis- 
count new-car installment contracts if the dealer’s finance charge ex- 
ceeds 7 percent flat per annum. 
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However, there are circumstances under which GMAC will purchase 

re if the rate agreed upon by the purchaser and dealer exceeds 
s figure. 

Mr. Drxon. What circumstances are those ? 

Mr. Srrapetia. I am just about tosay. This is principally true in 
States bordering on those which have higher legislated maximums, 

Mr. Dixon. You mean by that if there is a State that allows more 
than a 9-percent maximum ¢ 

Mr. Strapetia. Such as Maryland, a 9 percent State. 

Mr. Drxon. Such as Maryland and contiguous to the State beyond 
there was a State that had no maximum—— 

Mr. Srrapevia. No maximum. 

Mr. Drxon. And if a dealer were to offer you a contract, that, we 
will say, had 10 percent or 11 percent or even 9 percent ? 

Mr. Strave.ua. No, nine. 

Mr. Drxon. Nine percent, then you might be interested ? 

Mr. Srrapexza. If he said he would like to have us buy it we would 
probably buy it on the basis that it would be rather unfair to say to 
a dealer right next door, “You can charge 9 and we will take it,” 
and we won’t take it in the next State. 

Mr. Drxon. When you speak of 9 or 7 or any percent, I have heard 
the expression that there is a carryover of that interest rate. Would 
you explain what that would approximate on a 36-month contract ? 

Mr. Srrapexxa. I do not know what you mean by “carryover.” 

Mr. Drxon. I have heard the expression that 7 percent, for instance, 
is 21 percent on 36 months; is that correct ? 

r. Srrapetia. Three times seven, yes. It is 7 percent flat per 
annum. 

Mr. Drxon. Yes. 

Mr. Srrape.xia. Three times seven is 21. 

Senator Kerauver. By 6 percent or 9 percent flat per annum on 
page 6, you mean that if the original amount you finance is $2,000, 
then it is 6 percent flat for each of those years ? 

Mr. Srrapetxa. That is right, or 18 percent. 

Mr. Drxon. Or 18 percent? 

Mr. Srrapetua. Or 12. 

Mr. Drxon. $2,000 at 18 percent would be $360? 

Mr. Srrapexia. That is right. 

Senator Keravuver. We figured what it would be here, say, at a 7- 
percent rate for 3 years on $2,000; 7 percent would be $420. 

Mr. Srrapetxa. Correct. 

Senator Keravver. Or $67.22 a month. 

If you had taken it to buy a house, for instance, at compound inter- 
est, you would pay 7 percent on what you owed the first year, seven 
percent on the balance the next year, and 7 percent on the balance the 
third year. That would be $223.36 or $61.76 a month. The difference 
is $196.55 or $5.46 a month. 

You examine those and if you find they are not accurate, you can so 
indicate. 

Why, Mr. Stradella, do you have to charge 7 percent on the third 
year when actually the purchaser still owes only a third of the indebt- 
edness ? 
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Mr. Srrape.tua. Well, you do not have to. You can phrase your 
rates another way and apply them to the descending balances if you 
like. 

The rate would just be higher if expressed that way, that is all. The 
rate is computed fundamentally in order to get a certain amount of 
income to cover your expenses. And so you could quote them on the 
other basis. 

It would not be as easy for the dealers or anybody else to handle. 

Senator Kreravuver. Do these States that have a maximum interest 
law allow the charging of that interest even though two-thirds of the 
amount may have been paid, like Maryland, for instance ? 

Mr. Srrapetia. Yes, the State laws are phrased just the way the 
business is done. 

In other words, when they say 6 or 7 percent flat per annum that is 
6 or 7 percent flat per annum each year figured on the original un- 
paid balance and that is the way the law so states. 

It has been the practice in the trade for many, many years. 

Senator Keravuver. Is there any particular reason why you have 
to operate in a different way from house sales? The procedure in 
buying a house ? 

r. Srrapev.a. I do not know how it started. I was not in on 
that, but it always has been the practice in the time sale area. 

Senator Kerauver. You are perfectly willing to keep it that way, 
I would take it ? 

Mr. Srrapewua. Perfectly willing. And I think most people con- 
cerned with it would be, too, including the purchaser. 

Senator Keravver. I don’t know, sir. I have been a purchaser and 
I would rather pay less, if I could. 

Mr. Srrapevia. I agree with you. 

Senator Kerauver. Allright. You proceed. 

Mr. Srrape.ia. As to insurance premiums, these are established by 
the insurance companies and not by GMAC. If the physical damage 
insurance is placed through an insurance affiliate, or if the group 
creditor insurance is placed with the Prudential Insurance Co., the 
contract, to be acceptable to GMAC, must state the exact premiums as 
established by these companies. 

Mr. Drxon. Mr. Stradella, excuse me again. You don’t mean to 
leave the impression in the first sentence of that paragraph that 
GMAC does not establish the insurance rates that are charged by 
your affiliates, do you ? 

Mr. Srrapexia, I do. 

Mr. Dixon. In what manner? Mr. Stradella, don’t you own them 
and operate them? Can’t you set your own rates ? 

Mr. SrrapE.ua. Yes, you can. 

Mr. Dixon. It is GMAC that owns them, therefore it is 

Mr. Srrapetia. We do not own Prudential, let’s separate the two. 

Mr. Drxon. But you said insurance companies here and the majority 
of your insurance is in the companies—at least the charge that the 
customer would pay. 

Mr. Srrapetia. Mr. Dixon, I am merely stating a fact that the 
rates are established by those companies and not by us, that is all Iam 
saying. 

Mr. Drxon. You own one insurance company ? 
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Mr. Srrapetia. We own Motors Insurance. 

Mr. Drxon. In 44 States, wherever you do business, the insurance 
business is done through that company ? 

Mr. Srrapexxa. That is correct. 

Mr. Drxon. And therefore, if you own it, the insurance company 
is you, is it not? 

r., STRADELLA. No. 

Mr. Power. No. 

Senator Keravuver. Mr. Stradella, I guess what you mean is that 
when you get to be on the board of directors of the Motors Insurance 
CeP you put on another hat ? 

r. Power. That is right. 

Mr. Srrapetia, You are operating an insurance company, yes, sir. 

Mr. Drxon. Also do you mean to include the part the General Ex- 
change group plays? 

Mr. Srrapeiia. Yes, they also establish the insurance premium, 

Mr. Drxon. Of course you are a member of that group? 

Mr. Srrapetxa. Yes, sir. 

Mr. Drxon. On the credit insurance, when did you say you started, 
in 1941? 

Mr. Srrapetia. In 1941, yes. 

Mr. Drxon. We heard one of your General Motors dealers, Mr. 
Eaton, testify here this morning and he said that he did not receive 
any commission, as he understood it, on that part of the credit insur- 
ance. 

Mr. Srrapetia. That is correct. 

Mr. Dixon. That was just part of the finance charge? 

Mr. Srrapetia. Well, it is the insurance charge, the group creditor 
insurance charge which is identical with the premium we pay to the 
Prudential Insurance Co. 

Mr. Drxon. He also stated in answer to the chairman’s question that 
the way he transacted business was to transmit to you a draft. 

Mr. Srrapetia. Yes, sir. 

Mr. Drxon. To your company, and not to the insurance company. 
It just came into GMAC. 

Mr. Srrape.xa. This is a draft accompanying the contract which is 
a convenient form of his getting his money. 

Mr. Drxon. That is right. 

It must be convenient to you—what do you do, divide what he 
sends you and——— 

Mr. Srrapetia. The draft, let me explain that, has nothing to do 
with our convenience, that is the pure convenience of the customer. 
You probably noticed recently the airlines, if you want to get a refund 
on an unused ticket, also use a similar system whereby you put your 
ticket in an envelope and it is a draft on the airline company and you 
put it in your bank and you get a credit to your account. 

It is purely for the convenience of the dealer. 

Mr. Drxon. All right. Accepting it as being convenient to the 
dealer, how do you handle it? Do you divide the sum up in one sum 
the finance—— 

Mr. Srrapetia. You mean after we buy the contract ? 

Mr. Drxon. After you get the contract and get the single draft to 
you, what do you do, divide up the—— 
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Mr. SrravELua. Well, that draft represents the difference between 
the total amount which the purchaser has agreed to pay, and the 
amount which is retained by us. 

Mr. Dixon. Yes. 

Mr. Srrapetia. Now as you said, what is retained by us is the 4.85 
which we have been talking about, plus the 1 percent, which we have 
been talking about, and plus the insurance premium, if there is an in- 
surance premium involved. 

Mr. Drxon. That is plus the insurance premium on life insurance? 

Mr. STRaDELLA. Ane on physical damage as well, if the insurance 
has been requested at that time. 

Mr. Drxon. I assume that as a matter of bookkeeping or as a matter 
of practice, you turn over that premium to your insurance affiliate? 

Mr. Srrapetia. That iscorrect. That is correct. 

pension Kerauver. Then you turn over something to Prudential 
then ? 

Mr. Srrape.ia. Yes, indeed. 

Senator Kerauver. Do you get a commission on what you turn over 
to Prudential ? 

Mr. Srrapeixa. No. 

Senator Kerauver. The Prudential is the underwriter? 

Mr. Srrape.ta. Is the underwriter, that is correct. 

Senator Keravuver. What consideration, then, do you get for plac- 
ing the business with Prudential ? 

Mr. Srrapetia. We get no consideration. We do have, there are 
two things, one really is not consideration, it is merely payment; we 

t two things from the Prudential in the course of a year, as a rule. 
i we pay the premiums immediately when we collect them. They 
are not earned by the Prudential except on a month-to-month basis, 
but we pay the full premium to the Prudential. 

Therefore, we have a credit balance with the Prudential during the 
course of the year against which they charge the earned premiums on 
the policies as they become earned. On that credit balance they pay 
us a varying interest rate, depending on the money markets at the 
time. 

Senator Keravuver. I do not exactly see how you can accumulate 
a credit balance. 

Mr. Srrapetia. Well, we are not committed to pay them the insur- 
ance premium except month by month as the contract goes along. We 
do pay them immediately, in advance, and so it is what we call an ad- 
vance premium account and any balance which we have with them 
they pay us a modest interest rate on. 

enator Kerauver. Then, translating it to what we have heard this 
morning, $24.98 was paid by the customer. 

Mr. Srrapetia. For how many months was that? 

Senator Kerauver. That was for 36 months. Then you got the 
$24.98 but, being over a period of 3 years, you were not obligated to 
pay, except a certain amount per month. 

Mr. Srrapetia. Did you say we got the $24—we did not get it. 
We don’t get it until the purchaser pays it. 

Mr. Drxon. He pays $91 a month on that whole deal. 

Senator Keravuver. Yes. In other words, as soon as you got the 
contract, you paid the $24.98. 
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Mr. Srrapetia. That is right; we did. 

Senator Keravuver. To Prudential? 

Mr. Srrapetia. That is right. 

Senator Keravver. But they were only entitled to have one thirty- 
sixth of that per month. 

Mr. Srrapexia. That is correct. 

Senator Keravuver. So then they set up a reserve and pay you in- 
terest on it? 

Mr. Srrapetia. They would say, for example, this is not exact, but 
they would take thirty-five thirty-sixths of that and say for the first 
month that was your money and not ours; the next month they 
chop off another thirty-sixth and leave 34, and on that balance they 
pay us a modest interest rate. 

enator Keravuver. Is that the only payment you get from Pru- 
dential ? 

Mr. Srrapvetia. No; there is one other payment. 

Senator Kerauver. What is that? 

Mr. Srrapvexia. If the experience is good, and better than they 
anticipate, after having deducted the experience and the expense 
os _ and their profit, they do give us what we call experience 
refund. 

Senator Kerauver. How much does that amount to? 

Mr. Srrapetxia. That varies all over the lot, depending on the 
experience. 

a Keravver. Take last year, for instance. What was it last 
ear 
: Mr. Srrapetia. I think I can give you that figure. 

Senator Keravuver. If 1957 is hard to find, give us 1956. 

Mr. Srravexxa. I think I have it. I would just like to check this, 
It is $2,795,000. 

Senator Krerauver. You mean—— 

Mr. Srrapexa. Out of premiums paid, $17,962,000. 

Senator Keravuver. Total premiums, $17,962,000. 

Mr. Srrapeixa. $17,962,000. 

Senator Kerauver. And they paid you back what? 

Mr. Srrapexa. $2,795,000. 

Senator Kerauver. Let me understand again. They found that—— 

Mr. Srrapvetia. Their claim experience was 

Senator Kerauver. Was better than expected ? 

Mr. Srrapeia. Better than expected; yes. 

Senator Keravuver. And the risk was not as much as they antici- 
pated and so, based on that, they paid back $2,795,000. 

Mr. Srrapexia. That is right. 

Senator Krerauver. Did you refund that amount to the purchaser? 

Mr. Srrapetta. You mean individually ? 

Senator Keravuver. Yes. 

Mr. Srrapeiia. No. 

Senator Keravuver. Why not? 

Mr. Srrapeuia. I will tell you what we do. As we find these re- 
funds coming along, experience being good, we have at times, when we 
felt that it might continue, reduced our rates to the customer. 

Senator Kzravver. I know, but I am the fellow who put up the 
money. 
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Mr. Srrapvetia. Do you, having paid it once, get any of it back? 

Senator Keravuver. Yes. 

Mr. Srraveuia. No. 

Senator Keravuver. Don’t you think I would be entitled to it? 

Mr. Srrape.ia. If you come back to us and finance again with us 
you probably would get a break as a result of it; yes. Otherwise, you 
do not. 

Senator Kerauver. That is, 15 percent of the amount you paid that 
you got back from the insurance, This is actually not very much 
risk for Prudential ; the automobile is there first. If the car burns up 
or is stolen 

Mr. Srravea. It is a matter of the individual dying. 

Senator Keravuver. If they do not 

Mr. Srravetia. The automobile is not involved. It is a matter of 
the individual dying. That is their risk. 

Senator Keravuver. What is the loss ratio on this? 

Mr. Srrapetita. That would be approximately the loss ratio; the 
Setonetp of or the opposite of the two-million-odd dollars I men- 
tione 

Senator Kerauver. Do you have a statistical loss ratio? 

Mr. Srrapetia. They do; we do not. We can only tell, from the 
refund which they give us, approximately what the loss ratio is. 

Senator Kerauver. Will you endeavor to obtain it for us? 

Mr. Srrapetita. From the Prudential ? 

Senator Kerauver. Yes. 

Mr. Srrapeiia. We will have to get it from them. 

Senator Keravver. All right. 


Mr. Srrapetxa. I would like to point out one other thing—— 

Senator Keravver. That is on the cars you finance, on your con- 
tracts ! 

Mr. Srrapetxa. That is right. There is a fair amount of work in- 
volved in handling this group insurance; I mean the paperwork on 
the group. And we have got—— 

Senator Krerauver. Are you implying then that your $2,750,000 is 


compensation for paperwork ? 

Mr. Srrapetia. No; I would say we would be justified in making 
charges for that as an expense before considering that a true and com- 
plete refund. 

Mr. Drxon. I think you could get the loss ratio from Prudential, 
because we have obtained loss ratios on credit life-insurance com- 
panies in various States. I think they would furnish it very readily. 

Mr. Strapetia. You may be right. We will certainly try, sir. 

Senator Keravver. All right, sir. 

(The information may be found in the appendix on p. 4155.) 

Mr. Srrapvetxa. This concludes that part of the statement referrin 
to the installment sales procedure, financing sources, and the GMA 
position. 

We now turn to the questions raised by your committee. 

Your letter to GMAC of March 14, stated that during the course 
of the inquiry into administered prices, “it has become evident that 
financing terms and charges represent a significant factor in the effec- 
tive price and demand for new General Motors cars” and requested 
certain data for the record. 








3274 ADMINISTERED PRICES 








































While we do not know the basis for this statement, we have sub- 
mitted answers to the questions, as we understood them. Reference 
is made to our submissions dated March 31 and April 10. 

; On April 3, a release to the press indicated that upon the resump- 
i tion of hearings on administered prices— 

i an examination will be made of the extent to which the price paid by the auto- 


| 
i mobile buyer in the form of monthly payments, has risen as a result of increaseg 
\ in finance and insurance charges. [Italic added.] 

| 


Your letter of April 22, requesting today’s appearance stated that— 


an examination will be made of the extent to which the price paid by the typical 
automobile buyer in the form of monthly payments has risen as a result of 
increases in finance and insurance charges. [Italic added.] 


It added: 


The subcommittee is most interested in obtaining from you such information 


as you may possess bearing on the trends of finance and insurance charges. 
[Italic added. ] 


It is our purpose, therefore, to discuss monthly payments, the in- 
fluence of changes in finance charges and insurance premiums on 
such payments, and trends of finance and insurance charges. 


MONTHLY PAYMENTS 






In order to understand monthly payment statistics, it is important 
to realize that the monthly payment is influenced by many things other 
than the price of the car, the financing charge, and the insurance 
premium. 

A substantial downpayment as contrasted to a minimum, and, more 
particularly, the length of the term of the transaction, will obviously 
affect the monthly installment. 

The choice of options and accessories, the term of the insurance 
taken out initially, the geographical location of the car as it affects the 
insurance premium, also have an effect. 

These are some of the things which make it difficult to identify a 
“typical” transaction. “Average” transactions are open to the same 
criticism. 

In spite of these numerous variables, however, the committee may 
be interested in the change in the amount of the average GMAC 
monthly payment on new cars during recent years. 

These were set forth in exhibit D of our submission of April 10 
as follows: 





Average monthly 


Average term 
installment 


(months) 









These figures show clearly that the average monthly payment, as 
influenced by all elements, has not risen materially in recent years. 


This is due, of course, in large part to lengthening of the average 
term. 
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These figures, for the reasons stated, do not provide a conclusion as 
to whether and to what extent the price of a vehicle to the purchaser 
has risen because of changes in finance charges and insurance. The 
effect of these changes can be computed accurately only by taking a 
static set of conditions with respect to model, downpayment, insurance 
requirements, and term. This was done in exhibit A to chapter 3 
of the GMAC statement of April 10 and the supplement aude 
submitted on April 21, insofar as the charges of GMAC and its asso- 
ciate insurance companies are concerned. 

That is the chart which you have reproduced here. 


INFLUENCE OF GMAC FINANCE CHARGES ON MONTHLY PAYMENTS 


In the exhibits submitted were typical transactions covering a 
Chevrolet, an Oldsmobile, and a Cadillac for the years 1955, 1956, 
1957, and 1958, on which the finance charges were computed at the 
then prevailing GMAC rates. The statement pointed out that the 
effect of the increase in GMAC finance charges to the dealer from 
the beginning of 1955 to date amounted to an increase in the monthly 
installment as follows: 


30-month term 36-month term 


Chevrolet $0. 93 $0. 
Oldsmobile .07 1. 
Cadillac . 68 1. 


Senator Keravver. I notice you said to the dealer. 

Mr. Srrapetta. GMAC finance charges to the dealer, that is 
correct. 

In other words, it is based on our discount rate plus withholding, 
those typical examples. 

Senator Kerauver. All right. Go ahead. 

Mr. Srrape.ia. The finance charges used in the exhibits took into 
consideration the following increases in the rate of GMAC discount 
and withholding: 

(The table is as follows :) 


Flat per annum 
_| Additional 
charge per 
GMAC | Withhold- Total contract 
Discount | ing 


Percer Percent 
1.05 5. 25 


In the spring of 1955_- 
Change in December 1955. .._....-- a qnstansasbnneewasy 
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Change in October 1957 J 
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Senator Keravuver. It has gone up to 5.85? 

Mr. Srrapetia. Minus the $1 and a quarter dropped—so the differ- 
ence would be between 5.25 percent flat per annum plus $1.25 and 5.85 
percent flat per annum. 
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INFLUENCE OF INSURANCE PREMIUMS OF GMAC INSURANCE ASSOCIATES 
ON MONTHLY PAYMENTS 


The GMAC statement submitted on April 10, in aplining GMAC 
insurance requirements, — out that the car involved in any 
installment contract purchased by it must be covered by insurance 
against fire, theft, and collision ($50 deductible generally used) but 
that this insurance may be placed wherever the purchaser desires and 
the dealer agrees. 

GMAC does not insist that the car be insured with its insurance 
affiliates. (In the case of 42.1 percent of all new-car contracts pur- 
chased by GMAC during 1957, insurance coverage was placed with 
nonaffiliated insurance companies. ) 

The foregoing requirements have not changed over the years. 

The statement further pointed out that in all instances the pre- 
miums of its affiliates are at or below, and if below related to, the 
tariff rates promulgated by the National Automobile Underwriters 
Association. 

Since this is the practice of these affiliates any changes in their 
premium charges are directly related to actions of the NAUA. 

Senator Kerauver. With respect to this, it would mean 57.9 per- 
cent purchases by GMAC had their insurance coverage placed in Gen- 
eral Motors affiliate companies. 

Mr. Srrapetia. Either Motor Insurance Corp. or GEIC, that is 
correct. 

Senator Keravuver. Why should not other insurance companies 
have a crack at this business ? 

I have heard many insurance agents say frankly that it is awfully 
hard to get started because of this practice whereby their friends who 
buy an automobile tell them, “Well, just let GMAC place the insur- 
ance.” 

Mr. Srrapetxa. It is not GMAC. 

Senator Keravver. I know. It is the dealer who does the selling, 
all right, but why should not there be more competition? Would it 
not ony fine thing for these other companies if they had insurance 
agents 

Mr. Srrapetia. I think there is plenty of competition for it. As 
Mr. Eaton explained this morning, he is a real competitor for it 
against other people, and vice versa. 

And he, I thought, gave a pretty good selling on it. 

Senator Keravver. Well, you a eane of a lot of that as you go 
around. I have heard many young insurance agents particularly say, 
“My friend bought a car but it was all handled by the dealer in a 
package and I could not get it with my insurance.” 

_ Mr. Srrapetxa. I gather you think the dealer should give up the 
insurance, acting as an insurance agent. 

Senator Kerauver. Probably the other companies do the same 
thing, but here you have cars sold by General Motors, financed by 
a wholly owned subsidiary, which generally places the insurance wit 
the wholly owned subsidiary. The outsiders do not have much of 
a chance to get in even on the insurance. 

Mr. Srrapetxa. I do not think that is quite true. I think they have, 
the dealer in most instances can get agencies for other companies. 

Senator Kerauver. All right, sir. Go ahead. 
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Mr. Srrapexa. The typical transactions included in the exhibits 
show the trend of the car insurance premiums from 1955 to 1958. 
The changes from 1955 to 1958 had the following effect on the amount 
of monthly installment: 


1-year premium, 30-month term 
Chevrolet. 
Oldsmobile 


Were the dealer to require insurance to be taken out initially for 
the entire 30-month term, the effect would be somewhat less than 214 
times these amounts. In any case, it would be under $1 per install- 
ment. 

Further, it was pointed out in the statement that the increases were 
due entirely to the fact that the increase in list price of these cars put 
them in a higher-cost insurance category. 

In other words, had there been no increase in list price of these 
cars, the insurance premiums in 1958 would have aa taper than in 
1955. 

We have prepared and have already submitted herewith for the 
record a statement showing the trend of insurance premiums in each 
State for the same period. 

With respect to group creditor insurance it was shown that the 
rate charged to GMAC by the Prudential Insurance Co. is currently 
at its lowest point. 

Senator Kerauver. Outside of the Prudential, the only one who 

ts anything out of these increases in prices is either General Motors, 
GMAC. Motors Insurance Co., or General Exchange Insurance Co. 
and/or the dealer. When the list price goes up the amount of revenue 
to GMAC, to Motors Insurance Corp., and the other GM affiliates 
goes up too. 

Mr. Srrapetxia. As do their expenses in the case of the insurance 
company. 

Senator Kerauver. All right, sir. 


TRENDS OF FINANCE CHARGES AT THE DEALER-PURCHASER LEVEL 


Mr. Srrapetta. GMAC was informed by general counsel of the com- 
mittee, after he had reviewed its statement of April 10, that since the 
GMAC charges or, more properly said, the GMAC discount rate plus 
“withholding” did not necessarily represent the actual finance charge 
to the purchaser as agreed upon between him and the dealer, the com- 
mittee desired further information as to finance charges at the dealer- 
purchaser level. 

Although GMAC keeps no statistics on such dealer charges, a num- 
ber of transactions which it had purchased were reviewed and sub- 
mitted on April 21—“Material relating to effective finance charges 
by dealers to purchasers.” 

The selection was necessarily limited and the basis for it was out- 
lined. This sample showed that the effective rates to purchasers 
varied among geographical locations as well as among dealers in a 
given geographical location. : 

The selection does not necessarily indicate a pattern for the given 
dealer, since many dealers discount a portion of their transactions 
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elsewhere. Where the charges by the dealer to the purchaser are 
different from those of GMAC, GMAC is not aware of the specific 
reasons for the dealer and purchaser agreeing to such charges. 


CONCLUSION 





There is no evidence which GMAC has seen that the demand for 
new cars has been materially influenced in recent pean by the changes 
in the finance charges and insurance premiums which may have taken 
place at the dealer-purchaser level, or by changes in discount and 
withholding rates of financing sources. 

GMAC is of the opinion that the moderate adjustments which may 
take place from time to time in the future, whether increases or re- 
ductions, will not materially influence this demand. 

Thank you very much. 

Senator Kerauver. Thank you very much, Mr. Stradella. 

Mr. Stradella, something has taken place to influence sales ad- 
versely. Everybody thinks the total price is some part of it. The 
dealers think so and others think so. Part of price consists of finance 
and insurance, which has risen somewhat. By virtue of extending 
the period of 36 months, it has influenced it considerably. I believe 
the percentage was 7.4 in 1955, and then in 1958 it was 8.3, or just 
about 1 percent. That may not be a large amount but it is an amount 
to be considered. Of course, that is after a 40 percent downpayment. 

Is this fact that dealers act as insurance agents generally known, 
Mr. Stradella? 

Mr. Srraveta. I think so. 

Senator Keravver. By the purchasers ? 

Mr. SrrapE.ua. By the purchasers ? 

Senator Keravuver. Yes. 

Mr. Srrapetua. I think so. I would not be able to answer it with 
authority. I think so. I think that they explain, at least Mr. Eaton 
indicated that this morning, how if the insurance was placed with 
him, he would look after the car in case of an accident very quickly 
and so forth and so on. 

Senator Krravuver. Maybe Mr. Power could answer this question or 
perhaps you can, Mr. Stradella. 

Most financial institutions—national banks and home loan and 
savings institutions and so forth—are regulated and controlled in 
some way or other by Federal law. Are there any Federal laws that 
affect finance company operations of this kind? 

; Mr. Power. I do not believe so. 

However, GMAC is organized under the banking laws of the State 
of New York, and they are regulated insofar as the Banking De- 
partment of the State of New York is concerned. 

Now they could be organized under the stock corporation law, 
then they would not be in that same position. But originally, it was 
decided to organize them under the banking laws of the State of New 
York because then when you would qualify them in other States 
throughout the country, they felt reasonably certain that you could 

t qualification without any great problem, because you did not 


now, at the time they were organized, in 1919, what legislation might 
develop. 
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So there is a certain amount, just like in these insurance ener. 
All these insurance companies, all these rates are approved the 
insurance commissioners of every State. That is true with Motors 
Insurance and with GEIC. 

There is that type of regulation in State regulation. 

Senator Keravuver. That is insurance companies? 

Mr. Power. That is right; and the same is true, however, that 
GMAC is subject to the banking laws of the State of New York and 
if we do not comply with certain requirements they will lose their 
charter. 

Senator Keravuver. Collision insurance is placed with a company 
on which you are a member of the board, Motors Insurance Corp. 
Is there a policy of or suggestion that anyone who has a collision 
should have his dealer repair the automobile? 

Mr. Srrapetua. There was a study made some time ago at the last 
time that I was before the committee. 

I think Mr. Lukes put it in the record and as I recall it at that 
time some 76 percent or somewhere in that area of the cars were actu- 
ally back in the General Motors dealers’ place of business before the 
loss was reported to our insurance company; that there were some 10 
percent where they were brought back after the claim had been re- 
ported, and in those cases it might very well be that the suggestion 
was made that it be repaired by the General Motors dealer, which 
would be a natural one, and then the balance were in other repair 
shops. 

toe Keravuver. That would be 76 plus 10. 

Mr. Srrapewua. Call it 85 percent, if you like, yes, that were actu- 
ally repaired by the General Motors dealers. That was the study 
at that time. 

Senator Kerauver. Mr. Power, we thank you and we are glad to 
have you with us again. Thank you, Mr. Stradella. 

Mr. Srrapetua. Thank you, sir. 

Senator Keravuver. We will stand in recess until Tuesday at ten 
o'clock. 

(Whereupon at 3 p. m. the committee was recessed, to reconvene 
at 10 a. m. Tuesday, May 6, 1958.) 
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TUESDAY, MAY 6, 1958 


Untirep States SENATE, 
SuBcOMMITTEE ON ANTITRUST AND MonopoLty 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a.m., in room 318, 
Senate Office Building, Senator Estes Kefauver presiding. 

Present : Senators Kefauver (chairman), Langer, O’Mahoney, Car- 
roll, and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter N. Chumbris, minority counsel ; 
Theodore T. Peck, counsel to Senator Dirksen; Peter Posmantur, 
attorney; Dr. E. Wayles Browne, Jr., economist; and Carlile Bolton- 
Smith, counsel to Senator Wiley. 

Senator Kerauver. The committee will come to order. We are 
highly honored this morning to have with us our colleague, Senator 
Douglas, who has great understanding, both as an economist and as 
a student of finance and of legislation, of problems of concentration, 
monopoly, recession, and unemployment. He has shown great dili- 
gence and foresight in warning of the recession that is now here, and 
he has tried to do something about it in a substantial way. We feel 
that it is highly appropriate in this series of hearings in connection 
with the automobile industry—with the lag in the sale of cars and the 
problem of what can be done to increase sales and revive the ecoonomy— 
to have Senator Douglas present. 

We uppreciate the fact that the ranking minority member of the sub- 
nine, Senator Langer, is here. Other Senators will be present 
ater on. 

Senator Douglas, I believe you are accompanied by Mr. Howard 
Shuman. 

Senator Doveias. That is right. He is my legislative assistant. 


STATEMENT OF HON. PAUL H. DOUGLAS, A UNITED STATES SENATOR 
FROM THE STATE OF ILLINOIS; ACCOMPANIED BY HOWARD E. 
SHUMAN, LEGISLATIVE ASSISTANT 


Senator Dovetas. Mr. Chairman and colleagues, I appreciate very 
much the opportunity to appear before your committee today and to 
testify ee a proposal which, if accepted, would reduce the 

1 


price of automobiles and thereby increase demand, sales, production, 
and employment and at least help us to end this very serious economic 
recession. 
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We now have over 5.1 million people in this country who are fully 
unemployed. Those who work only part time are the equivalent of 
another 1.3 million fully unemployed. This is the equivalent of 112 
percent of the 57 million ple who are either working for wages 
and salaries or who are seeking such work. 


GENERAL TAX CUT PROPOSED IN FEBRUARY 


As long ago as early February, I proposed a tax cut as the quickest 
and most effective remedy for helping to end the recession. Because 
I wished to stimulate purchasing power, on the one hand, and also 
bring a reduction in prices, on the other, I proposed then that: 

(1) We cut the personal income tax by reducing the rate on the first 
$1,000 of taxable income from 20 to 15 percent, or by 25 percent. This 
would amount to $50 per taxpayer; and 

(2) That we either reduce or repeal numerous excises, including the 
repeal of the excise taxes on T'V sets, refrigerators, radios, home ap- 
pliances, and other household durables; a cut of one-half in the excise 
taxes on automobiles and auto parts; and a cut of one-half in the tax 
on communications, transportation, and so forth. 

This would have amounted to a cut of approximately $5 billion. 

Since February, I have proposed even further reductions in the 
excise taxes which would bring the total to over $6 billion. 

I proposed the cut in personal income taxes because this would 
stimulate demand. Over 90 percent of the cut which I proposed would 
go to those with incomes below $10,000 per year. We know that low- 
and middle-income groups tend to spend most of their income and, 
im many cases, to overspend it. 

Senator Lancer. Mr. Chairman—— 

Senator Keravuver. The distinguished Senator has a question before 
you continue reading your statement. 

Senator Dove.as. i would be very glad to have you ask a question, 
Senator Langer. 

Senator Lancer. When you mention repealing or lowering these 
excise taxes, does that include the transportation tax on railroads? 

Senator Dove.as. Yes; it does, on transportation of persons and 
the transportation of freight and coal; and on truck transportation, 
as well, as on railway transportation. 

— Lancer. And you would reduce practically all the wartime 
taxes 

Senator Doveras. That is correct, except on liquor and tobacco. 

Senator Lancer. I thank you, Senator. 

Senator Dove.as. I thank the Senator for the question. 

This would, therefore, stimulate the demand for goods, increase 
sales by retailers, who, in turn, would order more from the manu- 
facturers, who, in turn, would increase production and hire more 
people to work, who, in turn, would have money to spend which would 
also increase consumption and create cumulative forces for expansion 
in our economy, as opposed to the cumulative forces of contraction 
which now exist and operate. 

I further proposed the cuts in the various excise taxes because these 
taxes, like sales taxes—and they are a form of sales taxes—are re- 
gressive in that they fall more heavily and disproportionately on low- 
and middle-income groups than on high-income groups, because they 
were designed in most cases to prevent consumption lélien wartime, 
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whereas we need to expand consumption now; because they are nui- 
sances, unfair, and burdensome, and often tend to be pyramided and, 
thus, increase ultimate prices by greater amounts than their actual 
initial impact. The pyramiding of these taxes is particularly true of 
the excise tax on the transportation of property. 

A combination of such cuts to both increase purchasing power and 
lower prices could have a very stimulating effect on the economy. If 
such a cut of some $6 billion were to have a multiplier of three—and 
I, frankly, believe that this is the best approximation to the actual 
multiplier—that is to say that, each time such a dollar in cuts was 
spent or turned over, no more than one-quarter of it “leaked” into 
savings which were not invested, while three-quarters of it were 
actually spent—the ultimate impact of a $6 billion cut would bring an 
eventual increase in our gross national product of $18 billion over 
what it otherwise would be. Furthermore, Mr. Chairman, while the 
initial loss to the Treasury would be $6 billion, the eventual loss would 
be considerably less than that, for the Government collects about 20 
percent of the gross national product in taxes. I should add that this 
statement applies to all forms of government—National, State, county, 
and local. Thus, a $6 billion tax cut which had a multiplier of 3 and 
produced an eventual $18 billion increase in the gross national product 
would result in revenue losses to the Treasury over what they might 
otherwise be of considerably less than the initial $6 billion tax cut. It 
is conceivable that the ultimate loss would be not more than $2 billion. 


CUT IN AUTO EXCISES 


Now, let me come to the question of automobiles. In February, I 
proposed that, among these cuts, the 10-percent excise tax on passenger 
automobiles should be reduced from 10 to 5 percent. However, I made 
this offer conditional on getting the promise of the major automobile 
manufacturers that they would pass on such a cut to their dealers and 
distributors and not pocket the reduction themselves. I am happy to 
say I did receive unconditional replies from the four major automobile 

roducers to do just that, and I would like to have these telegrams put 
in the record at this point. I will merely read one from Mr. Henry 
Ford II. 

Senator Kreravver. They will be made a part of the record. 

Senator Dove.as. I will read this one. 

You may be assured that any reduction in the automobile excise tax that 
may be determined by the present session of the Congress will be excluded from 
our charges to our dealers and that we will make specific recommendations to 
them that they, in turn, exclude the amount of any such reduction from their 


charges to their customers. 
Signed, “Henry Ford II.” 


May I say this is in thorough keeping with what I have always be- 
lieved to be the extremely public-spirited stand of the present man- 
agement of the Ford Co. 

Further, the National Automobile Dealers Association 

Senator Kerauver. You had telegrams from other companies? 

Senator Dovetas. I have a telegram from Mr. Colbert, president of 
the Chrysler Corp., in which he says: 

Since the manufacturer pays the excise tax, we would, of course, reduce the 


cost of our automobiles to our dealers accordingly, and we will suggest to our 
dealers that they pass this on to the retail customers. 
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I have a telegram from Mr. George Romey, president of American 
Motors Corp.: 


American Motors will pass on to our dealer customers benefits of excise-tax 
reduction on appliances and cars, and would encourage our dealers to pagy 


benefits on to their customers. We support prompt elimination of these excige 
taxes, * * * 


And a longer telegram, but one which has the same pledge, from 
Mr. Harlow H. Curtice, president of General Motors. 

A telegram from Adm. Frederick J. Bell, secretary of the National 
Automobile Dealers Association, in which he said : 


Our members have pledged themselves to pass along immediately to the con- 
sumer the cost benefits which would thus accrue— 


he is speaking of a tax reduction— 
when passed to the dealer by the manufacturer. 


Senator Keravver. I am delighted that Senator Carroll, an impor- 
tant member of this committee, can be here to hear our colleague and 
his very important testimony. 

Senator Doveras. Also, a telegram of Mr. Walter Reuther to Con- 
gressman Machrowicz, which was inserted in the Congressional Ree- 
ord on the 11th of March, but which I should like to have printed in 
the record at this point because it furnishes the basis for a proposal 
that I shall make in just a minute. 

Senator Kerauver. Without objection, it will be printed in the ree- 
ord at this point. 

(The telegrams referred to are as follows:) 


DEARBORN, MicuH., March 11, 1958. 
Hon. Pau H. Dovetas, 


Senate Office Building, Washington, D. C.: 


You may be assured that any reduction in the automobile excise tax that may 
be determined by the present session of the Congress will be excluded from our 
charges to our dealers and that we will make specific recommendations to them 
that they, in turn, exclude the amount of any such reduction from their charges 
to their customers. 


Henry Forp II. 


Detroit, Micu., March 11, 1958. 
Hon. Pau. H. Dove.as, 


United States Senate, Washington, D. C.: 


American Motors would pass on to our dealer customers the benefit of excise 
tax reduction on appliances and cars and would encourage our dealers to pass 
benefits on to their customers. We support prompt elimination of these excise 
taxes. Prolonged consideration would add to public uncertainty and be harmful. 


GrorGE ROMNEY, 
President, American Motors Corp. 


Hon. Paut H. Dove.as, 
United States Senate, Washington, D. C.: 


Concerning your proposal to reduce the Federal excise tax on automobiles, such 
a reduction would stimulate business activity in the entire United States economy 
by making more of the consumer’s money available for the purchase of goods of 
all kinds as well as automobiles. In addition to the beneficial effect upon the 
1 out of every 6 businesses directly dependent upon the manufacture, distribution, 
servicing, and use of motor vehicles, any increased activity in the automotive 
industry would be felt immediately in the steel, textile, rubber, glass, and ma- 
chine-tool industries which sell a large portion of their products to the automobile 
manufacturers. 
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Reduction of this tax must be made on all cars now in dealers’ stocks. 
Protection must be given to purchasers between now and the enactment date. 
Since the manufacturer pays the excise tax, we would, of course, reduce the 
cost of our automobiles to our dealers accordingly, and we will suggest to our 
dealers that they pass this on to the retail customers. 
L. L. CoLBert, 
President, Chrysler Corp. 


Detroit, MicH., March 11, 1958. 
United States Senator Par MoNAMaRa, 
Senate Office Building, Washington, D. C.: 


I endorse legislation designed to reduce or eliminate excise taxes. However, 
if legislation designed to reduce or eliminate excise taxes is publicized to poten- 
tial purchasers of the affected items, it will materially slow up retail sales of 
automobiles, appliances, and other items as soon as known and understood by 
public and this condition will continue until legislation is effective or abandoned. 
Such a situation developed in the automobile industry in Canada on the basis 
of a mere rumor that the 1958 budget would eliminate excise taxes on automobiles 
and retail sales fell off sharply for a period of about 3 weeks until the budget 
was published, necessitating the closing of some manufacturing plants. Any 
such condition when the spring seasonal upturn in the automobile, appliance, 
and other markets should be developing could have serious consequences. In 
view of this suggest that any proposed legislation applicable to motor vehicles, 
refrigerators, air conditioners, electric appliances, or other items of substantial 
value immediately be made retroactive to any early date in March with provision 
for refund to manufacturer of applicable excise taxes subsequent to specified 
date, provided manufacturer, in turn, passes refund to distributors and dealers 
on wholesale transactions and the latter, in turn, pass refunds to customers on 
retail transactions. 

With respect to inventories in the hands of dealers and distributors repre- 
senting items purchased from the manufacturer prior to the specified date, a 
similar provision for refund of the excise tax to the manufacturer and by the 
manufacturer to the dealer should be incorporated in legislation so that dealer 
inventory may be liquidated on the same basis for dealer and his customers. 

Finally, with respect to any reduction or elimination of excise taxes on any 
items manufactured and sold by General Motors, including motor vehicles, effec- 
tive with the enactment and effective date of legislation for that purpose, General 
Motors will pass along the savings resulting therefrom to its distributors and 
dealers and will ask them in turn to pass the savings on to the retail customers. 


H. H. Courtice, 
President, General Motors Corp. 


WasHInNeTOoN, D. C., March 11, 1958. 
Hon. Paut H. Dove.as, 
United States Senate: 


The following telegram was sent this morning to the President and is passed 
to you for information and appeal for your support: 
“THE PRESIDENT, 
“The White House, 
“Washington, D. O.: 


“The 25,000 franchised automobile dealers who comprise the National Auto- 
mobile Dealers Association urgé most respectfully and emphatically that the 
manufacturers’ excise tax on automobiles, parts, and accessories be removed. 
Our members have pledged themselves to pass along immediately to the con- 
sumer the cost benefits that would thus accrue when passed to the dealer by the 
manufacturer. 

“In the opinion of these many thousands of small-business men, this action 
would be dramatic, heartening, and of immediate benefit in removing the log- 
jam that seems to be bottling up consumer confidence in the current state of the 
economy. 

“FREDERICK J. BELL, Executive Vice President, 
“NATIONAL AUTOMOBILE DEALERS ASSOCIATION, 
“FREDERICK J. BELL.” 
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MakcH 11, 1958. 


CONGRESSMAN THADDEUS M, MACHROWICZ: 

This is in reply to your inquiry regarding the position of the UAW on repeal 
of the excise tax on autos. We wholeheartedly favor repeal if the full benefit 
of the elimination of the tax is passed on to consumers. Sales, production, and 
employment will increase with great benefit to the automotive production 
workers which have been hard hit by the recession and to the entire national] 
economy. As a union, we are firmly committed to conduct our collective bar. 
gaining on a basis that will provide no legitimate justification for price in- 
creases. We offered some months ago to bargain within the framework of the 
economic position of the corporations that would result from a price reduction 
that would average $100 per car. The collective-bargaining program adopted by 
our recent special convention is specifically designed to avoid any possibility 
that acceptance of our demands by the corporations could be used as a basis or 
excuse for a price increase. We strongly urge repeal of the excise and can 
assure you that nothing we do in collective bargaining will compel the automo- 
tive corporations to raise their prices. 

WALTER P. REUTHER. 

Senator Dovaias. Because of the really difficult times in which the 
auto industry finds itself, including the fact that there are at this 
date about 850,000 new cars on dealer lots, exclusive of used cars, I 
fully believe that the dealers would pass on such cuts because of the 
great competition which they face. However, to insure that the 
consumer would actually receive the cut, I also provided by lan- 
guage in my bill that the manufacturers would not receive a rebate of 
the excises they had already paid for the 850,000 cars now in dealers’ 
hands, nor, as provided in my bill, the retroactive refund of the 
excise for any cars sold after March 1, unless reimbursement has 
actually been made to the ultimate purchaser. 

Senator Kerauver. Senator Douglas, may I interrupt at this 
oint. I do not doubt, and I am sure that no one doubts, the good 
aith of the automobile manufacturers stating in their telegrams to 

you that they would pass the savings by the reduction of the excise 
tax on to the dealers, and that they would recommend that the dealers 
pass it on to the purchasers. I am sure no one either doubts the 
good faith of the statement of the head of the Automobile Dealers 
Association that he will try to get all of his members to give the 
eventual purchaser the benefit of the reduction in the excise tax. 
Nonetheless, there are some people who have some doubts as to 
whether the full amount will eventually get back to the purchaser. 
This tax is paid by the manufacturer, and it is included as a part of 
the overall price that he charges the dealer. It is not separated as 
such, so that there would be room for misgiving or perhaps holdin 
up the price of the automobile by virtue of the reduced amount 0 
the tax. 

I am therefore glad that you are making these proposals which 
are aimed at insuring that it will be passed on. But I have been 
thinking for some time and have talked with you about a plan, in 
addition to that, as a means of implementing this proposal and 
assuring that the reduction is actually = on to the purchaser. 
That is embodied in a proposed bill, which I am going to make a 
part of the record at this point, to provide that the manufacturer of 
the automobile pay the tax in the first instance and then refund to 
the purchaser the amount of the reduction of the excise tax. He 
would then get a credit for that amount when it is refunded to the 
eventual purchaser. The purchaser would thus be assured that he 
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had received the benefit of it. He would have this amount of money 
on hand to buy other things or pay off his automobile more quickly. 
It would come to him in a lump sum, which is very important. 

A precedent for this plan is found in the statute authorizing re- 
funds to farmers on an annual basis of the amount they pay by way 
of Federal taxes on gasoline used in farming. As you know, they 
merely fill out the form, send it in and then get a refund. I would 
appreciate it if you would study this proposal or comment on it. 

(The bill referred to follows :) 


[S. 3766, 85th Cong., 1st sess.] 


A BILL To amend the Internal Revenue Code of 1954 so as to provide for refund to the 
manufacturer of the excise tax on passenger automobiles if the manufacturer pays to 
the purchasers of such automobiles an amount equal to such tax 


That (a) subchapter B of chapter 65 of the Internal Revenue Code of 1954 
relating to special rules for abatements, credits, and refunds of taxes) is 
amended by adding at the end thereof the following new section : 


“SEC. 6424. CREDIT OR REFUND OF MANUFACTURERS EXCISE TAX 
ON PASSENGER AUTOMOBILES 


“(a) ALLOWANCE.—There shall be credited or refunded (without interest) to 
the manufacturer, producer, or importer of any article subject to tax under sec- 
tion 4061 (a) (2) (relating to manufacturers excise tax on passenger automo- 
biles) half of the amount of the tax paid by him under such section on his sale 
of any article which is purchased by the ultimate purchaser on or after May 1, 
1958, if the manufacturer, producer, or importer— 

(1) pays to the ultimate purchaser of such article, within 90 days after 
the date of purchase of such article by the ultimate purchaser, an amount 
equal to half of the tax paid by him on his sale of such article, and 

“(2) furnishes proof, satisfactory to the Secretary or his delegate, of 
such payment to the ultimate purchaser. 

“(b) LimiTatTion.—Subsection (a) shall apply with respect to the tax im- 
posed under section 4061 (a) (2) on the sale by the manufacturer, producer, or 
importer of any article, only if the sale of such article to the ultimate purchaser 
takes place in the United States. 

“(c) Time For Firing CLiarms.—Claims for credit or refund under subsection 
(a) may be filed with the Secretary or his delegate not more frequently than 
once each calendar month. Claim for credit or refund shall be filed, with respect 
to the tax paid on any article, not later than 6 months after the date on which 
the claimant makes payment, with respect to such tax, to the ultimate pur- 
chaser of such article. 

“(d) OrHeEerR PrRovIsIONS APPLICABLE.—All provisions of this subtitle shall, to 
the extent not inconsistent with the provisions of this section, apply to any 
credit or refund made under subsection (a) to the same extent, and in the same 
manner, as if such credit or refund were made with respect to an overpayment 
of tax. 

“(e) ReGuLaTIons.—The Secretary or his delegate may by regulations pre- 
scribe the conditions, not inconsistent with the provisions of this section, under 
which credits or refunds may be made under this section.” 

(b) The table of sections for such subchapter is amended by adding at the 
end thereof 
“Sec. 6424. Credit or refund of manufacturers excise tax on automobiles.” 


Senator Dovetas. I think that is a very constructive proposal, 
Senator Kefauver, and I think you have touched on a very important 
point, which would be very helpful. I know also that you have been 
advocating an automobile price tag. 

Senator Kerauver. Yes; that is right. 

Senator Doveras. So that the customer could see the cost and 
markups at each stage, and so that all the cards would be on the table. 
I think these two proposals of yours would be very helpful indeed. 

Senator Lancer. Mr. Chairman—— 
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Senator Keravuver. Yes, Senator Langer. 

Senator Lancer. As a committee member, I should be delighted to 
cosponsor these bills and help introduce them. 

enator Keravuver. I know that will encourage Senator Douglas, 
I am delighted to have you as a cosponsor of this bill. 

Senator Dovetas. I ask that I be included in also. 

Senator Kerauver. We are all including ourselves with you, Sen- 
ator Douglas. 

Senator Dovetas. To paraphrase Samuel Goldwyn, include me in, 

Senator Keravuver. You are the main one. You are a member of 
the Finance Committee, which is important. I know that a great 
deal of this testimony primarily relates to the Ways and Means Cor 
mittee and to the Finance Committee; but this committee is, of cou 
tremendously interested in what is happening to small business, in 
the decrease in the number of suppliers and the lack of activity and 
sales in the automobile industry. So it all relates to the work of this 
committee also. 

I think, in connection with the price-tag bill, that the principal 
credit should go to Senator Monroney, who held hearings, has been 
the chief sponsor, and has worked very diligently on the bill. Many 
of us are in favor of it, but he is the main one who has worked at it. 

Senator Doveias. The two suggestions together make, I think, a 
very excellent combination. 

Senator Carrotu. Mr. Chairman, I might see if I understand all 
that has been going on here and try to clarify the record because if 
I am confused, others may be confused as they read the record—and 
this is a very important hearing. Reading from page 3 of Senator 
Douglas’ excellent statement : 

I also provided by language in my bill that the manufacturers would not re- 
ceive a rebate of the excises they had already paid for the 850,000 cars now in 
dealers’ hands, nor, as provided in my bill, the retroactive refund of the excise 
for any cars sold after March 1, unless reimbursement has actually been mad 
to the ultimate purchaser. ‘ 

Mr. Chairman, does your amendment reach those 850,000 cars? 
That is the purpose of my question. 

Senator Kerauver. Address your question to Senator Douglas. 

Senator Dove.as, It is my understanding that they do. 

Senator Keravuver. Yes, my bill is intended to be retroactive; but, 
of course, my bill only deals with the mechanism of assuring that 
the purchaser gets the benefit of whatever reduction might be made 
in the excise tax—whether it is one-half, whether it is 60 percent, or 
whatnot. Under my bill the manufacturer would pay it in the first 
instance, then when the car is sold, he, of course, has a record of who 
the purchaser is. Then the Government would refund the amount to 
him upon payment by the manufacturer to the customer of the amount 
of the excise tax. So the bill would insure that the reduction would 
be passed on to the purchaser. It was intended to be retroactive, 
under the terms of the bill, to May 1, and would apply also to the 
850,000 cars now on hand. 

Senator Carrotu. That is the point I wanted to bring out, because 
I remember so well in the very clear and excellent presentation by 
the distinguished Senator from Illinois that the purpose of his tax 
bill was to stimulate our economy and to get the machinery rolling 
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in. But by the same token he was very careful in the language 
his bill not to give a windfall to the automotive industry in 850,000 
ears. 

Senator Doveras. That is correct. 

Senator Carrot. The Senator from Tennessee, by his amendment, 
has given further protection by providing that any of these 850,000 
automobiles would also come under the provisions of the bill. 

Senator Dove.as. I think the only difference between these meas- 
ures is this: I deal with the past; Senator Kefauver deals with the 
future. 

Senator Keravver. With your bill and my bill there would be abso- 
lutely no doubt. There would be no way of avoiding the eventual pur- 
chaser from getting the benefit of whatever reduction there is in the 
excise tax. It would guarantee that he would actually get it in a 
lump sum. There would be no question about it. 


PROPOSED FURTHER CUT IN EXCISES 


Senator Dovetas. Now, Mr. Chairman, I would like to come to the 
nub of the proposal which I am making today. 

I am now prepared to go even one step further. I am prepared to 
say that the excise tax on automobiles should be cut back from 10 
percent to 214 percent, instead of to 5 percent, or by $150 on a car 
selling for $2,000 at the manufacturer’s level. That would be $225 
reduction on a car selling at $3,000 at the manufacturer’s level. How- 
ever, this is conditional” on the auto companies cutting their prices 
by 6 percent or by $120 for a car selling for $2,000 at the manufac- 
turer’s level, and by $180 for a car selling at $3,000 at the manufactur- 
er’s level. A combination of a 71% percent cut in the manufacturer’s 
excise tax and a 6 percent cut in the price by the manufacturer himself 
would mean a total cut in price of 1314 percent, or $270 on a car 
selling for $2,000 at the manufacturer’s level, and, of course,’ a cut 
of $405 on a car selling for $3,000 at the manufacturer’s level. 

Senator Carroti. Will the chairman permit a question? 

Senator Keravuver. Yes, Senator Carroll. 

Senator Carrot. I will say to the Senator this is a very important 
suggestion. And Dr. Chow, a very distinguished economist in a 
specialized field, who testified before this committee the other day, 

iscussed such a program. He did not have the specific percentage 
basis that the distinguished Senator from Illinois presents here this 
morning, but this question was put to him: Assuming a 10-percent 
cut, a full reduction of excise taxes, and a similar reduction on the 

art of the automotive industry, would it stimulate production? Dr. 
lair, do you remember what this testimony was and what the stimu- 
lation would be? 

Senator Krravuver. I might say, Senator Carroll, as I remember 
it, Dr. Chow said a 1 percent reduction would produce a 1.2 increase in 
sales. Dr. Suits’ figure was less than that, when based upon the 
dealer’s pricing. The other technical studies that have been made were 
in that same range. Some were a little higher; some were a little 
lower. But Senator Douglas is an expert in this matter, too, and 
he is one of the pioneers in this field. He supervised and conducted 
studies of this kind himself, and I notice on the next page of his testi- 
mony he goes into these studies in some detail. 
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Senator Carroiz. I will not go more deeply into this question 
except to say in my opinion, based upon what I have heard here just 
in this very brief time, and from Dr. Chow’s statement and from our 
debates on the floor, had we taken this action, we would be out of the 
woods by now. 

Senator Dovcias. We would be nearer to the clearing. I think 
we can say that. 

In a free-enterprise economy, industry clearly cannot expect the 
Government to take all the antirecession measures. Here is a perfect 
possibility for the exercise of that partnership between industry and 
Government which the present administration has been urging so 
strongly. It is an opportunity for Government and industry to co- 
operate together to help the economy and to help industry. As I 
propose to show, the 6 percent price reduction, coupled with other 
measures I have recommended, should have a powerful stimulating 
effect upon the industry’s production. As a derivative result, it 
should also increase the production in industries supplying products to 
the automobile companies, such as steel, copper, lead, zinc, nickel, 
tires, synthetic ruber, upholstery leather, tire cord, glass, electrical 
equipment, certain branches of textiles, and other fields. 

The combined effect of a 714 percent tax cut and a percent price 
cut would, of course, amount to a price reduction at the factory level 
of 13.5 percent. Now, if as I trust would be the case, dealers would 
keep their same percentage markup but reduce their dollar volume 
markup proportionately, so that they would maintain the same per- 
centage margin, which is somewhere around, as I understand it, 


25 pier the reduction to the retail buyer would be 13.5 percent, 


or it would be $270 on a $2,000 car, if there are such, $337 on a $2,500 
car, and $405 on a $3,000 car. And, if I may mix the vernacular of 
scientific language, “That isn’t hay.” 

Testimony before this subcommittee last week by 2 outstandin 
econometricians, who have spent several years analyzing the deman 
for automobiles based on actual historical experience, showed that 
the elasticity relative to price for new automobiles has been about 1.2 
percent. This means that a reduction in price of 1 percent would 
result on the average in an increase in sales of new automobiles of 1.2 
percent. 

We all know that Mr. Henry Ford I built his company into the 
great auto production firm it is by lowering prices and thereby stimu- 
lating demand. His autobiography, My Life and Work, was really 
based on the assumption that the demand for automobiles—and indeed 
he assumed for most other products—was very elastic. He guessed 
correctly that there was a very high elasticity of demand in the auto- 
mobile industry and built his empire on this very fact. He took the 
big gamble and it succeeded. It may therefore be that there is an even 
higher elasticity of demand than 1.2, but as conditions have changed 
considerably since Mr. Ford gambled that lower prices would bring 
a more than corresponding proportional increase in sales for his 
model T’s, it is probably now true that demand elasticity is lower 
than it was then and may be about 1.2, as the expert testimony before 
your committee by Dr. Chow has shown. I would say 1.2 is a most 
conservative figure. ; 

Senator Keravuver. Senator Douglas, you are one of the leediag 
economists in the Nation. You have examined the studies made bac 
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in 1939, as well as the contemporary ones, and in your independent 
professional opinion, you think 1.2 is a reasonably low elasticity 
int ¢ 

Senator Doveias. Yes, I think it is a very conservative figure. I 
may say probably in the original days of Ford the elasticity was 
very much greater than 1.2, but this was because the demand curve, 
so to speak, was repiar 3 to the right at the same time that price 
was being reduced, so that we were getting not merely increased 

uantities demanded on the same demand scale, but the public demand 
for automobiles was increasing, so that more would have been pur- 
chased at the same price, so to speak. Both things were working 
together. But I think probably we have reached a comparative satu- 
ration point now, and that this factor is not operating to the same 
degree. 

enator Kerauver. I should just like the record to show that this 
statement on the elasticity of demand, and what the result would 
be of a reduction in the excise tax, plus a reduction by industry 
itself—as to the effect it would have on the sales of automobiles and 
upon our economy and employment, both in the automobile com- 
anies and in supplier companies—is very impressive. It is very 
impressive for one reason because it comes from the president, in 
1948, of the American Economic Association. 

Senator Doveias. That is almost another life, Senator Kefauver. 

Senator Kerauver. I remember the date because I was very much 
surprised when Senator Douglas, who was not a Senator at that 
time but was going to be one, invited me to make a few remarks 
at that meeting upon the subject of concentration. 

Senator Doveras. The Senator from Tennessee made one of the 
best speeches before the annual meeting of the American Economic 
Association on concentration in industry and steps which should 
be taken to reduce it, and really proved himself a better economist 
than many of the professors who were there. 

Senator Keravuver. For the benefit of the other members of the 
subcommittee, this was fully rehearsed before we came in. [ Laughter. ] 


SIX WILL GET YOU SIXTEEN 


Senator Dovctas. Now, by a simple process, Mr. Chairman, we 
can get a fairly conservative estimate of what the increase in the 
quantity demand would be. If we were to get a reduction of 13.5 
= in price, the comparable increase in quantity demand would 
be 1.2 times this, or 16.2 percent increase in sales. This would be an 
Increase of approximately one-sixth as a direct effect from the reduc- 
tion in taxes and price if passed on. As the 13.5 percent reduction in 
eee is composed of 2 parts, namely, a 7.5 percent reduction in 

ederal excise taxes, or three-fourths of the present excise tax, but 
only a 6 percent price reduction by the automobile companies, the 
companies could therefore expect to increase sales by 16 percent. with 
a price reduction of their own of only 6 percent. This would cer- 
tamly mean, so far as their own costs are concerned, that the in- 
crease in sales would offset any loss in revenues from the price cut 
and that the total revenues to the companies as well as total sales 
would probably increase. 
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In other words, Mr. Chairman, we are offering the auto companies 
an opportunity in which a price reduction of 6 percent will bring an 
increase in sales of 16 percent. It is not often, Mr. Chairman, that 
6 will get you 16. In fact, we were looking up the odds on Tim Tam 
and Silky Sullivan, and we find that this 16 percent for 6 is a better 
bet than the 2 to 1 on Tim Tam and the 8 to 5 on Silky, or Sulky, Sulli- 
van. So those of you who are horse bettors, if there are such horse 
bettors around—Mr. Chairman, do you want me to insert in the record 
the odds for the Derby last Saturday, showing the quotations on Tim 
Tam and Silky Sullivan? 

Senator Krerauver. Of course, I haven’t had any personal experi- 
ence as to horseracing, but I admire horseracing very much. But if 
the automobile companies do not do this, then they are not as opti- 
mistic as the 118,000 people who were there to see the race. 

Senator Doveras. I know that Tennessee is more puritanical in 
such matters than Kentucky. 

In other words, I cannot see how reasonable men and men who 
understand their own interests, as well as the very able men who are 
the executives of the automobile industry, could possibly resist such 
an opportunity, and I offer it to them. 

I might point out, Mr. Chairman, that these are most favorable 
odds, particularly when the industry considers its alternatives. Thus 
far this year output has been running at an annual rate of between 4 
million and 4.5 million cars. This contrasts with the industry’s own 
forecast last fall of 6.5 million and with actual production in 1957 of 
6.1 million cars, And I merely say for the record that this morning 
the New York Times had a very able editorial summarizing the re- 
sults of a study of consumer intentions by the National Bureau of Eeo- 
nomic Research, which was formerly headed by Mr. Arthur F. Burns, 
the first appointee of President Eisenhower to the Council of Eeo- 
nomic Advisers as Chairman, which showed that consumer intentions, 
based on a study of 25,000 families, indicated that there was going 
to be a real drop in the purchase of automobiles compared with their 
intentions of some months back. These 25,000 families were middle- 
class families and probably have not been hit as hard as lower middle 
class and upper working class families. 

It also contrasts with the industry’s peak output in 1955 of 7.9 
million and with its estimated capacity of 9 to 10 million cars. 
Production for the 4 months of January through April has been run- 
ning at a rate of about one-third below the 1957 level, which was not 
year of particularly high output. 

Senator Keravuver. I think we should stress again that the auto- 
mobile industry has a capacity of 9 to 10 million cars, and with 
a reduction to 4 million, 60 percent of the capacity is not being used. 

Senator Dovetas. That is correct. And, indeed, in the peak year 
its capacity was not used, That is the extraordinary thing. __ 

Senator Kerauver. Only 80 percent of the capacity was used in the 
peak year of 1955. 

Senator Dovetas. That is correct. 

Now, in addition to this, Mr. Chairman, it seems to me that as & 
part of this arrangement the United Automobile Workers, in line with 
suggestions which their president, Mr. Reuther, made earlier this year, 
should be willing to reconsider some of the demands which they might 
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otherwise make in the new contract which is now up for negotiation, 
go that the demands would not be as great as they would otherwise 
pe. In other words, the UAW should join and make some sacrifices 
itself. Thereby the joint cooperation of the Government, the auto- 
mobile manufacturers, and the union could result in a real reduction 
in the prices of automobiles and hence an increase in demand and a 
reduction in unemployment. 

Senator Keravuver. Senator Douglas, may I say that I personally 
want to join in your —s made in connection with the United 
Automobile Workers. I feel that if they did not go along with this 
suggestion, they would certainly be letting down the hundreds of 
thousands of unemployed automobile workers, and certainly the men 
who are employed would be ee in passing up an oppor- 
tunity to _ employment to their fellow workers who are not so for- 
tunate. ‘This seems to be, as you suggest, a time where the UAW is 
going to have to think more about getting its members back to work, 
and where they too must be willing to make some concessions, 

Senator Dovetas. I think in justice to Mr. Reuther we should re- 
member that he has made known his willingness to take these price 
cuts into account on no less than two occasions. He did that early 
in the winter, and then in his telegram to Congressman Machrowicz, 
which is in the record, he stated as follows: 

We offered some months ago to bargain within the framework of the economic 
position of the corporations that would result in a price reduction that would 
average $100 per car. The collective bargaining program adopted by our recent 
special convention is specifically designed to avoid any possibility that acceptance 
of our demands by the corporations could be used as a basis or excuse for a price 
increase. We strongly urge repeal of the excise and can assure you that nothing 
do in collective bargain will compel the automotive corporations to raise their 

ces. 

So I hope that this can be carried out by concrete action. 

Here, Mr. Chairman, is an industry in which the possibilities of 
joint Government, industry, and labor cooperation on this particular 
matter are very great indeed. 

It happens that this is an industry with only 4 major producin 
companies and with only 1 union. Therefore, it should be muc 
less difficult to work out this kind of cooperative arrangement than it 
would be in an industry where both the number of companies and the 
number of unions were many. 

Senator Keravuver. I want to acknowledge the presence of Senator 
O'Mahoney, who has given this entire matter more study than almost 
anyone I know. Certainly he has taken the lead on this committee in 
all matters relating to automobiles. 

I was very much interested in, and I think it would be appropriate 
to place in the record of.these hearings, his very excellent article on 
installment buying which appeared in the magazine section of the 

New York Times on Sunday. 

The article referred to may be found in the appendix on p. 4078.) 

nator Doveias. We have all learned a great deal from the Sen- 
ator from Wyoming in this matter. 













































INCREASES FROM SECONDARY EFFECT 


_ Mr. Chairman, thus far we have been describing the direct increases 
mautomobile sales which would come from a reduction of 13.5 percent 
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in price as a result of a 6 percent cut by the manufacturers and a 75 
percent cut because of the erduction of the Federal excise tax. If 
we assume, as has been currently estimated, that total 1958 production 
will be about 4.2 million cars, our auto excise and price-cut pro 
would increase automobile sales by 16.2 percent, or by about 700,000 
cars, on an annual basis. This is a very substantial increase, Mr, 
Chairman, which would flow from the direct effect of auto price and 
excise cuts alone. 

However, Mr. Chairman, there should also be some indirect or 
secondary effects which would flow from these price cuts. I am 
going to be extremely conservative. I believe that these indirect 
and secondary effects would increase production and sales at a v 
conservative estimate by at least another 100,000 cars and probably 
by appreciably more than this figure. 

Therefore, when we look at the primary and secondary effects of 
my proposal, we should see an increase in sales of about 20 percent at 
an annual rate, or to 5 million cars. 

These secondary effects can be divided into two main categories, 
First, there are the automobile workers and the workers in the great 
number of industries associated with automobiles, that is, supply 
industries and parts industries, who will either work more hours or 
who will actually regain their jobs as a result of the increase in sales 
and demand. These workers will regain their ability to purchase cars. 
While in most industries the effect of the demand for the product 
from those who work in the industry or related industry can almost 
be ignored, this is not true of the automobile industry, with its great 
requirements for steel, rubber, glass, textiles, electrical Peis 
leather and other materials and component parts. The industry an 
the industries directly or indirectly affected by it employ so many 
workers that a restoration of any significant proportion of their buy- 
ing power is bound to have some stimulating effect on automobile 
sales. I am not going to attempt to estimate the increase in car sales 
which would flow from this secondary effect except to say that there 
certainly would be some increase. 

Senator Kerauver. Senator Douglas, if you will excuse an inter- 
ruption, Dr. Chow and Dr. Suits, who have testified before this com- 
mittee, and the others whose studies we have examined, all wha 2 
that there would be a secondary increase, as you have suggested here, 

Senator Doveias. Now I wish to turn to an additional and more 
important secondary effect which would flow from my proposal. I 
have not thus far said anything about the increased demand for au- 
tomobiles which would come as a result of the general tax cut pro- 
posal which I have put forward. se 

This proposal includes provisions for a cut of about $3 billion m 

Bays gm tax and a little more than $2 billion in excises, in ad- 

ition to the cut in automobile excises. As we have already seet 
something of the effects of the cuts in auto excises on sales, 1 am not 
including them again in my calculations, so there is no double count- 
ing here. There would remain, therefore, about $5 billion of my $6 
billion, tax cut proposal whose general effects we have not yet con- 
sidered. : 

By increasing buyers’ incomes, these proposals would also result m 
a further increase in automobile sales. As the personal tax cuts which 
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Ihave proposed would go largely to low- and middle-income families, 
and as excise taxes are poe ly regressive and fall more heavily and 
disproportionately on low- and middle-income groups than they do 
on high income groups, I believe that a great proportion of these tax 
cuts would actually be spent. We know from experience that low- 
and middle-income groups tend to spend most of their income. In- 
deed, a good many people in these categories actually overspend their 
incomes. Because of this, I believe that. at least 75 cents of each dol- 
lar would be spent, which would be additional spending, and that no 
more than 25 cents on the dollar would be saved and would not be in- 
yested or would go in taxes. If this is true, then the national product 
would eventually be increased by three times the size of the tax cut. 

Using a multiplier of three, there would be an increase in the na- 
tional product of some $15 billion. As the gross national product 
expands, so will consumer buying power, or disposable income, as it 
is technically termed. This would be an increase of about 4.5 percent 
in personal income, national income, and an increase of between 3 
and 4 percent on gross national product. 

Now, Mr. Chairman, your committee has had some testimony by 
Mr. Suits and Dr. Chow about what effects increased disposable in- 
come would have on automobile sales. I understand they have quite 
a high figure. I am going to be much more conservative than these 
gentlemen, although I have a high opinion for their scholarship, and 
merely state there would certainly be some increase in sales from the 
rise in disposable income which would flow from the taxcut pro- 

ls. 

When the secondary effects on automobile sales from (1) a rise in 
disposable income occasioned by a $5 billion tax cut, and (2) the in- 
creased purchases from workers in the automobile and related indus- 
tries are added to the effects of a 13.5 percent decrease in price which 
Ihave proposed, I believe that there would be certainly at least a 20 
percent increase in auto sales. This would mean an increase in the 
annual rate of sales from the present level of 4.2 million to at least 
Smillion. Certainly it would mean an increase of at least 20 percent 
over what the sales of automobiles would otherwise be. 
EFFECT ON OVERHEAD AND PROFITS 
Now I am going to try to do something which is a little daring but 
nevertheless I think should be pushed. I do not claim complete ac- 
curacy for it, but I do want to discuss the effect on overhead and 
profits of such a cut. 

What would be the effect of this 20-percent increase in output, 
which would bring yearly production up to around 5 million cars, on 
the industry’s profits? This effect can be estimated by comparing the 
decrease in overhead cost per car, or what the economists term aver- 
age fixed cost, resulting from increased output, with the lowered 
price per car. 

The economists and businessmen alike are in full agreement that 
what are known as overhead costs per unit, or average fixed costs per 
unit, vary with the number of units produced. By overhead costs are 
meant all costs other than labor, materials, and similar direct costs. 
ese overhead costs are more or less fixed in their total amount. 
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Thus, when more units are produced unit overhead costs decline, and 
when fewer units are produced they rise. 

Unfortunately, precise figures on the amount of overhead costs jn 
the automobile industry are not available. I understand, Mr. Chair. 
man, that this subcommittee endeavored to secure unit-cost information 
from the automobile companies in connection with this inquiry but 
that although the companies eee are data per car, they did not 
furnish unit-cost information. By deducting the profit per car which 
they did furnish to you from their factory price, the total indicated 
unit cost in 1957 was approximately $1,900. That is an average cost 
of all cars. Also, in your hearings an estimate was presented which 
was not challenged by the automobile companies that unit labor costs 
in 1957 did not exceed $400 per car on the average. Subtracting the 
latter figure from the former would leave some $1,500 on the average to 
be apportioned between overhead costs and other direct costs which 
include, principally, materials and component parts. There seems to 
be no available information on the basis of which such an apportion- 
ment can be made precisely. But on the basis of the fragmentary 
data, I find it difficult to believe that the cost of materials and parts 
would be more than $1,000 on the average per car. This would leave 
$500 on the average per car for overhead costs. This is on the basis 
of 1957 production. Ifthe manufacturers feel that this estimate is not 
accurate, they can perform a service by supplying to the subcommittee 
the unit cost information which you requested them to provide but 
which they have not as yet produced. I do not wish to give them a 
brutal ultimatum, but I would say that this is a case where they should 
either put up or shut up as to the accuracy of these figures. You will 
forgive the rudeness of this language, but I think its directness has 
some value. 

Senator Keravuver. Senator Douglas, it would be, as you have sug- 

ted, very enlightening to have the cost data and the details you 

ave referred to. We did develop certain secondary evidence—though 
we did not get it directly—to aid us in estimating the unit labor cost 
and the material cost, and so forth. From our secondary evidence, 
your figures given in the paragraph you have just read are conserva- 
tively in favor of the automobile manufacturers. The automobile 
companies throughout did, however, furnish us information on unit 
profits per car, relating only to automobiles and not tractors or any 
other products, such as diesel engines, appliances, or whatever else 
they might manufacture. 

General Motors, in 1954, before taxes, reported the unit profit on 
automobiles per car was $319.84; after taxes, $153.52. 

Senator Doveras. That would be added to the $1,900 of indicated 
average total cost? 

Senator Keravver. Yes, it would be. Now, in 1957, the most recent 
date, the unit profit before taxes, according to their figures, was 
$312,62; after taxes, $150.06. They have given it to us for 4 years, 
which I am sure you will find interesting. 

Senator Doveras, Then this figure that I gave as the total average 
unit cost, approximately $1,900 for 1957, is correct. 

Senator Kmrauver. We received the same information from the 
Ford Motor Co. Their average profits after taxes were about 60 per- 
cent of General Motors. We will put these figures in the record. 


} 
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(The information referred to is as follows :) 


GENERAL Morors Corp., 
Detroit, Mich., February 25, 1958. 
Mr. Paut R. Dixon, 

Counsel and Staff Director, Subcommittee on Antitrust and Monopoly, 
Senate Committee on the Judiciary, Senate Office Building, Washing- 
ton, D. C. 

Dear Mr. Drxon: In connection with the information requested by question 
No. 7 and in accordance with the discussion in your office on the evening of 
January 30 between yourself, Mr. Blair, Mr. Hogan, and myself, and our under- 
standing with the chairman and yourself the following morning, I am enclosing 
the data for the calendar years 1954, 1955, 1956, and 1957. 

This report follows the form of information report which was presented to 
the chairman and yourself at the commencement of the hearing on January 31 
when agreement was reached with respect to question No. 7. 

Very truly yours, 


A. F. Power, Assistant General Counsel. 
GENERAL Morors Corp. 


Unit and dollar sales represent total sales of United States-made vehicles, 
with optional equipment, to dealers, Canada and overseas. 

Profits are the total corporation consolidated profits from car, truck, body, 
assembly and parts divisions, applicable to the above sales. 

The data below do not include service and replacement parts. 


Calendar years— 


1955 1956 1957 


Sales in value. -......-- ....------| $6, 037, 247, 064 | $8, 627,395, 422 | $7,090, 299,580 | $7, 162, 289, 020 
a a be $4, 983, 059, 722 | $6, 678, 136,375 | $5, 903, 485, 692 $6, 150, 281, 922 
Net profit before taxes: 

Amount-.-..-_-- | $1, 054, 187,342 | $1, 949, 259, 047 | $1, 186, 813, 888 $1, 012, 007, 098 

5 =< 17.5 22. 6 16.7 14.1 

Net profit after taxes: 

Amount.......-- idahiodsa ble Shmaded $506, 009, 924 $935, 644, 343 $569, 670, 666 $485, 763, 407 

Percent of sales_......----- 8.4 10.8 0 


; ; . 8. 6. 
Units sold____._--- si $3, 295, 956 $4, 476, 672 $3, 507, 741 $3, 237, 178 
Per unit sold: 
Sales in value__- an gk catekh $1, 831. 71 $1, 927.19 $2, 021. 33 $2, 212. 51 
Total cost ___.--- i | $1, 511. 87 $1, 491. 76 $1, 682. 99 $1, 899. 89 
Net profit before taxes___- 319. 84 $435, 43 $338. 34 $312. 62 
Net profit after taxes_ . t | $153. 52 $209. 00 $162. 40 $150, 06 














Forp Moror Co., 
Dearborn, Mich., March 5, 1958. 
Pau, Ranp Drxon, Esq., 
Counsel and Staff Director, Subcommittee on Antitrust and Monopoly of 
the Committee on the Judiciary, United States Senate, Washington, D.C. 


Deak Mr. Dixon: In accordance with our understanding, reached in Washing- 
ton on January 28, this is to inform you that Ford Motor Co.’s average revenues 
and profits after taxes, per unit, in the years 1954 through 1957 were as follows: 


Average revenues. -_._-_....---- es 2 $1, 865 $2, 001 $2. 120 
Average profits after taxes_...............------.----- ies ists 88 143 85 84 


Per unit 1955 1956 1957 





These figures relate only to Ford Motor Co.’s domestic car and truck operations 


and exclude our foreign operations and our activities in the farm equipment, serv- 
ice parts, and defense fields. 


Sincerely yours. 


22805—58—pt. 6——-75 
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Senator Dovetas. I personally think that this estimate in 1957, the 
average fixed cost per unit of around $500, is a most conservative one 
because your figure of $400 average for labor cost was not challenged, 
and from the study which I have given this and which my associates 
have given it I do not believe that the cost of materials and parts 
would exceed $1,000 on the average. So by a method of subtraction 
this would leave $500 per car for overhead costs. And, as I say, if 
these are not accurate the manufacturers can make them more ae- 
curate by supplying the data. I think what you are trying to get at is 
extremely important. I want to congratulate this committee for its 
efforts, because we are trying to help the automobile industry, and we 
are trying to help the workers in the automobile industry. We are 
trying tc help the consumers. Yet we have been forced to operate 
partially in the dark. 

I cannot understand why a standing committee of the Senate which 
has jurisdiction over questions of monopoly, concentration, and anti- 
trust should be unable to get such information. I know that you are 
reluctant to use subpena powers and I do not know anything about the 
internal difficulties which you may have within your committee, but 
it would certainly seem to me that this information is vital and that 
it will not be used adversely to anyone. I am sure this committee is 
not putting anyone in the pillory, but we are trying to labor con- 
structively together. You cannot work constructively unless you 
have some figures to go on. 

I arbitrated for 17 years in the newspaper industry, and we were 
helped very much by the great wealth of economic data which was 
presented, although on one crucial subject, namely, the internal situ- 
ation inside each newspaper, we were really balked. Some of the 
decisions which I made would have been better if I had had this in- 
formation. These auto companies are affected with the public interest, 
and they constitute the most important single industry in the United 
States. Upon what happens to them, the economic health of the 
country in large part depends. SoI wish they would be more coopera- 
tive in their attitude. But I do want to congratulate the chairman 
of this committee for the efforts which he has made to let more day- 
light into the subject, and very frankly I would not have been able to 
make these estimates which I have made had it not been for the testi- 
mony which you were able to get. 

Senator O’Manonry. Mr. Chairman, I would like to compliment 
the witness, Senator Douglas, for the presentation which he is making. 
I would rather call this recent expression of his a polite challenge to 
the automobile manufacturers to fay before the public the basic facts 
which will enable the people to reach a settlement on this issue. This 
is much bigger than a problem affecting merely the automobile indus- 
try, as the Senator’s remarks have made clear. It affects the whole 
national economy. It is quite impossible to conceive that the manu- 
facturers can withhold essential data because of the belief that to 
reveal these facts might cause internal difficulties in their negotia- 
tions with labor. The great demand now, as I see it, is for cooperative 
action by labor, by the manufacturers, by the distributors, by all 
who are concerned, including the purchasers, in this industry. There 
have been mistakes probably all along the line. I would be perfectly 
willing personally to forget all condemnations for past performances 
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if only we could develop a formula and lay out a pattern of action 
for the future which would not cause the recession to become worse 
than it is. 

Senator Doucuas. I appreciate the remarks of the Senator from 
Wyoming, and may I say this: The offer which I made to push for a 
7i4 percent cut in excise taxes was based on the incomplete informa- 
tion which was available to the public. If the automobile companies 
will come forward with full and complete information, I might be 
willing to introduce an amendment to remove the tax completely, so 
that they would get a 10 percent cut. But obviously one cannot do that 
unless one has the information to justify it. So possibly there might 
be a bonus of 214 percent to the automobile companies if they would 
lay all their figures on the table. 

Senator Kerauver. Senator Langer. 

Senator Lancer. Mr. Chairman, of course I think the committee 
isfamiliar with my attitude on this entire monopoly question. I think . 
enforcement of the Clayton Act and the Sherman Antitrust Act has 
been a joke for years. Manufacturers have been laughing at Con- 

ss, running wild over this country, and milking the consumer 
“ years and years and years, not only the motor companies but all 
the monopolies, of which the chairman is so fully aware. When 
the Republicans were in control the last time, as chairman of this 
Judiciary Committee I could not get an appropriation of one single 
dollar to investigate the monopolies of the United States. 

Iremember so well the speeches given by the late Senator La Follette 
years and years ago, in which he prophesied just exactly what is taking 
place. In the automobile industry we had several hundred companies, 
and they have been reduced to 3 or 4, a mere pittance, and that is 
true in so many of the industries here in the United States. 

For the first time we find that something is actually being done 
because of the great work done by Senator O’Mahoney, of Wyoming, 
a few years ago, when he prepared that fine report, as the chairman 
knows, which stopped when the war came along; yet when this com- 
mittee tried to get a paltry $150,000 in order to investigate the 
monopolies and this committee reported it unanmously, the dis- 
tinguished Senator will remember we could not get it out of the Rules 
Committee. It took over a year of begging before the Rules Commit- 
tee to get it out, and finally they reported $75,000. When we tried to 
get that passed by the Senate, the Senate would not pass an appropria- 
tion of $75,000 for 1 year. 

Ihave been perfectly delighted at the testimony given by my dis- 
tinguished friend, Senator Douglas, who has been one of the great 
orators of the Senate, and who has read the report of the committee 
headed by Senator O’Mahoney. One cannot but be impressed that 
this was a real, genuine, honest effort to do something to curb these 
monopolies. 

The distinguished chairman of the subcommittee did an outstanding 
work, in my judgment, in having a thorough investigation made, not 
only of automobiles—I do not want to be classed as criticizing that 
particular industry, because they are no worse than some of the rest 
of them. As a matter of fact, Congress has been negligent in its 
duties. It has not taken care of its job like it should have, and the 
result is the American people have been bilked. 
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I have expressed these views before and amy very glad to haye q 
chance to state them again at the request of the chairman. 

Senator Keravver. Senator Langer, I personally want to thank yoy 
for your statement. You have preached and warned about the eyils 
of monopoly and concentration ever since I have known you in public 
life, and you have tried earnestly to do something about it. It is 
unfortunate we have not had better success. I remember so well jp 
the 83d Congress when you were the first chairman of this subcom. 
mittee. The appropriation was denied, but that did not deter you 
from holding some very important investigations. You used your 
cwn administrative assistant, the only counsel the committee ‘iad 
He did all the work himself, without any appropriation at all, and 
vou did a magnificent job; in investigating many facets of the con- 
centration in our economic system. 

Senator Douglas, it certainly would be helpful if in the public in- 
terest we could get more information about the costs that go into the 
making of an automobile. We have tried our best to get as much 
information as we could. We would still like to have that informa- 
tion. I think the public can be better served if this industry, which 
has a public trust, would give more information. And, as you have 
pointed out, the Congress might be more generous in what it would 
do if it could get full information. We would be glad to receive any 
public breakdown to disprove your calculations by submitting their 
own, as you have pointed out. 

Senator Dovetas. As I say, they may get a sugar plum of an extra 
2.5 percent as a reward. 

Now, Mr. Chairman, at the 1957 level of production of approxi- 
mately 6 million cars, this means that the total overhead costs for 
the industry were in the vicinity of $3 billion; namely, $500 per car 
on the average, multiplied by $6 million cars, equals $3 billion. Today, 
however, the industry’s output has fallen from 6 miHion to an annual 
rate of slightly over 4 million cars. Dividing the current 4.2 level 
estimate of production into $3 billion yields an average overhead cost 
of $715 per car, instead of the $500 as of last year. If, however, as 
a result of the tax and price reductions which I am advocating pro- 
duction rises to 5 million, this figure would fall from $715 to $600 per 
car, a saving in average overhead costs alone of $115. To put it an- 
other way, the increase in production of 20 percent—and that is a ve 
conservative figure—by spreading total overhead costs over a signif- 
cantly greater number of cars would result in an average saving to 
the automobile manufacturers in overhead costs of some $115 per car. 
If, for example, total demand for automobiles should increase not by 
20 percent but by 25 percent, obviously then the reduction in overhead 
cost would be more than $115 per car and the saving would be greater. 

Now, how does this compare with the reduction in revenue which 
the automobile would suffer as a result of the 6 percent price reduction! 
From all the information that I have been able to secure, it would 
appear that the total factory price of cars in the automobile industry 
at the present time averages slightly above $2,000 per car. This 1s 
somewhat below the 1957 figure for General Motors and somewhat 
above that for Ford. The average for the automobile producers 1s 
probably closer to Ford than to General Motors. I realize that since 
1957 there has been a price increase. But, insofar as the total average 
price is concerned, this increase will probably be offset in total or m 
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lange Part by the increased importance this year of the sales of lower 


iced cars and the lower priced models within the lower priced cars. 
Thus, in the first 4 months of 1958, production of Chevrolets, Fords, 
Plymouths, and Ramblers rose to two-thirds of the total cars pro- 
duced, as compared with 59 percent during the corresponding period 
of 1957. 

Senator Kerauver. Senator Douglas, you referred to an article in 
the morning paper about the sale of automobiles. I think this article 
by the Associated Press might be put in the record. 

(The article referred to may be found in the appendix on p. 4084.) 


PRICE CUT OFFSET BY SAVINGS IN OVERHEAD COSTS 


Senator Douexas. On the basis of this $2,000 figure, a 6 percent 
price reduction would mean a reduction in revenues of something in 
excess of $120 per car. Thus, on the one hand, we have a saving in 
the overhead costs of $115 at least, and, on the other hand, a reduction 
in revenues from the price cut of some $120. In view of the very 
rough character of all these estimates, the conclusion for all practical 
purposes is that the effect of the reduction in prices would be vir- 
tually completely offset by the reduction in overhead. 

The automobile industry could thus make this much needed price 
reduction without any inroads being made into their present profits, 
provided it is accompanied by a tax cut. They would be able to make 
as much money as they are making now, while at the same time they 
would make a gretter contribution to the public welfare which would 
result from the increased production and employment and the in- 
creased demand for goods and services which would spread throughout 
theentire economy. 

Senator O’Manongy. May I interrupt at this point to remark that 
when Mr. Harlow Curtice was on the stand testifying before this com- 
mittee and was asked the question as to the basis upon which prices 
were calculated by General Motors, he testified voluntarily that the 
policy of General Motors was to compute prices so as to return a profit 
of from 15 to 20 percent on net worth, after taxes. 

Senator Dovetas. I frankly think that if you have a price cut and 
a tax cut of the dimensions which I have indicated this would in- 
crease the quantity demand so much that the reduction in unit over- 
head costs would offset the reduction in unit sales price, so that prob- 
ably there would be very little net loss of revenue. 

Senator Krrauver. Senator Douglas, as a compliment to you and 
what you have to say, we have present every member of the com- 
mittee who is in town. I understand Senator Hennings is out of town 
and Senator Wiley may be, too. 

Senator Dirksen. I was detained at the White House conference. 

Senator Doucias. I want to thank my colleagues. 

The automobile producers, through only a 6 percent price reduction 
on their part, can help to lead us out of the wilderness without in- 
curring any reduction in their current profits. 


SUMMARY 


Now, Mr. Chairman, let me summarize my proposals and my 
argument. 


First, I propose that the automobile excise tax be reduced from 
10 percent to 2.5 percent per car—or by 7.5 points per car—provided 
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that the auto companies agree to reduce their prices per car by 6 
percent. This would be a total price reduction per car of 13.5 pares. 

Because a 1 percent reduction in the price of an automobile will 
lead to a probable increase in sales of 1.2 percent, the effect of this 
reduction should be to increase sales by 16.2 percent. As the auto 
excise reduction comes out of Government revenues, the auto industry 
by reducing prices by 6 percent can expect an increase in sales of 
over 16 percent. In other words, 6 will get them 16. This would in- 
crease the annual rate of auto sales by about 700,000 cars, or from 
the present 4.2 million rate to a 4.9 million annual rate. 

Other effects would also follow from my excise and general tax cut 
proposals. First, as more workers would be employed in the auto, 
steel, rubber, glass, textile, and other industries, this increased employ- 
ment would also result in some increase in auto sales. 

Second, the remaining $5 billion of my $6 billion tax cut proposal— 
that is, that portion other than auto excise reductions—would even- 
tually increase the gross national product by a multiplier of 3, or by 
$15 billion. This increase in gross national product would also mean 
an increase in demand for cars. Applying a most conservative esti- 
mate of these effects, my proposal should bring an increase in demand 
for automobiles of at least 20 percent or to a 5-million-car annual 
rate from the present 4.2 million annual rate. 

I will be surprised, Mr. Chairman, if my own moderation in esti- 
mating the indirect effect would be only 800,000 additional cars, be- 
‘sause as I have said, this would be an increase in national income of 
around 4 percent, and gross national product is around 3.5 percent. 
So I would expect, very frankly, that you would get an increase of 
more than 2.5 percent in the number of cars which would be demanded 
because of this shifting of the income curve to the right. But I am 
trying to be most moderate in my estimate. 

Senator Keravver. Senator Douglas, I think you have been most 
conservative and moderate in your estimates of the effect on sales and 
upon the revival of the economy generally by these proposed tax 
reductions. 

I have asked the staff to make its own estimates of the effect of your 
proposed tax reductions. They have come to the conclusion that you 
were very conservative, and leaned over backward in arriving at your 
5-million-car figure. Their estimate is for the increase in sales which 
would result from your proposed $3 billion reduction in personal 
income taxes, and the $2 billion reduction in excise taxes. This in- 
crease is thus in addition to the increase which would result from the 
price reduction alone. 

The calculations made by the chief economist, Dr. Blair, will be 
put in the record at this point. 

(The document referred to is as follows :) 


May 6, 1958. 
Memorandum to: Paul Rand Dixon, counsel. 
From: John M. Blair, chief economist. 


Attached is the calculation showing the estimated effect on car sales resulting 
from the reduction of $5 billion in personal income taxes and excise taxes (other 
than automotive). 

As a separation calculation, the steps are shown by which the “Keynesian” 
multiplier of 2% is derived. 
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Calculation of estimated increase in new car sales resulting from reductions in 
personal income and excise taxes (other than automotive) totaling $5 billion 


[Dollar amounts in billions] 


1. Reduction in personal income taxes and excise taxes other than 
sit ocean welch tenet ten tee Sie i me bk on $5 
2. Proportion of (1) that will be spent (percent) ___--_-___-_-__ 80 
3. Amount of (1) that will be spent (in dollars) item 1 times item 2 
GRICE OR i ee ee ee ee le a ite © $4 
i CII On irRemote 2) rts oe ce ey 2 
5. Increase in GNP resulting from tax cut (item 3 times item 4) ~~_ $10 
6. Estimated increase in disposable income resulting from $10 billion 
increase in gross national product____..-.._.._._._-___--._---- $7 
7. Total increase in consumer buying power (item 1 plus item 6)-~_-~~- $12 
8. Increase in consumer buying power ($12) as percent of current level 
of. Ginpouatio: name LURTCRIE) 4.5 be ar ie me eee ed f 
> Income elasticity according to Chow ..«........_....._...-.___.... 3 
10. Estimated increase in car sales: 
(a) Pereent (item 0 times item 8) .22 2... 2st 12 
(b) Number of cars at annual production rate of 4.2 million 
RE RI I ia dente anticwines b-grade a eee 500, 000 


1Currently at annual rate of $300 billion according to Ist quarter 1958 estimates ($12 
billion divided by 300 equals 4 percent). 


Estimates of Keynesian multiplier of 2% 


o Percent’ of tas cut: that wit Ge 1 See +n i aS 80. 00 
2. Disposable personal income accompanying 1 percent change in gross 
nial edt iiss dpickhid satin alah ~eakiia ale hpip th —kelanpate *0.7 
3. Marginal propensity to consume with respect to gross national product_ . 06 
4. Converted to multiplier assuming investment unchanged _----~~-~~- 2.3 
& Allowance for increase’ ii’ tavestment.-—2..->-_—--- ~~ ----- 2 
ities minlinliee i a ea Bt a. 2.5 


: 0.7 percent of gross national product. 

Senator Doveras. May I say that it is obvious if the increase in 
quantity demanded is in excess of 20 percent or in excess of 800,000 
‘ars, then this reduces proportionately the average fixed cost per unit 
or average overhead cost per unit, and therefore makes the saving 
still greater than the minimum estimate of $115 per car, which I have 
given you. : 

Senator Krerauver. The staff thinks the effect will be greater than 
your calculations, and relate only to the secondary effect. 

Senator Dovucias. We both accept Dr. Chow’s estimate of 1.2 per- 
cent as a direct influence. 

Senator Kerauver. Yes. 

Senator Dovetas. Well, now, Mr. Chairman, I will conclude. 

Finally, the loss in revenue to the manufacturer of the 6-percent 
reduction in price would be almost entirely offset by a reduction in 
overhead cost per unit occasioned by a 20-percent increase in sales; 
indeed, might be more than offset. This would come about from the 
cooperative reduction in price by the manufacturer, the reduction 
in the excise tax by the Federal Government, and the secondary 
effects which would follow from these reductions and my general tax 
cut proposals. 

Mr. Chairman, the Federal Government, the automobile industry, 
and the automobile union—and I want to emphasize the union as 
well as the manufacturers—therefore have an opportunity to cooperate 
to increase production, employment, and sales, without any decrease 
in profit to the industry. 
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By putting people to work in this most important industry, we 
might well stop the downward cumulative forces now at work in our 
economy and bring a resumption of the upward cumulative forces 
which we need so badly to attain the goals of maximum investment, 
production, and employment in America. 

Senator Krravver. Senator Douglas, before asking you any ques- 
tions or making any statement on my own, I am going to call on 
the other members of the committee for questions or remarks they 
might want to make. 

I do want to say that you have dealt with a highly technical matter 
on which we have had a great deal of testimony by experts. The sub- 
ject matter you have dealt with is sometimes calculated in very com- 
plicated equation studies. This is the first time I have seen this 
whole group of problems and data brought together in understand- 
able English at one point in one place, and I certainly do congratulate 

ou. 
* Senator Dovexas. If it is understandable, it is probably due to the 
fact I ceased to be a professional economist many years ago. 

Senator Keravver. It is not that you ceased to be 

Senator Doueias. Well, ceased to be a pro. Ceased to be a pro, so 
to speak. 

Senator Keravver. You are still a pro, but you have taken one ad- 
ditional step which some economists have not done; you put your 
economics in understandable English, which is a great public benefit. 

Any questions, Senator Langer? 

Senator Lancer. No, I have none, Mr. Chairman. I want to thank 
the Senator for coming here. Particularly I am impressed with the 
fact that the testimony was couched in such simple language. 

Senator Dove.as. I thank the Senator. 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manoney. I will content myself with the remark that 
if Senator Douglas is no longer a “pro,” he is still a “prof,” and a 
good one. 

Senator Keravuver. With that I am sure we will all agree. 

Senator Dirksen. 

Senator Dirksen. Senator Douglas, is this a limited proposal for 
1 year? 

Senator Dovetas. No. No, it is not. 

Senator Dirksen. This would be permanent ? 

Senator Dovcuas. That is right. The income-tax proposal is a 
limited emergency proposal, but the excise tax cut is intended to be 
permanent. 

Senator Dirxsen. I notice you say this is a conditional proposal. 
In other words, the companies must agree ? 

Senator Dove.as. I propose the 5-percent cut, and that is uncon- 
ditional, I do not propose to yank that back since they have promised 
to pass the cut on. But the additional cut of 2.5 percent is a new 
proposal and, as I say, I might go up to 10 percent on tax if they 
would let us have more accurate cost figures. ’ 

Senator Dirxsen. I notice on page 3 you say: “However, this is 
conditional on the auto companies cutting their prices by 6 percent, 
or by $120 for a car selling for $2,000.” 

Could it be properly said this is using the Federal taxing power to 
strike a bargain with a selected industry ? 
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Senator Doveias. Yes; that is precisely what it is, Senator. 

Senator Dirksen. Would you have in mind extending it to other 
industries ¢ 

Senator Dovetas. Well, I think the auto industry is really unique 
in that there are only four major producers, and probably Ford and 
General Motors are so dominant that they sway the industry. So one 
can deal with a limited number of producers. 

There is also only one union, so that this is the simplest industry with 
which to deal. 

I am not proposing to apply it at the moment to any other industry, 
although I will say this, that if the auto industry in turn would put 

ressure on the steel industry to reduce its prices, that also would 
be very helpful. 

Senator Dirksen. I was thinking more nearly of the appliance in- 
dustry where the end product, of course, goes to the consumer. Could 
we avoid a demand on the part of the appliance industry for identical 
tax treatment and, making a bargain ¢ 

Senator Dove.as. I am for removal of the excise taxes on consumer 
durables, Senator, but I do not think we can make those conditional 
upon price decreases because there are so many different producers. 
And when one gets into the electronics field or home appliances, one 
gets into a multiplicity of producers and the bargaining process would 

too complicated. 

What I am really trying to do is to talk to the automobile manu- 
facturers through the press. 

Senator Dirxsen. Did you estimate the revenue losses to the Treas- 
ury under your proposal ¢ 

Senator Doveias. Yes, we have those, The total would be $6 billion. 

Now for autos alone I am informed by my associate Mr. Shuman 
that the estimates of the Treasury of the total receipts from the auto- 
mobile tax amounted to $1.3 billion for fiscal year 1958 and to 
$980,000,000 for fiscal year 1959. The 1959 figure is a reflection of 
collection of 10 percent for 1 quarter of the year and of 7 percent, or 
the permanent rate, for the remaining 3 quarters of the year. 

Therefore, I have estimated from these figures that on an annual 
basis—rather than a fiscal year basis—the tax would amount to about 
$1 billion per year. Of course, since these estimates were made the 
recession has deepened and certainly not as many cars will be sold 
as the number on which these estimates are based. However, using 
the $1 billion figure, a cut of three-quarters of that would be approxi- 
mately $750 million. 

Now in practice, the sales have gone down as I have said probably 
to not more than 4.2 million for the year, so that the loss would be 
appreciably less than $750 million. 

enator Dirksen. Have you had any industry reaction. 

Senator Doveras. Well, I had an industry reaction to the initial 
proposal in March in which they all agreed that the 5 percent cut 
would be passed on, that they would not pocket any of that. But 
this is the first time that I have officially and in such dignified quar- 
ters unveiled this proposal for an additional 2.5 or a 7.5 percent total 
cut, so there is no reason why they should have replied to the hints 
which I have thrown out in the last 2 weeks. 
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I will wait with interest what they are going to say, and 

high hopes which I hope very much ayeninttu: ae 
_ Senator Dimxsen. Mr. Chairman, is it proposed to secure some offi- 

cial industry reaction on the proposal ? 

Senator Keravver. In that connection, we wrote the heads of the 
automobile companies at the time these hearings were announ 
inviting them to have their representatives here, and that at any 
time in the hearings or at the conclusion of the hearings, if they had 
any oral statements they wished to make or any written statements they 
wished to submit for the record, we would be glad to receive them. 

I do know the automobile companies are represented here; re 
resentatives of most of them have been here at all the hearings. We 
do invite them to make any responses they wish to the proposal by 
Senator Douglas, or any of the other proposals that have been made in 
these hearings, which will be made a part of the record. 

Iam going to ask that the record be held open, say, for 5 days for the 
purpose of receiving communications or statements. 

Senator Dovexas. Well, I hope very much that the automobile com- 
panies will consider this and not reject it out of hand; give it very 
thoughtful consideration, go over the figures and make computations 
of theirown. Iam inichinadl to think they will make money out of it. I 
am quite certain they would not lose any. I think they will make some, 
I hope Mr. Reuther also, and his bargaining committee, will go over 
this and see what kind of contribution they can make. I believe they 
could make some. Possibly we could get more than a 6 percent redue- 
tion in price, possibly you might get a 8 percent reduction in price. 

I am not saying that should be the maximum reduction. it might 
be the minimum reduction. It might go up to a 10 percent reduction 
in price. Think what that would be: a reduction of 10 percent in 
price, 7.5 percent in tax or 10 percent in tax and a 20 percent total cut 
in the price of automobiles. This would be a cut of $500 on a $2,500 
car. Why, that would start the blood currents of America flowing 
again. 

"Binaten DmrseEn. Mr. Chairman, I would suggest that perhaps the 
record ought to be left open for a somewhat longer time. Five days 
is scarcely enough. 

Senator Keravuver. Would you suggest 10 days? 

Senator Dirksen. Ten days or two weeks. 

Senator Keravver. All right, we will hold the record open 10 days. 
I did want to get this record completed as soon as possible. If any- 
one needs any longer time, we will extend it further. 

I do want to say that if any of the companies or any of their rep- 
resentatives wish to appear in person, or if anyone else has substantial 
testimony to give in connection with proposals that have been made 
here, if they will let the staff of the committee know as quickly as 
possible, we will make arrangements for that to be done. 

Senator Carroll. 

Senator Carrotu. Senator Douglas, the thought that has been run- 
ning through my mind as one of your students, professor, is that it 
is just a commonsense approach to this whole problem, viewing where 
we have been, where we are, and where we are going. How can we 
best bring this to their attention other than through the newspapers? 
We have experienced difficulties in the past. We began this fight 
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in February, as I recall. It seemed to me to be reasonably clear that 
there ought to have been a reduction in excise tax at that time. 

aera the situation as we have, we read in the press today the 
impasse that seems to have developed between the UAW and the 
automotive industry, and the talk about termination of a contract 
in the not far distant future. How much more sensible it would be 
to adopt such a program as you have outlined. How can we emphasize 
more than just by a statement here today whether it should come 
from leadership in the Government, but somewhere, to get this pro- 
gram underway ? 

Coming back again, as I say, to the commonsense proposal, I can- 
not quite go along with you about the 6 to 16 odds, and Tim-Tam and 
Silky Sullivan. 

Senator Dove.as. I recognize I have lower tastes than the Senator 
from Colorado. 

Senator Carroiu. Because you are dealing with an entirely dif- 
ferent situation. There is an old saying among gamblers they do not 
buck their own system. 

It seems as though the auto companies own the park, they own the 
horses, and they own the parimutuel system; the question is how to 
get the patrons to come back in to get the bets so they can make their 
percentages. 

Senator Dova.as. I think the Senator from Colorado betrays a 
knowledge of horse racing which he first disavowed. 

Senator Carrot. The Senator from Colorado did not comment. 
As an old district attorney, I understand these things. 

Now I am very serious, Mr. Chairman, when I say that the outline 
as presented here this morning, and in addition the testimony by Dr. 
Chow and Dr. Suits, ought to make it clear to every reasonable per- 
son that action has to be taken in this field. 

The other day in a discussion with Dr. Chow, I indicated perhaps 
we ought to give up the 10 percent if we can get the automotive indus- 
try to make a 10 percent reduction. Something has to be done to 
begin turning the wheels of industry. 

I know the Senator from Illinois has made a thorough study of 
this problem. How much will it cost this Nation if we go into a con- 
tinued program of unemployment compensation? What is the 
estimate? Does the Senator have those figures at hand ? 

Senator Dovetas. No, but I think it would be possible to get them. 

Senator Carrot.. There is no doubt it will run into many, many, 
many millions of dollars. 

Senator Doueias. Oh, yes, in the State of Illinois alone, in the 
month of March it paid out $20 million in unemployment compensa- 
tion payments. 

Senator Carroiu. I can say for the State of Colorado, we have no 
serious economic problems comparable with Michigan, [linois, and 
Pennsylvania, and other areas. We have soft spots, it is true. I am 
not really talking about my own State, but I am talking about the 
general economy of the Nation. 

Senator Dovetas. Of course in addition to the unemployment com- 
pensation payments, there are the relief and assistance payments. 

Senator Carrot. And, of course, the other programs we talk about 
accelerating, and stimulating our economy, will run into tremendous 
sums of money. 
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Senator Dovenas. That is right. 

Senator Carrouu. So the real point I want to make is that here this 
morning we have been given a sensible program, not haranguing the 
automotive industry but in a sense seeding with labor and manage. 
ment that if they will do their job, Government through the taxing 
system: can cooperate. 

Senator Dovetas. That is right. 

Senator Carrotu. To get this whole economy back on the track, 

Senator Dovexas. That is correct. 

Senator Carroti. And the distinguished Senator from Illinois has 
again rendered a great public service. I am thinking now of Dr, 
Yntema, who said it is not important what Mr. Reuther says, it is not 
important what I say, it is what the stock market says. 

1 think we have to adopt a new approach and new philosophy to 
pull us out of the rut we are in. 

Senator Doueias. May I say as far as Dr. Yntema is concerned, he 
is an old personal friend and colleague of mine, an extremely able 
man, public-spirited man. I hope this will appeal to his economic 
knowledge and his public spirit. Of course I realize he is only one 
vice president in one of the big companies. 

Senator Carrot. I thank the Senator for a very fine presentation. 

Senator Dove.as. I want to thank the Senator from Colorado for 
his comments. 

Mr. Chairman, before I conclude, let me say that I am very glad 
that you are going into this question of administered prices because 
it is ‘at the heart of the monopoly question. The term “administered 
prices” is merely another name for “monopoly prices”; namely, prices 
that are not competitively fixed but which are fixed by agreement 
rather than by supply and the demand. I am very glad to see you 
make this analysis because in the last depression, the great depression 
of 1929-33, there was a book, a belated book, by Burle and Means 
which touched off interest in this question. I hope we can move more 
quickly this time than last time. 

Senator Carroti. May I say to the Senator from Illinois, I believe 
it is the general tenor of the testimony of the economists from the 
automotive industry that, by the nature of that industry, their pricing 
is not flexible. This is one of the reasons they say it is difficult for 
them to reduce their prices. 

It would seem to me that in a situation in which they find them- 
selves today, they have to develop some flexibility for the very reasons 
that were outlined by the able Senator from Illinois this morning. 

Senator Kerauver. We want to thank Senator Douglas for his in- 
terest and the encouragement he has given the committee in his study 
of administered prices. We do think we have illuminated some of 
these situations during the course of these hearings and I hope will 
illuminate more. 

I wish to say that I think it is important that the public under- 
stand—during our discussion of reduction of the excise taxes and Sena- 
tor Douglas’ suggestion that automobile companies themselves have 
a responsibility, as do other industries, to help end the recession and 
to increase employment by reducing prices on their own—that all 
of us have been talking about this being done retroactively. I know 
Senator Douglas has pointed that out, as has Senator O’Mahoney and 
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Senator Carroll. I have always talked in terms of whatever is going 
to be done, should be done retroactively. 

Senator Doveras. That is necessary. 

Senator Krravver. That is provided in the bill I have discussed. 
We do not want to deter anyone, by the testimony we have had, who 
might be thinking of buying an automobile at the present time from 
going ahead and doing so. 

Of course, we can only speak for ourselves, but I am certain that 
most Members of Congress have the same appreciation of the neces- 
sity of talking in terms of retroactive application. 

Senator Dovetas. That is absolutely necessary, Senator, in order 
to enable the 850,000 new cars that are in the dealers’ stocks to be 
disposed of. It is merely a cut on future production to discourage 

urchases between now and then; but if we make it retroactive, then 
people will be willing to buy now. 

And we have to talk about the subject before the tax can be re- 
moved. ‘The democratic process requires discussion. These things 
take time, but if this firm assurance is given from all quarters, it 
should be of temporary as well as permanent benefit. 

Senator Kreravuver. I am aware, of course, that the discussion inso- 
far as it is directly related to taxes relates itself specifically to the 
Ways and Means Committee of the House and Finance Committee of 
the Senate; but this committee is interested in concentration, in the 
fact that there have been so many layoffs by suppliers as well as by the 
companies themselves, and all this does pertain to the work of this 
committee. We are interested in revitalization of industry, in increas- 
ing competition, in cutting down concentration, in all of which price 
plays a very important part, as the Attorney General has pointed out. 

This matter of unemployment we have been talking about is not 
only in terms of Detroit and some of the larger cities. I just re- 
ceived a notice this morning that the Ford Motor Co. is closing an 
assembly plant at Memphis, Tenn., which knocks out 952 employees. 
So it is coming directly home to us in Tennessee, as it is to people 
in other States of the Union. It is a very important matter with 
which all of us are concerned—this committee as well as other 
committees. 

Senator Dovucias. They are closing down certain plants in IIli- 
nois, too. 

Senator Krerauver. So we are all trying to find out what to do 
about it, how to stop this increasing unemployment, how to get auto- 
mobile sales moving again. That has been largely the purpose of 
the administered price hearings which we have been holding for 
almost a year. 

As the Senator knows, I voted against his proposal for omnibus 
tax reductions when it was presented on the floor of the Senate some- 
time back. I may not now agree with all of the items that were in 
the Senator’s bill, but my idea has been that if we could reduce the 
auto excise tax by half, if the companies feel they could reduce their 
ag by 5 percent, or the same amount, then if the union would hold 
own its demands and think more about getting their fellow work- 


ers employed than about increased demands at the present time, this 
proposal could go far in recommending itself to the finance committee 
and to the Ways and Means Committee. 
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Senator Doveras. May I say, Mr. Chairman, that you and your 
associates have been most generous and kind in permitting me to 
testify before you. 

I am in no comparable position to offer yon the opportunity to 
testify before the Finance Committee because I am a very junior mem. 
ber of that committee, but I shall ask the chairman of that committee 
to extend the same courtesies to you that you have been kind enough 
to extend to me so that you can bring your persuasive powers to bear 
on that august committee. 

Senator Kerauver. I am sure some members of this committee 
would like an opportunity of explaining the effect upon our economy 
of a reduction in excise taxes, particularly when accompanied by 
reduction by the automobile companies, on their own, of a comparable 
amount. 

I had thought in terms of cutting the excise tax in half, accom- 
panied by a 5 percent reduction by the automobile companies on their 
own, plus a built-in guaranty by a plan such as you and I have pre- 
sented, of assuring that the purchaser would get the benefit of this 
reduction. I think that can be worked out. 

I do not want to quibble over the amount. Perhaps the Senator’s 
proposal of cutting the excise tax from 10 percent to 2.5 percent, ac- 
companied by a 6 percent reduction on the part of the automobile 
companies themselves, is reasonable. Small percentages are not the 
important thing if you want to get the job done. 

I think the Senator has made a great contribution here that can be 
very, very helpful. As the Senator has pointed out, this is something 
in which industry and the union itself have a responsibility, which 
= high statesmanship and some concessions by all parties con- 
cerned. 

It is my hope that the Ways and Means Committee and the Finance 
Committee may soon consider this proposal. We will make a report 
in connection with it so far as jurisdiction of our committee goes. 

I think the Senator has understated the invigorating effect his pro- 
posal would have upon the entire economy. Personally I think noth- 
ing would get the entire economy on its feet quicker than some pro- 
posal such as he has made because, as has been pointed out, what hap- 
pens in the sale of automobiles is of immediate and direct effect to 
1 out of every 7 people in the United States; 1 out of every 7 owe their 
employment directly or indirectly to the automobile industry. 

We hope that the automobile industry will let us know what they 
think about the proposal made here, and give it serious consideration. 
We hope that we may have further word from Mr. Reuther regarding 
the United Automobile Workers position in connection with this. I 
know that the public as well as Members of Congress will be inter- 
ested in what their response may be. 

This is a proposal which many Senators have made, not exactly in 
these terms, not with all the economic background, but every Member 
of Congress is justifiably interested—or should be interested—in some 
proposal of this kind. 

We thank you very much, Senator Douglas. 

Senator Doveras. I thank Senator Kefauver and members of this 
committee. 

Senator Keravuver. Senator O’Mahoney. 
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Senator O’Manoney. What the chairman has said about the desir- 
ability of securing some response from the automobile industry 
prompts me to suggest for the consideration of the subcommittee the 
thought that we should ask the chairman to submit a copy of the state- 
ment of Senator Douglas to the heads of the automobile manufactur- 
ing companies and to the head of the union, saying in effect that unem- 

loyment in the automobile industry is a serious threat to the economy 
of the United States. We recognize the automobile industry for what 
it is, one of the most potent forces in the entire economy. The question 
that I would urge the committee to address to the heads of these 
organizations I have already named is this: Does the automobile in- 
dustry have any suggestion to make to improve the conditions in which 
we all know the industry is now found ? 

Senator Kerauver. And the same question to the labor group? 

Senator O’Manoney. Yes, by all means. 

Senator Carroti. Mr. Chairman, I would like to amend that by 
suggesting also that a copy of the chairman’s proposed amendment 
be included. 

Senator O’Manoney. Yes, that is right. 

Senator Carrotu. I think it is important to emphasize we do not 
want this discussion of the proposed cut in excise taxes to interfere 
with the market today, with the purchases that are being made today. 
I think the point made by the chairman of the committee in his amend- 
ment and the comments by the distinguished Senator from Illinois 
indicate that if customers purchase a car and this law becomes retro- 
active, they will receive a refund. 

Is that not the Chairman’s purpose ? 

Senator Keravuver. That was the purpose. 

Senator Carroty. That should not interfere with any marketing 
going on today, and this ought to apply to the automotive industry 
itself. 

Senator O’Manoney. Mr. Chairman, I agree completely with that 
statement by the Senator from Colorado. 

I have heard it said by prominent members of the industry that 
talk about an excise tax is deterrent to sales because people feel there 
will be a decrease and will delay their purchases until Congress acts. 

If we make it clear that it is our purpose, in advocating a reduction 
in excise tax, to make retroactive whatever reductions are agreed to 
by the appropriate committees, I think it would offset the bad effect 
of the other point of view. 

Senator Keravuver. Is there any objection ? 

Without objection, the suggestion of Senator O’Mahoney as amended 
by Senator Carroll will be carried out and a copy of Senator Douglas’ 
statement and the bill referred to will be sent to the automobile com- 
panies and to the head of.the UAW and also to the head of the National 
Automobile Dealers Association, for their comments. We hope to 
have the comments back within a ten-day period so they can be re- 
corded in the record. 

Senator Doveras. I thank the Senator and thank the committee, 
and merely make one final comment; that in order to repeal the auto- 
mobile excise tax or other taxes in a democracy, we must talk about 
it at some length. This is not a totalitarian state where rulings can 
be put into effect without popular discussion. The retroactive clause 
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takes out any adverse effect from the talk, so that I do not think the 
automobile companies can legitimately complain that these proposals 
are bad. 

Senator Keravver. It should be pointed out also that it is not only 
members of Congress, the public and dealers who have been talkin 
about removing the excise tax; the heads of the automobile com anies 
testifying here and elsewhere have so recommended. I do think it is 
very important the public understand that, at least insofar as we here 
are concerned, we appreciate the fact that it must be done retro. 
actively so if they buy now, they will not be penalized if and when 
excise tax reductions come about. 

Thank you very much. 

Senator Carrott. Mr. Chairman, it would be helpful to the auto. 
motive industry and to the market that any price decrease by the 
industry might be retroactive, too. I think that would help. 

Senator Keravuver. Mr. Bolton-Smith. 

Mr. Bouron-Smiru. I merely want to record that Senator Wiley is 
on the Senate Space Committee and that conflict unfortunately pre- 
vented his being here. 

Senator Kerauver. We understand that. He has been well rep- 
resented. 

Thank you very much, Senator Douglas. 

We will have another meeting of this committee in the morning at 
10 o’clock to hear witnesses on premerger legislation. Insofar as 
hearings on the auto industry are concerned, the committee will recess 
subject to further call of the chairman. 

(Whereupon, at 12 noon the committee was recessed at the call of 
the Chair.) 

(The text of Senator Douglas’ statement follows :) 


STATEMENT OF SENATOR PauL H. Dovueras (DeMocRat, ILLINOIS) on Jom 
PROGRAM OF AUTOMOBILE PRicE REDUCTION By AUTO COMPANIES, AUTO Exciss 
Tax REDUCTION BY THE FEDERAL GOVERNMENT, AND UNION COOPERATION COULD 
STIMULATE DEMAND, PRODUCTION, AND EMPLOYMENT 


Mr. Chairman, I appreciate very much the opportunity to appear before your 
committee today and to testify concerning my proposal which, if accepted, would 
reduce the price of automobiles and thereby increase demand, sales, production, 
and employment and help us to end this very serious economic recession. 

We now have over 5.1 million people in this country who are fully unemployed. 
Those who work only part time are the equivalent of another 1.3 million people 
fully unemployed. This is the equivalent of 11.2 percent of the 57 million people 
who are either working for wages and salaries or who are seeking such work. 


GENERAL TAX CUT PROPOSED IN FEBRUARY 


As long ago as early February, I proposed a tax cut as the quickest and most 
effective remedy for helping to end the recession. Because I wished to stimulate 
purchasing power on the one hand and also bring a reduction in prices, I proposed 
then that: 

(1) We cut the personal income tax by reducing the rate on the first $1,000 of 
taxable income from 20 to 15 percent, or by 25 percent. This would amount to 
$50 per taxpayer, and 

(2) That we either reduce or repeal numerous excises including the repeal of 
the excise taxes on TV sets, refrigerators, radios, home appliances, and other 
household durables ; a cut of one half in the excise taxes on automobiles and auto 
parts; and a cut of one half in the tax on communications, transportation, ett. 
This would have amounted to a cut of approximately $5 billion. Since Feb 





tacn.uz¢ge =o 


tb Zea 


een oof = 


ae a ee ee en ee oe. 


2 we aa ot ao ae a oe ee 





ADMINISTERED PRICES 3313 


ruary, I have proposed even further reductions which would bring the total 
to over $6 billion.* 

I proposed the cut in personal income taxes because this would stimulate 
demand. Over 90 percent of the cut I proposed would go to those with incomes 
pelow $10,000 per year. We know that low- and middle-income groups tends to 
spend most of their income and in many cases to overspend it. This would, 
tuerefore, stimulate the demand for goods, increase sales by retailers, who in turn 
would order more from the manufacturers, who in turn would increase produc- 
tion and hire more people to work, who in turn would have money to spend 
which would also increase consumption and create cumulative forces for expan- 
sion in our economy, as opposed to the cumulative forces of contraction which 
now exist. 

I further proposed the cuts in the various excise taxes because these taxes— 
like sales taxes—are regressive in that they fall more heavily and disproportion- 
ately on low- and middle-income groups than on high-income groups; because 
they were designed in most cases to prevent consumption during wartimes; and 
because they are nuisances, unfair and burdensome, and often tend to be pyra- 
mided and thus increase ultimate prices by greater amounts than their actual 
initial impact. The pyramiding of these taxes is particularly true of the excise 
tax on the transportation of property. 

A combination of such cuts to both increase purchasing power and lower 
prices could have a very stimulating effect on the economy. If such a -cut 
of some $6 billion were to have a multiplier of three—that is to say that each 
time such a dollar in cuts was spent or turned over, that no more than one- 
quarter of it “leaked” into savings while three-quarters of it were actually 
spent—the ultimate impact of a $6 billion cut would bring an eventual increase in 
our gross national product of $18 billion over what it otherwise would be. 
Further, Mr. Chairman, while the initial loss to the Treasury would be $6 billion, 
the eventual loss would be considerably less than that for the Government col- 
lects about 20 percent of the gross national product in taxes. Thus, a $6 billion 
tax cut which had a multiplier of three and produced an eventual $18 billion 
increase in the gross national product would result in revenue losses to the 
Treasury over what they might otherwise be of considerably less than the 
initial $6 billion tax cut. 

CUT IN AUTO EXCISES 


In February I proposed that among these cuts, the 10 percent excise tax on 
passenger automobiles should be reduced from 10 percent to 5 percent. How- 
ever, I made this conditional on getting the promise of the major automobile 
manufacturers that they would pass on such a cut to their dealers and distrib- 
utors. I am happy to say that I did receive unconditional replies from the 
four major automobile producers to do just that. Further, the National Auto- 
mobile Dealers Association, who have been very helpful in this matter, agreed 
to use their influence to see that the dealers passed on such cuts to the ultimate 
consumers. I should like to read into the record at this point excerpts from 
the replies I received. 

Because of the really difficult times in which the auto industry finds itself, 
including the fact that there are now about 850,000 new cars on dealer lots, 
I fully believe that the dealers would pass on such cuts because of the great 
competition which they face. However, to insure that the consumer would re- 
ceive the cut, I also provided by language in my bill that the manufacturers 
would not receive a rebate of the excises they had already paid for the 850,000 
ears now in dealers’ hands, nor, as provided in my bill, the retroactive refund 
of the excise for any cars sold after March 1, unless reimbursement has actually 
been made to the ultimate purchaser. 


PROPOSED FURTHER CUT IN EXCISES 


I am now prepared to go even one step further. I am prepared to say that 
the excise tax on automobiles should be cut back from 10 percent to 2.5 percent, 
instead of to 5 percent, or by $150 on a car selling for $2,000 at the manufacturer’s 
level. However, this is conditional on the auto companies cutting their prices by 
6 percent, or by $120 for a car selling for $2,000. A combination of a 71%4 percent 
eut in the manufacturer’s excise and a 6 percent cut in price by the manu- 


Including cutting out altogether the tax on local telephone service and on the trans- 
portation of property and other charges. 
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facture himself would mean a total cut in price of 13.5 percent, or $270 on a car 
selling for $2,000 at the manufacturer’s level. 

In a free-enterprise economy, industry clearly cannot expect the Government 
to take all the antirecession measures. Here is a perfect example for the ex. 
ercise of that “partnership” between industry and Government which the present 
administration has been urging so strongly. It is an opportunity for Government 
and industry to help the economy and help industry. As I propose to show, the 
6 percent price reduction, coupled with other measures I have recommend 
should have a powerful stimulating effect upon the industry’s production, As 
a derivative result, it should also increase the production in industries supplying 
products to the automobile companies, such as, steel, copper, lead, zine, nickel, 
tires, synthetic rubber, upholstery leather, tire cord, glass electrical equipment, 
certain branches of textiles, and other fields. 

The combined effect of a 74 percent tax cut and a 6 percent price cut would, 
of course, amount to a price reduction at the factory level of 13.5 percent, 
If, as I trust would be the case, dealers would reduce their dollar margins 
proportionately to maintain the same percentage margin, the reduction to the 
retail buyer would be 13.5 percent. 

Testimony before this subcommittee last week by two outstanding econo- 
metricians, who have spent several years analyzing the demand for automobiles 
based on actual historical experience, showed that the elasticity of price for new 
automobiles has been about 1.2. This means that a reduction in price of 1 per- 
cent would result on the average in an increase in sales of new automobiles of 
1.2 percent. 

We all know that Mr. Henry Ford built his company into the great auto pro- 
duction firm it is by lowering prices and thereby stimulating demand. He 
guessed correctly that there was a very high elasticity of demand in the auto- 
mobile industry and built his empire on this very fact. It may therefore be 
that there is an even higher elasticity of demand than 1.2, but as conditions 
have changed considerable since Mr. Ford gambled that lower prices would 
bring a more than corresponding proportional increase in sales for his model 
T’s, it is probably now true that demand elasticity is lower than then and is, 
in fact, about 1.2 as the expert testimony before your committee has shown. 


SIX PERCENT PRICE DECREASE BY AUTO COMPANIES COULD BRING 16 PERCENT INOREASE 
IN SALES 





This would mean, Mr. Chairman, that the reduction I have proposed, which 
in total amounts to 13.5 percent, would bring a 16.2 percent increase in sales. 
As the 13.5 percent reduction in price is composed of two parts, namely, a 7.5 
point (or 75 percent) reduction in Federal excise taxes but only a 6 percent 
price reduction by the automobile companies, the companies, therefore, could 
expect to increase sales by 16 percent with a price reduction of their own of 
only 6 percent. This would certainly mean, so far as their own costs are con- 
cerned, that the increase in sales would offset any loss in revenues from the 
price cut and that the total revenues to the companies as well as total sales, 
would probably increase. 

In other words, Mr. Chairman, we are offering the auto companies an oppor- 
tunity in which a price reduction of 6 percent will bring an increase in sales of 
16 percent. It isn’t often, Mr. Chairman, that 6 will get you 16. In fact, it 
would not be inappropriate to point out that 16 for 6 are much better odds 
than one could get at the Kentucky Derby last Saturday, either on Tim-Tam 
or Silky Sullivan. I cannot see how reasonable men and men who understand 
their own interests, as well as the very able men who are the executives of 
the automobile industry, could possibly resist such an opportunity. 

I might point out, Mr. Chairman, that these are most favorable odds, particu- 
larly when the industry considers its alternatives. Thus far this year, output 
has been running at an annual rate of between 4 and 4.5 million cars. This 
contrasts with the industry’s own forecast last fall of 6.5 million and with actual 
production in 1957 of 6.1 million cars. It also contrasts with the industry's 
peak output reached in 1955 of 7.9 million and with its estimated capacity of 9 
to 10 million cars. Production for the 4 months of January through April has 
been running at a rate of about one-third below the 1957 level, which was not 
a year of particularly high output. 

In addition to this, Mr. Chairman, it seems to me that as a part of this ar- 
rangement, the United Automobile Workers, in line with suggestions which their 
president, Mr. Reuther, made earlier this year, might well be willing to recon- 
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sider some of the demands which they might otherwise make in the new contract 
which is now up for negotiation so that these demands would not be as great as 
they would otherwise be. Thereby the joint cooperation of the Government, the 
automobile manufacturers, and the union could result in a real reduction in the 
prices of automobiles and hence an increase in demand and a reduction in 
gnemployment. 

Here is an industry, Mr. Chairman, in which the possibilities of joint govern- 
ment, industry, and labor cooperation on this particular matter are very great 

deed. 
mt happens that this is an industry with only 4 major producing companies and 
with only 1 union. Therefore, is should be much less difficult to work out this 
kind of cooperative arrangement than it would be in an industry where both 
the number of companies and the number of unions were many. 


INCREASES FROM SECONDARY EIFECTS 


Mr. Chairman, we have been describing the direct increases in automobile 
gales which would come from a redutcion of 13.5 percent in price as a result of 
a 6 percent cut by the manufacturers and a 7.5 percent cut because of the reduc- 
tion of the Federal excise tax. If we assume, as has been currently estimated, 
that total 1958 production will be about 4.2 million cars, my auto excise and 
auto price cut proposals would increase automobile sales by 16.2 percent or by 
about 700,000 cars on an annual basis. This is a very substantial increase, Mr. 
Chairman, which would flow from the direct effect of auto price and excise 
cuts alone. 

However, Mr. Chairman, there should also be some indirect or secondary 
effects which would flow from these price cuts. I believe that these indirect and 
secondary effects would increase production and sales at a very conservative esti- 
mate by at least another 100,000 cars. 

Therefore, when we look at the primary and secondary effects of my proposal, 
we should see an increase in sales of about 20 percent at an annual rate, or to 5 
million cars. 

These secondary effects can be divided into two main categories. First, there 
are the automobile workers and the workers in the great number of industries 
associated with it who will either work more hours or who will actually regain 
their jobs as a result of the increase in sales and demand. These workers will 
regain their ability to purchase cars. While in most industries the effect of the 
demand for the product from those who work in the industry or related industry 
can almost be ignored, this is not true of the automobile industry with its great 
requirements for steel, rubber, glass, textiles, electrical equipment, leather, and 
other materials and component parts. The industry and the industries directly 
or indirectly affected by it, employ so many workers that a restoration of any 
significant proportion of their buying power is bound to have some stimulating 
effect on automobile sales. I am not going to attempt to estimate the increase 
in car sales which would flow from this secondary effect except to say that there 
certainly would be some increase. 

Now I wish to turn to an additional and more important secondary effect 
which would flow from my proposal. Thus far I have talked only about the 
effect on the sales of automobiles of a lowering in the price to the buyer which 
would come from the auto price and auto excise tax reductions. I have not 
thus far said anything about the increased demand for automobiles which would 
come as a result of the general tax cut proposal I have put forward. 

This proposal includes provisions for a cut of about $3 billion in personal in- 
come taxes and a little more than $2 billion in excises in addition to the cut in 
automobile excises. As we have already seen something of the effects of the cuts 
in auto excises on sales, I am not including them again in my calculations. 
There would remain, therefore, about $5 billion of my $6 billion tax cut proposal 
whose general effects we have not yet considered. 

By increasing buyers’ incomes, these proposals would also result in a further 
increase in automobile sales. As the personal tax cuts which I have proposed 
would go largely to low and middle income families, and as excise taxes are gen- 
erally regressive and fall more heavily and disproportionately on low and middle 
income groups than they do on high income groups, I believe that a great pro- 
portion of these tax cuts would actually be spent. We know from experience 
that low and middle income groups tend to spend most of their income—indeed, 
& good many people in these categories actually overspend their incomes. Be- 
cause of this, I believe that at least 75 cents of each $1 of this kind of a tax cut 
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would be spent and that no more than 25 cents on the dollar would be gayeg 
If this is true, then the national product would eventually be increased by three 
times the size of the tax cut. : 

Using a multiplier of three, there would be an increase in the national produc 
of some $15 billion. As the gross national product expands, so will consumer 
buying power, or disposable income as it is technically termed. 

Now, Mr. Chairman, your committee has had some testimony by Dr. Suits 
and Dr. Chow about what effects increased disposable income would haye oy 
automobile sales. I am going to be much more conservative than these gentle 
men and merely state that there would certainly be some increase in sales from 
the rise in disposable income which would flow from my tax cut proposals, 

When the secondary effects on automobile sales from (1) a rise in disposable 
income occasioned by a $5 billion tax cut, and (2) the increased purchases from 
workers in the automobile and related industries, are added to the effects of g 
13.5 percent decrease in price which I have proposed, I believe that there cer. 
tainly would be at least a 20 percent increase in auto sales. This would mean 
an increase in the annual rate of sales from the present level of 4.2 million to 
at least 5 million. Certainly it would mean an increase of at least 20 percent 
over what the sales of automobiles would otherwise be. 


EFFECT ON 





OVERHEAD AND PROFITS 


Now, what would be the effect of this 20 percent increase in output—which 
would bring yearly production up to around 5 million cars—on the industry's 
profits? This effect can be estimated by comparing the decrease in overhead 
cost per car, resulting from increased output, with the lowered price per car, 

Economists and businessmen alike are in full agreement that what are known 
as overhead costs per unit vary with the number of units produced. By over. 
head costs are meant all costs other than labor, materials, and similar direct 
costs. These overhead costs are more or less fixed in their total amount. Thus, 
when more units are produced, unit overhead costs decline, and when fewer units 
are produced, they rise. 

Unfortunately, precise figures on the amount of overhead costs in the auto- 
mobile industry are not available. I understand, Mr. Chairman, that this sub- 
committee endeavored to secure unit cost information from the automobile com- 
panies in connection with this inquiry but that although the companies provided 
profit data per car, they did not furnish unit cost information. By deducting 
the profit per car which they did furnish to you from their factory price, the 
total indicated unit cost in 1957 was approximately $1,900. Also, in your hear- 
ings, an estimate was presented which was not challenged by the automobile 
companies that unit labor costs in 1957 did not exceed $400 per car. Sub- 
tracting the latter figure from the former would leave some $1,500 to be appor- 
tioned between overhead costs and other direct costs which include, principally, 
materials and component parts. There seems to be no available information 
on the basis of which such an apportionment can be made. But on the basis of 
fragmentary data, I find it difficult to believe that the cost of materials and 
parts would be more than $1,000. This would leave $500 for overhead costs. 
Frankly, I believe this to be a conservative estimate. If the manufacturers feel 
that the estimate is not accurate, they can perform a service by supplying to 
this subcommittee the unit cost information which you requested them to 
provide but which they have not as yet produced. 

At the 1957 level of production of approximately 6 million cars, this means 
that total overhead costs for the industry were in the vicinity of $3 billion. To- 
day, however, the industry’s output has fallen from 6 million to an annual rate 
of slightly over 4 million cars. Dividing the current 4.2 million level estimate 
of production into $3 billion, yields an overhead cost of $715 per car. If, how- 
ever, as a result of the tax and price reductions which I am advocating, pro- 
duction rises to 5 million, this figure would fall from $715 to $600 per car—a 
saving of $115. To put it another way, the increase in production of 20 percent 
by spreading total overhead costs over a significantly greater number of cars 
would result in an average saving to the automobile manufacturers in overhead 
costs of some $115 per car. 

How does this compare with the reduction in revenue which the automobile 
companies would suffer as a result of the 6 percent price reduction? From all 
of the information that I have been able to secure, it would appear that the 
total factory price of cars in the automobile industry at the present time averages 
slightly above $2,000 per car. This is somewhat below the 1957 figure for Gen- 
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eral Motors and somewhat above that for Ford. The average for the other 
automobile producers is probably to Ford than to General Motors. I realize 
that since 1957 there has been a price increase. But, insofar as the total aver- 

price is concerned, this increase will probably be offset in total or in large 
part by the increased importance this year of the sales of lower priced cars 
and the lower priced models within the power priced cars. Thus, in the first 4 
months of 1958, production of Chevrolets, Fords, Plymouths, and Ramblers rose 
to 66.7 percent of total cars produced, as compared to 58.9 percent during the 
corresponding period of 1957. 


6 PERCENT PRICE CUT OFFSET BY SAVINGS IN OVERHEAD COSTS 


On the basis of this $2,000 figure, a 6 percent price reduction would mean a 
reduction in revenues of something in excess of $120 per car. Thus, on the one 
hand, we have a saving in the overhead costs of $115 and, on the other hand, a 
reduction in revenues from the price cut of some $120. In view of the very 
rough character of all of these estimates, the conclusion for all practical pur- 

is that the effect of the reduction in price would be virtually completely 
offset by the reduction in overhead. : 

The automobile industry could thus make this much-needed price reduction 
without any inroads being made into their present profits. They would be able 
to make as much money as they are making now while at the same time they 
would make a great contribution to the public welfare which would result from 
the increased production and employment and increased demand for goods and 
service which would spread throughout the entire economy. The automobile 
producers, through only a 6 percent price reduction on their part, can help to 
lead us out of the wilderness without incurring any reduction in their current 
profits. 

SUMMARY 


Now, Mr. Chairman, let me summarize my proposals and my argument. 

First, I propose that the automobile excise tax be reduced from 10 percent to 
25 percent per car—or by 7.5 points per car—provided that the auto companies 
agree to reduce their prices per car by 6 percent. This would be a total price 
reduction per car of 13.5 percent. 

Because a 1 percent reduction in the price of an automobile will lead to an 
increase in sales of 1.2 percent, the effect of this reduction should be to increase 
sales by 16.2 percent. As the auto excise reduction comes out of Government 
revenues, the auto industry by reducing prices by 6 percent can expect an increase 
in sales of over 16 percent. In other words, 6 will get them 16. This would 
increase the annual rate of auto sales by about 700,000 cars, or from the present 
4.2 million rate to a 4.9 million annual rate. 

Other effects would also follow from my excise and general tax cut proposals. 
First, as more workers would be employed in the auto, steel, rubber, glass, textile, 
and other industries, this increased employment would also result in some in- 
crease in auto sales. Second, the remaining $5 billion of my $6 billion tax cut 
proposal, i. e., that portion other than auto excise reductions, would eventually 
increase the gross national product by a multiplier of 3, or by $15 billion. This 
increase in gross national product would also mean an increase in demand for 
cars. Applying a most conservative estimate of these effects, my proposal should 
bring an increase in demand for automobiles of at least 20 percent or to a 5- 
nillion car annual rate from the present 4.2 million annual rate. 

Finally, the loss in revenue to the manufacturer of the 6 percent reduction in 
price would be almost entirely offset by a reduction in overhead cost per unit 
occasioned by a 20 percent increase in sales. This would come about from the 
cooperative reduction in price by the manufacturer, the reduction in the excise 
tax by the Federal Government, and the secondary effects which would follow 
from these reductions and my general tax cut proposals. 

The Federal Government, the automobile industry, and the automobile union, 
Mr. Chairman, therefore have an opportunity to cooperate to increase production, 
employment, and sales without any decrease in profits to the industry. 

By putting people to work in this most important industry, we might well stop 
the downward cumulative forces now at work in our economy and bring a re- 
sumption of the upward cumulative forces which we need so badly to attain the 
foals of maximum investment, production, and employment in America. 


x 





